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2. [bookmark: _Toc496043657]eXECUTIVE sUMMARY

As the new head of the Centre of Expertise (CoE), which looks at performance management and employee engagement, the report following is aiming to analyse the current methods of performance appraisal that the company has used, establish why exactly they are no longer working, and then give suggestions on how to change this. 
The company has been using a method which is common among businesses, where there are 6 key areas employees are judged upon, the 6 areas being product/technical knowledge, meeting deadlines, teamworking, determination and work rate, adaptability and enhancing capability. Employees are judged on a scale of 1 to 5 with 1 being Well Below Standard and 5 being Well Above Standard. 
During the report, it first finds the problems surrounding the current performance appraisal being used and why it was leading to such levels of demotivation. After this the report looks to define exactly what is performance management using key academic literature, and then going on to explain why it is such an important area for businesses. After this, the report goes on to look at key academic theory such as the ‘Bell Curve’ and why it is not an effective way of judging performance. The report also looks at the usefulness of goal setting and appraisals and how to use them effectively. 
The report then compares this theory to key business examples such as Google and how they have adapted their practice in order to have such effective performance management. The report ends by giving recommendations that the company should switch to methods used by Google and others in order to be as effective as possible in managing performance levels of staff. There is also an explanation on how the company can deal with change management effectively and how to deal with resistance to change, plus the costs being offset by removal of appraisals


EXECUTIVE SUMMARY


CHAPTER 1 – ABSTRACT
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3. [bookmark: _Toc496043658]Introduction

[bookmark: _GoBack]For businesses across the world, it has always been important that they have a workforce that is working efficiently, whilst also being able to keep a consistent workforce that is happy in their jobs, in order to reduce employee turnover. One way in which a company can ascertain the level of work an individual employee is doing is by performance appraisals. There are many different forms of performance appraisals used by businesses, each with their own levels of effectiveness. Different employees will react differently to these methods and so finding a good balance is very important. For a business seeking greater efficiency and productivity in a business, getting the appraisal process right is crucial, as it has been found that 69% of employees would work harder if the efforts they made were greater recognised (Hogan, 2016). However, it is important also that the HR professionals in charge of implementing the process, a believe the process works, as if employees believe the managers do not believe in its worth, it is unlikely to make a positive impact. For example, 45% of HR leaders are sceptical of annual performance reviews and believe they are not an accurate appraisal of an employee (CoreAxis, 2019). Alongside this, a key point that must be considered is the theory of change management and how it can be used effectively. Change Management can be defined as ‘the process, tools and techniques to manage the people side of change to achieve a required business outcome’ (Prosci, 2019). When a company such as the one in this report looks to introduce change, it is in one of these four areas; Processes, systems, organisation structure or job roles (Prosci, 2019). These four areas are key to any business and greatly impact how a business and its employees operate on a daily basis, meaning that if one of these was to be altered, there is likely to be some form of backlash as it is changing the way in which someone who is used to a certain routine has to work. People resist change due to many factors, some of these include fear of the unknown as well as fear of failure (Tanner, 2019). Alongside this there is likely to be different levels of resistance from different demographics depending on the technology used and the ease of implementing the new system. This is why change management is so important, as people will not resist change that is in their best interest (Tanner, 2019) and so the task for managers is to convince their staff that this is indeed the best for both them and the company. Many studies also show that when implementing change, there is around a 60-70% failure rate due to factors such as improper implementation, lack of communication and poor management (Ashkenas, 2013). This again shows how vital it is that the plans are communicated effectively in order to have smooth implementation. A report from the CIPD also found that change management is important as failure to effectively introduce change can lead to impacts such as ‘loss of market share, loss of stakeholder credibility, loss of key employees and a reduction in employee engagement and motivation’ (George, 2019). This opinion is widely thought within the industry and is also touched upon in Cameron and Green’s book ‘Making Sense of Change Management’ in which it mentions how organisations must adapt to tough market conditions by changing their strategies (Cameron & Green, 2015). 	Comment by Julie Hayward: Change management should be referred to in your recommendations section rather than included in the main body.
There are a few important reasons as to why the company must change and do so effectively. One reason is because we are currently living in a VUCA world of business. 
[image: ]
Figure 2-1 Bennett and Lemoine (2014). What VUCA Really Means for You. 
VUCA is an acronym that sums up the unpredictable business world we currently live in, the four terms are shown above; Volatility, Uncertainty, Complexity and Ambiguity. In practice all four of the terms can be related, but separately they sum up why this current business is world is so unpredictable and hard to control (Kraaijonbrink, 2018). Because of this unpredictability of outside factors for a business, it is important that the business get the issues that can be controlled right, for example managing change within a business so that the company can continue to perform to the best of its availability within such an unpredictable environment. 


3.1 [bookmark: _Toc496043659]Report Remit

As the new head of the Centre of Expertise (CoE), this report will look to evaluate the current annual appraisal that has been in place within the organisation for the last 10 years and try to determine why completion and other rates of efficiency have fallen, despite new IT being put in place. The report will also look to find out why the annual appraisal format is having a negative impact on engagement. The report will then look to give a business case as to why the business should change its current methods and give recommendations on how it can be implemented effectively to appease both managers and the workforce as a whole. 

3.2 [bookmark: _Toc496043660]Background of the current performance management process

The organisation currently implements an annual performance review that is outdated, this is a factor in the reduction of engagement and output. The appraisal is based upon 6 key criteria on which employees are judged upon and given a performance rating out of 5, with 1 being Well Below Standard and 5 being Well Above Standard. Although a system like this is common industry practice, it is clear that this technique is not motivating staff, which may be due to a few factors including an outdated process. If continued, this method will begin to cause a detrimental impact to performance and motivation. The six criteria currently being used put employees on a scale, in order to gauge whether the employees are meeting performance standards. This is considered important in order to fulfil the mission and vision of the company (Leonard, 2019). Having clearly defined standards can make it easier to measure, however it may not provide the necessary level of feedback to an employee to make it feel personal to them, which will reduce motivation. It can however allow an action plan to be developed for the future (Leonard, 2019). It is important to the company that they change from the old process, as a recent study found ‘24% of workers would consider leaving a job due to inadequate performance feedback’ (Yoh, 2018). It is also important that employees have realistic targets, as a further 42% of employees would consider moving jobs due to demotivation caused by unrealistic targets (Yoh, 2018). Realistic targets could come from shorter term goals. 

3.3 Definition of Performance management

MAIN BODY


MAIN BODY


In order to understand the theory behind performance management and why it is important, it must first be defined. A standard dictionary definition is as follows; ‘a corporate management tool that helps managers monitor and evaluate employees work’ (Tardi, 2019).  A well designed system will lead to eye to eye communication about feedback, goals, and most importantly how a company is performing in relation to the goals of the company. Another way in which these can be more effective is that instead of the standard end-of-year review, ‘performance management uses every interaction as an opportunity to learn’ (Tardi, 2019). The CIPD defines performance management as ‘creating a culture which encourages the continuous improvement of individuals skills, behaviours and contributions to the organisation’ (CIPD, 2019). By operating performance management in a way   where it is regular feedback, it will allow employees to get a greater understanding of their performance and how they are able to improve in order to benefit both themselves and the company. It will also hopefully increase motivation and reduce employee turnover as ‘companies that implement regular feedback have turnover rates 14.9% lower than for employees who receive no feedback’ (Maier, 2019).  
4. Main Body

In order for this report to suggest an alternative to the current appraisal methods in place, it must look at the key academic theory that surrounds performance management and its intrinsic link to engagement.
One factor as to why we need to manage change is changing demographics. We currently have an ageing population, at a time where technological advancements are going at their highest rate ever. This is important as there is a stereotype that the older generations such as Baby Boomers are more resistant to changes through technology. This makes effective change management even more important in order to get the older employees engaged and have success with a change of system. A report published to CIPD shows that as of 2015, 30% of the workforce in the UK are over the age of 50, and that there are not enough workers currently coming in to replace this older generation when they eventually leave the workforce (CIPD, 2015). This will take away a lot of experience and this could lead to a skill shortage. If the company does not adapt to consider the new skills being brought by the younger generations, they will be judging on criteria that are not possessed by the workers and so this would incur a lot of negative feedback, potentially leading to de-moralisation. 
When deciding on a performance appraisal method, one piece of theory that is considered is the ‘Bell Curve’. Many businesses follow the idea that an employee’s performance follows the Bell Curve, however more recently this has been debated with many research pieces beginning to show this may not be the case.
[image: The bell curve defines standards in more ways than we'd like to admit. ]
Figure 2-2 Sherrington (2013). Assessment, Standards and the Bell Curve.
Above shows a standard diagram of the Bell Curve, which displays performance in a format where all employees are put on a scale. The Bell Curve can also be described as “Normal Distribution”. As shown in the diagram, the top of the bell shows the most likely outcomes (or the average), whereas the bottom sections either side of the curve would display the best and worst performers in the company for example. Assessing people in that way when relating to performance management can be detrimental, as it forces managers within HR departments to categorise workers as either good, average or bad. Also, because this would be an average taken of all employees, it would force some employees in to the poor category even with an average to high level of performance, if there are a certain number of employees working at a slightly higher rate (Bloomenthal, 2019). This could lead to de-motivation in the workforce and potentially cause employees to leave, as those who believe to be doing an average or better job, will be told they are underperforming just to fit the Bell Curve. There is even further debate as to whether the bell curve can ever be accurate, this is discussed in “The Myth of the Bell Curve” by John Bersin. In this article, Bersin immediately mentions that although the model is used due to it being easy to understand, it does not accurately show performance for employees (Bersin, 2014). This inaccuracy not only makes it harder in the long run for companies, it also reduces employee happiness. The article shows that it is hard to create accuracy through a method like this as it is based solely on algorithms and averages that are created through assumptions, and people are far more complex than that making it impossible to categorise in this way. The article shows a far better diagram known as the “Power Law” distribution curve, as shown below; 
[image: uncaptioned]
Figure 2-3 Bersin (2014). The Myth of the Bell Curve: Look for Hyper-Performers.
In this diagram, it instead displays a business as having a small amount of both high and low performers, with the majority falling somewhere in between as an average. For the company, which is now looking to swap performance management methods, this “power law” diagram would be far more beneficial to use as a guide as opposed to the Bell Curve, as it does not force HR managers to put employees in lower categories when they are working beyond that. 
Finally, it must be considered as to whether performance appraisals work at all. In a recent research report published by the CIPD, titled ‘Could Do Better’, there are a few chapters that look in to the relevance of performance appraisals and whether they work. The report refers to appraisals as being like ‘prescription-strength medicine’ (CIPD, 2016). It states that performance appraisals can definitely be beneficial to an organisation as long as done appropriately and not over or under dosed. The report also touches upon studies done which found that setting goals for employees not only improves motivation, but also increases learning (Mesmer-Magnus and Viswesvaran 2007), job-search success (Liu et al, 2014), physical and mental well-being (Klug and Maier, 2015) amongst others. In summary, the chapter finds that goal setting and appraisals can be useful ways of improving performance, leaving the argument that they should be abandoned altogether behind. Instead, the aim for a company is to find the right performance appraisal method to specifically suit your business and its employees, and this is important when thinking about the implementation.
In terms of implementation, it is clear that the company in question is not getting the most out of its staff and so should look to follow other companies which have swapped to other methods. A report from Harvard Business Review talks about the need for companies to switch from old methods to more contemporary methods which fall in line with the business world we currently live in. the article states how it is important companies look to abandon the old methods of annual appraisals as they are too heavy on financial rewards and punishments and they hold people accountable for past performance as opposed to encouraging good habits for the future (Cappelli and Tavis, 2016). Companies such as Deloitte and PwC are using a feedback system where they use more than one number on a performance rating and are implementing year round developmental feedback (Cappelli and Tavis, 2016). One example of a company who are looking to revolutionise performance management are Google. Since 2017, Google have ditched the annual appraisals and instead use the analytics of their people, monitored by technology to analyse their staff performance and use their data to decide performance. Doing this has saved google millions in money and thousands of hours instead of the yearly appraisals. Google uses techniques such as algorithms to show which employee is most likely to succeed at Google (Maier, 2017). Google alongside other major market leaders, take the approach that if a big project is to fall flat, it comes back to the feet of the manager, reducing stress and anxiety for staff members who work for them who don’t feel like the company’s weight is on their shoulders. So far, Google have experienced no issues with this technique and use OKR’S (Objectives and Key Results) to judge employees. These OKR’s are ambitious but achievable in order to push employees. Another company, Cargill, make use of regular performance management by implementing the strategy of ‘Everyday Performance Management’. They believe that effective performance management needs to be continuous as opposed to a yearly thing in order to get effective results (Maier, 2017). 
 










5. [bookmark: _Toc496043664]Conclusion
To conclude, the information above regarding other companies performance management, alongside the theory behind why effective performance management is appropriate, gives an overall solid business case as to why the company in question should get rid of the outdated methods they currently use and instead switch to a system similar to that of Google or other market leaders. The recommendations will look at how to cope with the resistance to change and why it will be beneficial to see out the new appraisal methods in the long run. 
5.1 Recommendations
In order to give the company recommendations on what to change their current appraisal to, it first must acknowledge change management and how to implement it effectively. Change Management can be defined as ‘the process, tools and techniques to manage the people side of change to achieve a required business outcome’ (Prosci, 2019). When a company such as the one in this report looks to introduce change, it is in one of these four areas; Processes, systems, organisation structure or job roles (Prosci, 2019). These are key to any business and impact how a business and its employees operate, meaning that if one was to be altered, there is likely to be backlash as it is changing the way in which someone who is used to a certain routine has to work. People resist change due to many factors, including fear of the unknown as well as fear of failure (Tanner, 2019). Alongside this there is likely to be different levels of resistance from different demographics depending on the technology used and the ease of implementing the new system. This is why change management is so important, as people will not resist change that is in their best interest (Tanner, 2019) and so the task for managers is to convince their staff that this is indeed the best for both them and the company. Studies also show that when implementing change, there is around a 60-70% failure rate due to factors such as improper implementation, lack of communication and poor management (Ashkenas, 2013). This again shows how vital it is that the plans are communicated effectively in order to have smooth implementation. A report from the CIPD also found that change management is important as failure to effectively introduce change can lead to ‘loss of market share, loss of stakeholder credibility, loss of key employees and a reduction in employee engagement and motivation’ (George, 2019). This opinion is widely thought within the industry and is also touched upon in Cameron and Green’s book ‘Making Sense of Change Management’ in which it mentions how organisations must adapt to tough market conditions by changing their strategies (Cameron & Green, 2015). 
In terms of recommendations, it is important that the company pick a contemporary approach to performance appraisal. I would suggest that they implement a system similar to Google, a more data fuelled approach to appraisal, whilst also giving employees goals that are challenging but doable. HR should look to take pressure off employees by leaving all failure of major projects down to the management team as opposed to individuals, which can reduce motivation. I would also recommend they look to give regular feedback similar to Cargill’s ‘Everyday Performance Management’ to develop a better relationship with staff and to closely monitor how staff are feeling and performing. In terms of cost, the money it would cost to implement the algorithms to check performance levels, could be recouped from the time and money saved in removing annual appraisals for each individual employee. 
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complexity

Characteristics: The situation has many
interconnected parts and variables.
Some information is available or can be
predicted, but the volume or nature of it
can be overwhelming to process.

Example: You are doing business in many
countries, all with unique regulatory
environments, tariffs, and cultural values.

Approach: Restructure, bring on or
develop specialists, and build up
resources adequate to address the
complexity.

@mbiguity

Characteristics: Causal relationships are
completely unclear. No precedents exist;
you face “unknown unknowns.”

Example: You decide to move into
immature or emerging markets or to
launch products outside your core
competencies.

Approach: Experiment. Understanding
cause and effect requires generating
hypotheses and testing them. Design your
experiments so that lessons learned can
be broadly applied.

Wwolatility

Characteristics: The challenge is
unexpected or unstable and may be of
unknown duration, but it’s not necessarily
hard to understand; knowledge about it
is often available.

Example: Prices fluctuate after a natural
disaster takes a supplier off-line.

Approach: Build in slack and devote
resources to preparedness—for instance,
stockpile inventory or overbuy talent.
These steps are typically expensive; your
investment should match the risk.

uncertainty

Characteristics: Despite a lack of other
information, the event’s basic cause and
effect are known. Change is possible but
not a given.

Example: A competitor’s pending product
launch muddies the future of the business
and the market.

Approach: Invest in information—collect,
interpret, and share it. This works best in

conjunction with structural changes, such
as adding information analysis networks,

that can reduce ongoing uncertainty.
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