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survey done by the Society for Human Resources
Management concluded that more than 90% of
performance appraisal systems are a failure. Managers
and employees alike typically view the impending review process
with dread. For most, it is a painful bureaucratic process that rears
its ugly head once a year—and once done, retreats into the human
resource (HR) department’s archives until roughly the same time
the following year. A few companies, however, have broken this
mold and use performance management (PM) as a competitive
advantage, one facilitating the execution of their business strategy.
What separates the typically unsuccessful PM systems from
those that help drive the business? A few features that one
might consider:

Measures

The typical performance appraisal process has its focus on the form.
The form usually contains a list of competencies (e.g., judgment)

or attributes (e.g., leadership). Alternatively, there may be blank
space for goals to be entered. These criteria are then rated on

the ubiquitous five-point rating scale. For example, a typical
performance appraisal presents managers with a list of job tasks
and they would rate the performance of those tasks on a scale

that ranges from very low (1) to very high (5). Unfortunately, these
ratings are often not the issues that actually drive the business. They
exist because they are convenient, easy to get at (for whatever that
is worth), and allow direct comparisons of people across entirely
different jobs. Goals are usually left to the incumbent and his/

her supervisor to determine and may have little bearing on the
business strategy.

Companies managing PM effectively take a different approach. They
determine the contribution each job is expected to make to the
success of the business. These key performance indicators (KPIs)
might include order accuracy and average wait time (fast food),
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product development cycle time (consumer products), direct labor
hours per unit (manufacturing), levels of customer satisfaction and
quality of service (retail). Where goal setting is used, care is taken to
ensure that each goal supports the overall business strategy. The
key is to identify which KPIs a job impacts and then measure the
ways by which it is expected to do so. This requires companies to
break away from easy-to-administer forms and think hard about
the measures that matter, to identify which of those measures it
can impact and how for each job, and to accept that individual
measures may not be possible or desirable.

Purpose

Ineffective performance appraisal systems often exist to serve an
administrative objective such as distributing merit increases or
documenting poor performance. These performance appraisals
usually take place once a year. As one can imagine, there are a
variety of problems with this practice. One primary concern is that
some managers may recall the most recent events or behaviors that
an employee performed and disregard earlier events or behaviors.
The flip side of that coin is the manager will only identify the events
or behaviors that took place at the beginning of the year as more
important and evaluate the employee accordingly. Therefore,

it is difficult to get a clear understanding of those performance
evaluations. Since performance evaluations conducted in this
fashion are limited, the feedback based on the yearly performance
evaluation is inadequate. On the other hand, effective PM processes
serve to direct effort by telling people what their objectives are

and how effectiveness will be determined. Rather than an end-
of-the-year event, the PM is a continuous reminder of what is
important. Feedback on KPIs is frequent, and the overarching
objective is to improve performance, not merely document it.

This allows managers to discuss potential areas of development
that will increase the likelihood of an employee to align with the
organizational strategy.
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Accountability

A key difference between effective and ineffective PM systems

lies in who is responsible for managing the process. If it is an HR
program, the odds are it is a failure. If line managers, on the other
hand, are accountable for managing the process, there is a good
chance it can be effective. Line managers are the ones responsible
for most of the KPIs in organizations anyway. As such, it only makes
sense that they should be accountable for identifying important
measures, monitoring performance on them, and providing
feedback relative to expectations. Line managers are also the only
ones who can make the system work, by rewarding those who
perform well in it and taking corrective action with those who do
not. This process starts at a very high level within the organization.
The CEO sets the tone and it is his/her actions, not expectations,
which will be mimicked throughout the organization. CEOs

who set clear targets for improvement on specific KPIs, monitor
performance against those targets and reward/correct accordingly
will be far more likely to see those behaviors modeled than those
who simply dictate that others do it.

Establishing an effective PM system is not easy, as evidenced by the
small number of companies that do it well. They have a number

of things in common: 1) they focus on measures of important
indicators that directly relate to the execution of the business
strategy—issues unrelated to this are deemed unimportant; 2)

they view PM as a line management process focused on improving
performance rather than an HR program focused on documenting
it; and 3) they hold the appropriate parties accountable for
managing the PM process. The organizations managing their PM
processes well are being pursued by those who have not been able
to achieve this. m
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