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Abstract

This dissertation outlines the process of seeking views and opinions on how the existing
performance management p-rocess operates within a medium-sized software development
company. The company is reaching a stage in its development (moving from
‘Entrepreneurial’ to ‘Growth’ phase) that requires greater control and coordination of its
goals and objectives. As the goals and objective of the company have become more
complex, the emphasis on the performance management process needs to shift from a ‘re-
active’ attitude to managing performance, to a more active approach where development,
career progression, motivation and morale issues have to be managed. Performance
management needs to change from being a one off yearly appraisal to being a ‘strategic
and integrated process that delivers sustained success to the organisation’ (Armstrong, M.
2002 p. 1). A number of questions were put to staff to elicit their views on the current
system in order to analyse the shortfalls in our system against common practice. The
research finding outline a number of issues in the current system which require attention
in order to ensure that the company continues to operate as an employer of choice, and
retains employees ';w'ho have the ability to make a significant difference to the success of
the business. Top management support will be required in order to implement the
initiative which will predominantly focus on training and development activities, both in
relation to the performance management process, and also in relation to employee

development within the company.
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¢ Sell and implement Curam to the end customer through SI.
« Curam Software to provide consultancy, training and support to ensure project

SUCCEess.

1.2.1 Research Problem

The company is reaching a stage in its development that requires greater control and
coordination of its goals and objectives which have become more complex and
interdependent. In particular, the company has had quite a low key approach to
performance management. In the past, staff have voiced concemns in relation to how
performance is measured, linked to the reward system, communication of company
objectives and career progression within the company. I hold the v'iew that a pro-active
approach to performance management focuses the minds of individuals and their

managers, and will lead to a more efficient system for the company.

1.2.1.1 Link between performance measurement and reward

It is not considered unusual for individuals to be requested to work over the week-ends
when coming up to a product launches or product releases. In the past, Individuals
accepted this as part of this job role with no payment forthcoming. Individuals are more
frequently requesting payment in terms of salary or time off in lieu from their manager
when asked to perform additional duties. The proportion of contractors working in the
company has risen to 15%. All contractors get paid time and a half in relation to
additional hours worked. The company considers the bonus paid to staff as reward for
this type of additional work. It is becoming apparent that staff do not have the same view

as the company.

1.2.1.2 Communication of Company Strategy

As the organisation grows, informal staff meetings have identified an issue with
communication of company strategy. Individuals, especially new recruits, and
employees working for long periods on customer sites feel isolated and not connected

with the company. The informal communication network of the past is no longer an
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1.3 Research Objectives:

As the company develops, it wishes to establish a culture that values and rewards
employee contribution to ensure that it retains employees who have the ability to make a
significant difference to the success of the business. In order to do this, it needs to
implement a performance management system to identify and develop staff. In addition,
it wants to ensure that employees are treated fairly and equitably in relation to internal
and external compensation in all jurisdictions. The objective of this dissertation is to
highlight current inadequacies in the performance management system with a view to

improving the system and the efficiency of the organisation.

My Research Objectives are as follows:
o Review whether the current performance management process is adequate for our
business needs?
o Examine the integration between the current performance management system
with other HR system, specifically rewards and employee development?
o Devise an effective performance management system by recommending how the

current system could be improved?



2 Literature Review

2.1 Formulation of strategy

‘Identifying clear strategic objectives for itself is a precondition for an organization to be
able to translate them into performance goals.” (Mabey, Salaman & Storey, 1999, p. 132).
Strategy 1s a systematic approach to developing and defining a sense of direction for an
organization by using its distinctive capabilities to the best advantage. Although strategy
is considered a systematic planning process, many organisations follow strategies that
emerge in response to time and events. Performance management systems must choose
goals, objectives and behaviours to measure and reward. Too often, companies choose
goals which are easily measured and do not reflect the subtlety of an individual job. This
can result in systems where all objectives are achieved; however, performance is not seen
to have improved. In a relatively turbulent environment, performance objectives which
have been agreed may become quickly out of date. Companies need to build checks into

their systems to ensure that objectives remain current and relevant.

‘The whole theory of resource-based strategy, with its focus on distinctive capabilities,
underpins the concept of strategic HRM by emphasising that the unique and non-imitable
resources that create competitive advantage are the human resources of the organization’
(Armstrong & Baron 2002 p. 32). Thus, the role of HR
o Is to understand the firm’s strategy and the implications of that strategy for HR,
© Implement and manage the strategy through the performance management
system, and
o Provide innovative measurement techniques that will let them demonstrate the
influence of human resources on measures that matter to CEQ, namely

profitability and shareholder value.

Certain assumptions are made in relation to strategy and performance management
systems. The first is that strategy can be expressed in terms of objectives which can be

used in a performance management system, and that the goals / objectives of performance



management can be measured and an assessment made on whether they have achieved

corporate strategy.

2.2 Performance Management defined.

2.2.1 Performance

There is plenty of variability in how performance management is handled in different
organisation. The definition of performance and the measures used to evaluate
performance are different from company to company. It is important to understand the
word performance, as if performance can not be defined, it will be difficult to measure or
manage it. Performance could be described as simply a record of results (outcomes)
achieved by individuals or teams. However, performance is seen as more than just
achieving the results, it is also concerned with how the work is done. This is defined by
Brumbrach (1998) (as cited in Armstrong, 2002, p. 3) as 'Performance means both
behaviours and results. Behaviours emanate from the performance and transform
performance from abstraction to action. Not just the instruments for results, behaviours
are also outcomes in their own right - the product of mental and physical effort applied to

tasks - and can be judged apart from results.

2.2.2 Performance management process

‘Performance management is a process for measuring outputs in the shape of delivered
performance compared with expectations expressed as objectives. In this respect, it
focuses on targets, standards and performance measures or indicators. But it is also
concerned with inputs — the knowledge, skills and capabilities (competences) required to
produce the expected results. It is by defining these input requirements and assessing the
extent to which the expected levels of performance have been achieved by using skills
and capabilities effectively that developmental needs are identified’ (Armstrong, 2002 p.
13).



2.2.3 Definition of Performance Management

Performance management is defined by Armstrong (2002) as 'a strategic and integrated

process that delivers sustained success to organizations by improving the performance of

the people who work in them and by developing the capabilities of individual

contributors and teams'. (Armstrong, 2002, p. 1) Performance management is strategic

when it is aligned to the business strategy of the company. To be effective, it cannot

exist in a vacuum and needs to be integrated with other organisation systems to function

effectively. Armstrong (2003, p. 468) defines this integration in four senses:

o ‘Vertical integration - linking or aligning business, team and individual objectives
with core competences;

o Functional integration - linking functional strategies in different part of the business

o HR Integration - linking different aspects of human resource management, especially
organizational development, human resource development, and reward so as to
achieve a coherent approach to management and development of people; and

o The integration of individual needs with those of the organization, as far as this is

possible.’

2.2.4 Characteristics of an effective Performance Management System

Performance management is based on the premise that individuals and their managers are
jointly accountable for results and therefore jointly involved in agreeing what needs to be
done and how it needs to be done. It is also about managing within the context of an
organisation — structure, culture, staffing, stage of development, technology, leadership

styles, etc. The objectives of reviewing performance are to

. Improve motivation through positive feedback, recognition.

. Clarify role expectations and set objectives for Individuals

. Improve performance in order to improve organisational effectiveness.

. Provide a basis for developing people.

° Satisfy the needs and expectations of all of an organization's stakeholders,

o Provide a climate of communication and involvement to service as a two-way

channel of communication,

. Provide the basis for rating performance.
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‘Individuals contribute best when able to understand the link between their performance
and the delivery of business targets.’ (Graphite, 2001} It is not enough for an employee
to understand the mission and goals of the organisation, as this knowledge on its own is
insufficient. Cultural norms and group behaviour have an impact on whether people
follow mandated corporate goals, or whether they choose to ignore them. If the link
between departmental goals and company goals are vague and not aligned to a central
corporate strategy, this can result in individuals following an individual manager’s

agenda, sometimes to the detriment of the overall corporate goals.

‘In terms of goal setting theory, manager should
1. set clear and specific goals for employees
2. make goals sufficiently difficult to be perceived as challenging but not so difficult
as to be viewed as impossible |
involve employees in goal setting when appropriate to ensure commitment
4. include subgoals and feedback (either through supervision of the task itself) and
5. link goal accomplishment with valued reward.” (Bowditch & Buono 2001, p. 77).

2.3.2 Expectancy Theory

The expectancy theory assumes that motivation is a function of three components:
1. “An effort-performance expectation that increased effort will lead to good
performance (expectancy)
2. A performance-outcome perception that good performance will lead to certain
outcomes or rewards (instrumentality), and
3. The value or attractiveness of a given reward or outcome to an individual

(valence).” (Bowditch & Bouno 2001 p. 73)
Thus for an individual to be motivated, the outcome or reward must be valued by the

person, and he or she must believe that additional effort will lead to higher performance

and that the higher performance will subsequently result in greater rewards or outcomes.

i1
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2.4 Performance Management Process

2.4.1 Key success criteria of Performance management system

When contemplating implementing a performance management system, it is important to
define the key success criteria of the overall system in advance. These may include
financial performance, development of essential employee competencies, training
systems that help your employees learn faster than your competitors, or increased
customer satisfaction. The objectives for introducing or changing a performance
management system can have a significant impact on the success of the system. Once the
HR drivers are identified, the company needs to review the existing HR measures to

ensure that they capture the ‘strategic HR drivers’.

2.4.2 Performance Management Cycle

There is no single universally accepted system of managing performance in the
organisation setting. The key issue is that on a regular basis, an assessment of the
employee’s performance is recorded. As performance management systems should be
unique to individual organisations, a framework approach is considered rather than a
package of particular practices. Management literature refers to performance
management as a continuous self-renewing cycle, which generally consists of five
clements including setting the performance objectives, measuring outcomes, feedback,

reward linked to outcomes, and re-appraisal of objectives and tasks, if necessary.

15



Review

{: Role Definition

Plan

i

- Performance Agreement

Performance Review

L Personal Development

Planning Act

A

Performance

Monitor

The performance management ¢ycle - Armstrong {2} p 476

Figure 4: The Performance Management Cycle

Armstrong (2003, p. 476) suggests the following cycle, comprised of 5 stages:

(]

Role definition (clarity of role / goal definition and key result areas and behaviours to
be demonstrated for each role)

Performance agreement — contracting on performance targets — management and staff
are jointly responsible for agreeing performance targets, and defining expectations
and key milestones.

Personal development plans - concerned with developing future skills (value added) —
sets out actions people intend to take to develop themselves in order to extend their
knowledge and skills in particular specified areas.

Performance —Regular feedback and coaching on progress in achievement of resulits,
development plans and behaviours specified. Reappraisal of performance agreement,
if necessary.

Performance review — Formal evaluation stage — review of progress over the period,
as a mechanism for setting a new performance agreement and development plan.

This stage feed into performance related pay where this is used. Different

16



mechanisms for rating individuals exist. If ratings are used, the main concern is to

ensure an acceptable degree of consistency, equity and fairness.

‘Tall performance is not possible if people are not held accountable for their
performance. If it were possible without accountability, there would never be any need
for follow-up such as rewards and penalties’ (Brumback, 2003). People can not be held

accountable for results if no expectations are set.

2.4.3 Organisation Requirements
‘The firm’s overall business strategy and its technology determine the organisational

design and work processes, which then translate into specific role / behavioural
requirements for particular job classes’ (Dreher, G & Dougherty, T 2001 p. 141)

The manner in which roles are defined has a pivotal role to play in the performance
management process. [t is from this structure that we decide on the type of performance
management system that will be appropriate to a particular organisation.

‘Improvements to performance and personal development programmes have to start from
an understanding of what the level of current performance is in terms of both results and
capabilities or incapabilities. This is the basis for identifying performance improvement

and development needs if there is a shortfall.” (Armstrong, 2002, p. 52).

2.4.3.1 Role Definition

“When implementing a performance management system, it is probably best to abandon
any existing job descriptions. These probably go into too much detail on what is done
and may well have been prepared solely for job evaluation purposes, in which case they
often exaggerate levels of responsibility. It is preferable to start from scratch to produce
a role definition that set out the outputs required and also indicates what capability levels
the role holder is expected to achieve. And this role definition should be examined
regularly to bring it up to date and to ensure at the start of the performance management
cycle both parties (the individual and the manager) understand role expectation. This will
facilitate the agreement of appropriate targets, standard, competence requirements, and

performance measures’ (Armstrong, 2002, p. 30)
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of business goals’ (Armstrong, 2002, p. 35). ‘Many organisation use the Smart

mnemonic to summarize the characteristics of good objectives.

S Specific / Stretching: clear, unambiguous, straightforward, understandable
and challenging. -
M Measurable: quantity, quality, time, money

A Achievable: challenging but within the reach of a competent and
committed person

R Relevant: relevant to the objectives of the organization so that the goal of
the individual is aligned to the corporate goals.

T Time-framed: to be completed within an agreed timeframe. (Armstrong,

2002, p, 37)

‘Performance standards can be defined as a statement of the conditions that exist when a
job is being performed effectively’ (Armstrong, 2002, p. 39) They are different from
objectives in that they generally do not change from one review period to the next. They
are normally used when it is difficult to set time-based objectives. They identify what
behaviour is required in order to achieve the requisite performance standards, ie. level of
service or speed of response to customers. Junior staff are more likely to have a higher

level of performance standards set than senior objectives.

2.4.3.4 Defining capability requirements

‘An effective organisation is not defined by the number of layers of management,

systems in place, or headcount, but by ability to respond to business demands’ (Ulrich &
Smallwood 2003, p. 12). This is concerned with identifying the capabilities of an
organisation. ‘Capabilities represent the ability of an organization to use resources to get
things done, and behave in a way that lead to accomplishment’ (Ulrich & Smallwood
2003, p. 10). Individual capability can be defined as ‘what people must know and be able
to do, and how they should behave if they are going to perform their roles well.’
(Armstrong, 2002, p. 40). When setting goals and objectives, an individual and their

manager are the key decision makers and they jointly identify the future objectives for the

19
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instrumentality perceptions — the key to motivating high performance’ (Dreher, G &
Dougherty, T (2001) p. 143 - 144).

2.4.3.6 Performance Management and career development

‘The most progressive of organisations go a step further by instituting a performance
management system that includes a systematic sequence of components connected to
employee development and the goals of the organisation’ (Dreher, G. & Dougherty, T,
2001 p. 140). The performance management process should identify performance
shortfalls against the specified criteria from role definition exercise. ‘This provides
information required for career planning and continuous development by identifying
strengths to be enhanced as well as weaknesses to be overcome. This can only be

achieved if there are agreed and reliable performance measures’ (Armstrong, 2002 p. 52)

2.5 Performance Management and Measurement Techniques

One of the main problems that arise in conducting performance review is to identify the
measure and the criteria for evaluating performance. ‘As the primary source of
production in our economy has shifted from physical to intellectual capital, senior HR
managers have come under fire to demonstrate exactly how they create value for their
organizations’ {Becker, B., Huselid, M, & Ulrich, D, p. 2). It is argued that what get
measured in a performance management system is what is easy to measure, and that what
gets measured gets managed. ‘The process of managing performance begins by defining -
expectations in terms of targets, standards and capability requirements’ (Armstrong, M.
2002, p. 52). Measurement is the basis for providing and generating feedback. This can
be positive allowing individuals to build on business success or it can demonstrate where
things are not going so well so that corrective action can be taken. Carter and Robinson
(2000) as cited in Armstrong, M & Baron, A (2002, p. 117} ‘conclude that it is not
possible to measure everything. Instead a focus on key measures linked to key objectives
is recommended’. The measures that are implemented should relate to the business

strategy and that which creates value in an organisation. This will encourage

21
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o ‘How do customers see us? (Customer perspective)

0 What must we excel at? (Internal perspective)

o Can we continue to improve and create value? (Innovation and learning)

o How do we look to shareholders? (Financial perspective)’ (Armstrong, M. (2002,

p.56).

‘Kaplan and Norton emphasize that the balanced scorecard approach ‘puts strategy and
vision, not control, at the centre’ (Armstrong, 2002, p. 56). The premise underlying the
balanced scorecard approach is that ‘by specifying the vital process measures, assessing
them, and regularly communicating the firm’s performance on these criteria to
employees, managers ensure that the entire organisation participates in strategy

implementation.” (Becker, B., Huselid, M, & Ulrich, D, p. 21).

2.5.1.2 The European Foundation for Quality Management (EFQM)

The EFQM approach recognizes that simply measuring a problem does not improve it.
The model consists of nine elements which a company should concentrate on in order to
achieve business results. These are Leadership, Policy and Strategy, Resources,
Processes, Customer Satisfaction, People satisfaction, Impact on society, Business
Results. Leadership is key in this model with measures being implemented as each stage

of the process.

2.5.1.3 Economic Value Added (EVA)

‘The EVA measure represents the difference between a company’s post-tax operating
profit and the cost of the capital invested in the business...The theory of EVA is that it is
not good enough for a company simply to make a profit, it has to justify the cost of its

capital, equity included.’(Armstrong, 2002 p. 60)
2.5.1.4 Traditional Financial Ratios

Traditional financial ratios are found in the balance sheets and include return on equity,

return on capital employed, profit or sales per employee.

23



2.5.2 Defining performance measures for individuals

‘Employee performance is ‘multidimensional’ in that there are almost always multiple
roles and behavioural requirements for a job class. It follows that an employee is likely
to be stronger on some dimensions (eg, customer relations) than on others (eg., product
knowledge)’ (Dreher, G & Dougherty, T 2001, p. 143). In order to provide accurate
measurement and to provide feedback, the performance management system must
capture these multiple dimensions. Measures should be agreed at the same time as
objectives are defined. ‘They should focus on measurable outputs, accomplishments and
behaviours that can be clearly defined and for which evidence can be made available

(Armstrong, 2002, p. 54). They should be objective and verifiable.

2.5.3 Rating
Performance appraisals are traditionally carried out through some form of rating system.

Arguments for rating include that it is useful to sum up judgement on individuals, and to
categorize people as exceptional, core performer or underperformer (so that action if
necessary can be taken). Ratings can provide a basis for predicting future potential and

can be a useful in performance related pay.

There are many problems associated with ratings mainly associated with the personal /
relationship factor between the manager and their staff. These may include the halo
effect, errors of central tendency, impact of relationship, politics, bias, danger of placing
too much emphasis on recent events. Ratings are largely subjective and it is difficult to
achieve consistency between the ratings given by managers in different departments. It is
difficult to sum up a person with a single rating, as this may be a gross oversimplification
of the complex factors influencing performance. These issues must be addressed in order

to maintain the accuracy and credibility of a performance management system.

2.5.3.1 Forced Distribution or Quota systems
A further problem with ratings occurs when organisations have forced distribution
systems. ‘Forced Distribution’ means that managers have to conform to a laid-down

percentage distribution between different levels, for example, 5/15/60/15/5 per cent

24
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From this standpoint, the principal impact of conipetent rewards is to increase emplioyee
motivation’. Organisation behaviour modification (OBM), an application based on the
Skinnerian Theory of Operant Conditioning, is a process focused on acquiring and
maintaining certain preferred behaviours while extinguishing those that are undesirable.
This theory suggests that the reward should be given close to the time that the actual
required behaviours or performance achievement was demonstrated. ‘From an
organizational point of view, successful applications of OBM programs are related to the
extent to which managers are able to

1. reward people with what they value,

N

explicitly link the reward with the desired behaviour,

3. appropriately fit the magnitude of the reward with the magnitude of the
behaviour,

4. reward better performers more than average performers,

5. give feedback and the reward after the performance.” (Bowditch & Buono, 2001

p. 80)

Many organisations produce ratings from the performance management process which
are used to drive the reward system within organisation. It is suggested that this can
inhibit the constructive discussion that performance review meetings are about, as an
individual’s natural motivation will be to attempt to increase their proportion of rewards
on offer, and they may be reluctant to bring up issues that would not portray them in a
positive light. The advantages claimed for performance related pay is that it motivates,
provides a mechanism for rewarding and recognizing achievement, and delivers the
message that higher performance will receive higher rewards. One of the criteria’s for
implementing a high performance work system according to Becker, B., Huselid, M, &
Ulrich, D, p. 13 is to ‘Enacts compensation and performance management policies that

attract, retain, and motivate high-performance employees.
The disadvantages associated with performance related pay are that it relies on an

effective performance management system being in place, which many organisation do

not currently have. It is difficult to produce realistic performance measures required in

26



order to implement a fair and equitable system. It can produce poor quality and short
term performance, as individual concentrate on achieving results to the detriment of long

term goals. Finally, it is argued that money is not a guaranteed motivator.

Numerous examples exist of reward systems that are fouled up in that the types of
behaviours rewarded are those that the rewarder is trying to discourage, while the
behavior desired is not being rewarded at all. *Whether dealing with monkeys, rats or
human beings, it is hardly controversial to state that most organisms seek information
concerning what activities are rewarded, and then seek to do (or at least pretend to do)
those things, often to the virtual exclusion of activities not rewarded. The extent to which
this occurs will depend on the perceived attractiveness of the rewards offered, but neither
operant nor expectancy theorists would quarrel with the essence of this notion.” (Kerr,
1995).

2.6.1.1 Link between performance management review and pay for performance

If you want to pay for performance, it is difficult to separate the performance review from
the salary review. ‘Some organisations separate entirely performance pay ratings from
the performance management review. But there will, of course be a read-across from the
performance management review to the pay for performance review’ (Armstrong, M.
2002, p. 170). Decisions on pay should be based on a number of factors besides
performance in the current job. It should also take account of market worth of
individuals, potential and, how pay relates to both internal and external peers.

[t is argued that performance should be distanced from the reward system. This does not
allow for individual accountability, and if the reward system is not connected to
individual performance, key employees may leave, and non performer may have a free

ride.
The motivation theories above state that high-performing workers should get higher

rewards. In practice, there is usually only a narrow difference separating the pay award

of high' performers from low performers. In a high performance system, the reward
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strategy is implemented through the performance management system. Two
complimentary elements need to be addressed. The first is to identify the business results
that need to be achieved and secondly, to define the employee competencies required
(skills, knowledge and behaviours) to demonstrate how the results will be achieved.
Business results define short-term success requirements while competencies held develop

long-term sustainability.
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functional department within the company, which may be simply on length of service.
They are aware of the salary increase and bonuses paid through informal (grapevine)
channel and try to leverage their own performance / salary increase based on this
information. The criteria for measuring performance has little to do with adding value or

achieving business targets for the group.

3.5 Training on the Review Process

No formal training has been given to Managers / Team Leaders within the company.
There is a good history of people been promoted from within the company, however, to
date, there has been no structured management development. As the company is
technical in nature, most individuals were promoted because of their technical ability, and
do not always have the people management skills necessary. Managers have been
reluctant to deal with poor performance issues. Individuals with poor performance have
been allowed to sit within the pack. This can be attributed to the lack of training on the

Process.

3.6 Career Planning

No formal career planning exists within the company. Individuals are selected for
promotion based on past technical ability shown. The company was small and growing
rapidly. With the rapid growth, good opportunities for promotion existed, so that most
individuals have received an opportunity for management or technical promotion. These
were both seen to be at an equivalent level. As the company is continues to grow, the

pace of growth has slowed down.
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