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INTRODUCTION

In today’s globalized world, it is relatively easy to gain access to the competition’s tech-
nology and products. Thanks to the Internet and the accompanying high speed of com-
munications, technological and product differentiation is no longer a key competitive
advantage in most industries. For example, most banks offer the same types of products
(e.g., different types of savings accounts and investment opportunities). If a particular
bank decides to offer a new product or service (e.g., online banking), it will not be long
until the competitors offer precisely the same product.

So, what makes some businesses more successful than others? What is today’s
key competitive advantage? The answer is people. Organizations with motivated and
talented employees offering outstanding service to customers are likely to pull ahead
of the competition, even if the products offered are similar to those offered by the
competitors. Customers want to get the right answer at the right time and they want to
receive their products or services promptly and accurately. Only people can make
these things happen. Only people can produce a sustainable competitive advantage.
And, performance management systems are the key tools to transform people’s talent
and motivation into a strategic business advantage.

Performance management is a continuous process of identifying, measuring, and
developing the performance of individuals and teams and aligning performance with the
strategic goals of the organization. Performance management is critical to small and large
organizations, for-profit and not-for-profit, domestic and global, and to all industries. After
all, the performance of an organization depends on the performance of its people, regard-
less of the organization’s size, purpose, and other characteristics. As noted by Siemens
CEO Heinrich von Pierer, “whether a company measures its workforce in hundreds or
hundreds of thousands, its success relies solely on individual performance.”

Unfortunately, however, if they have one, few organizations use their existing
performance management systems in productive ways. Performance management is
usually vilified as an “HR department requirement.” In many organizations, performance
management means that managers must comply with their HR department’s request and
fill out tedious, and often useless, evaluation forms. These evaluation forms are often
completed because it is a requirement from the “HR cops.” And, unfortunately, the only
tangible consequence of the evaluation process is that the manager had to spend time
away from his or her “real” job duties.

PLAN FOR THE BOOK

This book is about the design and implementation of successful performance manage-
ment systems. In other words, it focuses on research-based findings and up-to-date
applications that help increase an organization’s human capital. Performance manage-
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ment is ongoing and cyclical. But, for pedagogical reasons, the book needs to follow a linear
structure. Because performance observation, evaluation, and improvement are ongoing
processes, some concepts and practices may be introduced early on in a cursory manner first
but receive more detailed treatment in later sections. Also, this book focuses on best prac-
tices and describes the necessary steps to create a top-notch performance management sys-
tem. However, due to practical constraints and lack of knowledge about system implementa-
tion, many organizations cut corners and do not implement systems following best practices
due to environment and political issues (e.g., goals of raters may not be aligned with goals of
the organization). Because the way in which systems are implemented in practice is often
not close to the ideal system, the book includes numerous examples from actual organiza-
tions to illustrate how systems are implemented given actual situational constraints.

Part I includes Chapters 1 through 3 and addresses general as well as strategic considera-
tions regarding performance management. Chapter 1 includes a discussion of the advantages of
implementing a successful performance management system, as well as the negative outcomes
associated with deficient systems, including lowered employee motivation and perceptions of
unfairness; this chapter also includes what can be described as the features of an ideal system.
Chapter 2 describes the performance management process starting with what should be done
before a system is implemented, and ending with the performance renewal and recontracting
phases. Chapter 3 links performance management systems with reward systems and an organi-
zation’s strategic plan. This chapter makes it clear that a good performance management system
is a critical component of the successful implementation of an organization’s strategy.

Part II, including Chapters 4 through 7, addresses the details of system implementa-
tion. The discussion is sufficiently general, yet detailed, so that all managers, not just HR
managers, will benefit from this material. Chapters 4 and 5 describe some of the technical
aspects associated with the assessment of performance and how to identify and measure
both behaviors and results. Chapter 6 discusses appraisal forms, various types of rating
schemes, and discusses advantages and disadvantages of using various sources of perfor-
mance information (e.g., supervisor, peers, customers). Finally, Chapter 7 describes the
steps involved in implementing a performance management system, including a communi-
cation plan and pilot testing of the system before it is implemented.

Part III addresses employee development issues. Chapter 8 includes a description of
employee developmental plans and the advantages of using 360-degree systems for develop-
mental purposes. Chapter 9 addresses the skills needed of supervisors to observe and assess
performance, as well as those needed to provide constructive feedback.

Part IV is about the relationship between performance management, rewards, the law, and
teams. Chapter 10 includes a discussion of traditional and contingent pay plans, pay structures,
and their links to performance management. In addition, this chapter provides a discussion of
legal issues to consider when implementing a performance management system. Finally,
Chapter 11 addresses the timely topic of how to design and implement performance manage-
ment systems dealing with team performance.

Each of the chapters includes a list of its learning objectives as well as summary points
and cases for discussion. I hope this additional material will allow you to have an enjoyable
and productive learning experience that will enhance your own individual human capital.

Herman Aguinis

Denver, Colorado
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PART I:

STRATEGIC AND G
CONSIDERATION

CHAPTER

Performance

Management and Reward
Systems in Context

A manager is responsible for the application and performance of knowledge.

Learning Objectives

—PETER F. DRUCKER

By the end of this chapter, you will be able to do the following:

Explain the concept of performance management.
Distinguish performance management from performance appraisal.

Explain the many advantages and make a business case for implementing a well-designed
performance management system.

Recognize the multiple negative consequenc s that can arise from the poor design and
implementation of a performance management system. These negative consequences
affect all the parties involved: employees, supervisors, and the organization as a whole.

Understand the concept of a reward system and its relationship to a performance
management system.

Distinguish among the various types of employee rewards, including compensation,
benefits, and relational returns. .

Describe the multiple purposes of a performance management system including strategic,
administrative, informational, developmental, organizational maintenance, and- documen-
tational purposes.

Describe and explain the key features of an ideal performance management system.

Create a presentation providing persuasive arguments in support of the reasons that
an organization should implement a performance management system, including the
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PART |

Strategic and General Considerations

purposes that performance management systems serve and the dangers of a poorly
implemented system.

B Note the relationship and links between a performance management system and other

HR functions, including recruitment and selection, training and development, workforce
planning, and compensation.

1.1 DEFINITION OF PERFORMANCE MANAGEMENT (PM)

Consider the following scenario:

Sally is a sales manager at a large pharmaceutical company. The fiscal year will
end in one week. She is overwhelmed with end-of-the year tasks, including
reviewing the budget she is likely to be allocated for the following year,
responding to customers’ phone calls, and supervising a group of 10 salespeo-
ple. It’s a very hectic time, probably the most hectic time of the year. She
receives a phone call from the human resources (HR) department: “Sally, we
have not received your performance reviews for your 10 employees; they are
due by the end of the fiscal year.” Sally thinks, “Oh, those performance
From Sally’s point of view, there is no
value in filling out those seemingly meaningless forms. She does not see her
subordinates in action because they are in the field visiting customers most of
the time. All that she knows about their performance is based on sales figures,
which depend more on the products offered and geographic territory covered
than the individual effort and motivation of each salesperson. And, nothing
happens in terms of rewards, regardless of her ratings. These are lean times in
her organization, and salary adjustments are based on seniority rather than on
merit. She has less than three days to turn in her forms. What will she do? She
decides to follow the path of least resistance: to please her employees and give
everyone the maximum possible rating. In this way, Sally believes the employees
will be happy with their ratings and she will not have to deal with complaints
or follow-up meetings. Sally fills out the forms in less than 20 minutes and gets

12

reviews. . . . What a waste of my time!

back to her “real job.”

There is something very wrong with this picture, which unfortunately happens all
too frequently in many orgamzatlons Although Sally’s HR department calls this

process “performance management,” it is not.

Performance management is a continuous process of identifying, measuring, and
developing the performance of individuals and teams and aligning performance with the
strategic goals of the organization. Let’s consider each of the definition’s two main

components:

1. Continuous process. Performance management is ongoing. It involves a
never-ending process of setting goals and objectives, observing performance,

and giving and receiving ongoing coaching and feedback.!

2. Alignment with strategic goals. Performance management requires that
managers ensure that employees’ activities and outputs are congruent with the



