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Management Illustration

THE IMPORTANCE OF FREQUENT FEEDBACK
For most companies, employee reviews are still an
annual rite of passage. Some 51 percent of companies
conduct formal performance reviews annually, while
41 percent of firms do sem-annual appraisals, according
to a 2011 survey of 500 companies by the Corporate
Executive Board Co., a research and advisory fim.

Some firms have found that the traditional once-a-
year review is 5o flooded with information appraising
past performance, setting future goals, discussing pay
that workers have trouble absorbing it all, and instead
dwell on critiism without really hearing constructive
ways they can improve. With many younger employees
usedtoinstant feedback from text messages toFacebook
and Twitter updates annual reviews seem too few and
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far between. So companies are adopting quarterly,
weely, or even daily feedback sessions.

Not surprisingly, Facebook, Inc. exemplifies the trend.
The social network’s 2,000 employees are encouraged to
solicit and give small nuggets of feedback regularly, after
meetings, presentations, and projects. “You don't have
to schedule time with someone. It's a 45-se cond conversa-
tion—*How did that go? What could be done better?”
says Lori Goler, the Palo Alto, Califoria social-networking
company’s vice president of human resources. Formal
reviews are conducted twice a year.

Source: Adapted from Rachel Silverman, “Managing & Careers:
‘Yearly Reviews? Try Weekly Accustomed to Updates, New
Generation of Workers Craves Regular Feedback * The Wall Street
Journal, September 6, 2012, p. B6.

Another important use of performance appraisals is to encourage performance
improvement. In this regard, performance appraisals are used as a means of commu-
nicating to employees how they are doing and suggesting needed changes in behavior,
attitude, skill, or knowledge. This type of feedback clarifies for employees the job
expectations the manager holds. Offen, this feedback must be followed by coaching
and training by the manager to guide an employee’s work efforts.

To work effectively, performance appraisals must be supported by documentation
and a commitment by management to make them fair and effective. Typical standards

for the performance appraisal pro

ss are that it be fair, accurate (facts, not opinions,
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Another important use of performance appraisals is to encourage performance
improvement. In this regard, performance appraisals are used as a means of commu-
nicating to employees how they are doing and suggesting needed changes in behavior,
attitude, skill, or knowledge. This type of feedback clarifies for employees the job
expectations the manager holds. Offen, this feedback must be followed by coaching
and training by the manager to guide an employee’s work efforts.

To work effectively, performance appraisals must be supported by documentation
and a commitment by management to make them fair and effective. Typical standards
for the performance appraisal process are that it be fair, accurate (facts, not opinions,
should be used), include as much direct observation as possible, be consistent, and con-
tain as much objective documentation as possible. The amount and types of documen-
tation necessary to support decisions made by management vary, but the general rule of
thumb is to provide enough varied documentation to allow anyone evaluating the per-
formance of an employee to generally come to the same conclusion as the manager.

An additional concern in organizations is how often to conduct performance
appraisals. No real consensus exists on this question, but the usual answer is as often
as necessary to let employees know what kind of job they are doing and, if perfor-
‘mance is not satisfactory, the measures t hey must take to improve For many employ-
ees, this cannot be accomplished through one annual performance appraisal.
Therefore it is recommended that for most employees informal performance apprais-
als should be conducted two or three times a year in addition to the annual perfor-
‘mance appraisal. Management Iilustration 18.2 describes some of the shortcomings
of annual performance reviews.

PERFORMANCE APPRAISAL METHODS

An carly method of performance appraisal used in the United States was described
as follows:

On the morning following each day’s work, each workman was given a slip of paper
informing him in detail just how much work he had done the day before and the
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amount he had earned. This enabled him to measure his performance against his
earnings while the details were fresh in his mind.

This method of performance appraisal was effective in that it gave immediate feed-
back and tied pay to performance. Since then, the number and variety of performance

appraisal methods have dramatically increased. The following sections describe the
performance appraisal methods used in businesses today.

Goal Setting, or Management by Objectives (MBO)

In addition to being a useful method for directing the organization’s objective-setting
process, management by objectives (MBO) can also be used in the performance
appraisal process. The value of linking the MBO program to the appraisal process is
that employees tend to support goals if they agree the goals are acceptable and if they
expect 10 be personally successful in their efforts. Employee acceptance (by giving the
employee a stake in the MBO process) is certainly a powerful motivator for consider-
ing the MBO process. The typical MBO process consists of:

1. Establishing clear and precisely defined statements of objectives for the work an
employee is to do.
. Developing an action plan indicating how these objectives are to be achieved.
Allowing the employee to implement this action plan.
Appraising performance based on objective achievement.
Taking corrective action when necessary.
Establishing new objectives for the future. u

R

If an employee s to be evaluated on the objectives st in the MBO process several
requirements must be met. First, objectives should be quantifiable and measurable;
objectives whose attainment cannot be measured or at least verified should be avoided
where possible. Objectives should also be challenging, yet achievable, and they should
e expressed in writing and in clear, concise, unambiguous language. Figure 18.1 lists
some sample objectives that meet these requirements.
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Sample Objectives

[

195bbc9c179800dd2a7fdabe760b09a

[) United States Army ... %, Sphynx Cat Forum [ Pearson eText &5 Quiz3: MAN 3503

Management: Skills & Application

Production Standards
The production standards approach to performance appraisal is most frequently
used for employees who are involved in physically producing a product and is basi-
cally a form of objective setting for these employees. It involves setting a standard or
an expected level of output and then comparing each employee’s performance to the
standard. Generally, production standards should reflect the normal output of an
average person. Production standards attempt to answer the question of what is a fair
day’s output. Several methods can be used to set production standards. Figure 18.2
summarizes some of the more common methods.

An advantage of the production standards approach is that the performance review
is based on highly objective factors. Of course, to be effective, the standards must be
viewed by the affected employees as being fair. The most serious criticism of produc-
tion standards is a lack of comparability of standards for different job categories.

To answerall customer complaints in wiiting within three days of receipt of complaint.
o reduce order-processing fime by two days within the next six months.
Toimplement the new computerized accounts receivable system by August 1

——
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FIGURE 18.2
Frequently Used
Methods for Setting
Production Standards

essay appraisal
method

Requires the manager
to describe an
employee’s
performance in written
narrative form.
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WMethod Areas of Applicability

Average production or work When tasks performed by all employessare the same or
approximately the same.

Performance of specially selected When tasks performed by all employeesare basically

employees the same, and it would be cumbersome and time-
consuming to use the group average.

Time study Jobs involving repetitive tasks.

Work sampling Noncydlical types of work in which many different tasks
are performed and there is no set pattern or cycle.

Expert opinion When nore of the more direct methods (described
sbove) applies

Essay Appraisal

The essay appraisal method requires the manager to describe an employee’s per-
formance in written narrative form. Instructions are often provided to the manager
asto the topics to be covered. A typical essay appraisal question might be, “Describe,
in your own words, this employee’s performance, including quantity and quality of
work, job knowledge, and ability to get along with other employees. What are the
employee’s strengths and weaknesses?”

The primary problem with essay appraisals is that their length and content can vary
considerably (depending on the manager) and the method can be very subjective
(whereas objective measures are more defensible). For instance, one manager may
write a lengthy statement describing an employee’s potential and saying little about
past performance; another manager may concentrate on the employee’s past perfor-
‘mance. Thus, essay appraisals are difficult to compare. The writing skill of a manager
can also affect the appraisal. An effective writer can make an average employee look
better than the actual performance warrants.
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Critical-Incident Appraisal
aitical-incident The criticakincident appraisal method requires the manager to keep a written
appraisal record of incidents, as they oceur, involving job behaviors thatillustrate both satisfac-
Requires the manager  tory and unsatisfactory performance of the employee being rated. As they are
;gc‘;‘r:f e 4 Tecorded over time, the incidents provide a basis for evaluating performance and pro-

ooy scour mvavs viding feedback to the employee.

job behaviors that The main drawback to this approach is that the manager is required to jot down
lustrate both incidents regularly, which can be a burdensome and time-consuming task. Also, the
satisfactoryand definition of a critical incident is unclear and may be interpreted differently by differ-
o e cnlmanagers. Some believe this method can lead to friction between the manager and

Do bongmied employees when the employees think the manager is keeping a “book” on them.

graphic rating scale Graphic Rating Scale

Requites the manager  With the graphic rating scale method, the manager assesses an employee on factors
toassess anemployee  suchas quantity of work, dependability, job knowledge, attendance, accuracy of work,

on factors suchas and cooperativeness. Graphic rating scales include both numerical ranges and written
quantity of werk. descriptions Figure 18.3 gives an example of some of the items that might be included
dependability, job hic rating scale that itten descripti

Anowkdge, atiendance, 07 graphic rating scale that uses written descriptions.

accuracy of work, and. The graphic rating scale method is subject to some serious weaknesses. One poten-
cooperativeness tial weakness is thatmanagers are unlikely to interpret written descriptionsin the same

[ I —
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Behaviorally Anchored Rating Scales (BARS) ‘ —
behaviorally The behaviorally anchored rating scale (BARS) method of performance appraisal =4
anchored rating is designed to assess behaviors required to successfully perform a job. The focus of
scale (BARS) BARS (and, to some extent, the graphic rating scale and checklist methods) is not on
Assesses behaviors performance outcomes but on behaviors demonstrated on the job. The assumption is
required o successullY it these behaviors result in effective performance on the job.
perform a job. per! J

Tounderstand the use and development of a BARS, several key termsmust be under-
stood. First, most behaviorally anchored rating scales use the term job dimension to mean
those broad categories of duties and responsibilities that make up ajob. Eachjob i likely
tohave several job dimensions, and separate scales must be developed for each one.

Figure 18.5 illustrates a BARS written for rating hotel managers’ communication
skills. Scale values appear on the left side of the table and define specific categories of
performance. Anchors, which appear on the right side of the table, are specific written
statements of actual behaviors that, when exhibited on the job, indicate the level of
performance on the scale opposite that particular anchor. As the anchor statements
appear beside each scale value, they are said to “anchor” the respective scale values
along the scale.

FIGURE 18.5 BARS for Rating Hotel Managers’ Communication Skills
Relevant behavior: Attending departmental staff meetings and involving subordinates in discussions, visiting with executive
committee regularly on personal basis; sing memos to communicate special instructions and policies to departments;
disseminating financial and other operating information to subordinates; conducting periodic meetings with employees.
Scale Values Anchors
Communicates effectively 7.00 This manager calls a “town hall* meeting to explain why the hotel wil be.
with staff members and I cutting back staff. Employees are permitied to ask questions and discuss why |
attends meetings frequently 6.00 certain positions in the hotel are being eliminated
| During a busy exparsion program, this manager incresses the frequency of
5.00 policy committee meetings to improve communications and coordination of
| the project.
Communicates satisfactorly a ‘00 Once a week, this manager invites several ine employees into hisor her
with staff members and office for an informal talk about hotel activities
attends some meetings 3 ‘00 This manager neglects to discuss with his or her front-office manager the
oblem of overstaffed bellmen during certain periods of the day, yet
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Rating performance using a BARS requires the manager to read the list of
anchors on each scale to find the group of anchors that best describes the employ-
ee’s job behavior during the period being reviewed. The scale value opposite that
‘eroup of anchors is then checked. This process is followed for all of the identified
dimensions on the job. A total evaluation s obtained by combining the scale values
checked for all of the job dimensions.

A BARS is normally developed through a series of meetings attended by both the
‘manager and employees who are actually performing the job. Three steps are usually
followed:

1. Manager and job incumbents identify the relevant job dimensions for the job.

2. Manager and job incumbents write behavioral anchors for each job dimension. As
many anchors as possible should be written for cach dimension.

3. Manager and job incumbents reach a consensus concerning the scale values to be
used and the grouping of anchor statements for each scale value.

The use of a BARS can result in several advantages. First, such scales are devel-
oped through the active participation of both the manager and the job incumbents.
This increases the likelihood that the method will be accepted. Second, the anchors
are developed from the observations and experiences of employees who actually per-
form the job. Finally, a BARS can be used to provide specific feedback concerning an
employee’s job performance. One major drawback to the use of suchscales is that they
take considerable time and commitment to develop. Furthermore, separate rating
scales must be developed for different jobs.

Forced-Choice Rating B
forced-choice Many variations of the forced-choice rating method exist. The most common
rating practice requires the manager to rank a set of statements describing how an employee
Requires the manager  carries out the duties and responsibilities of the job. Figure 18.6 illustrates a group
torankasetof of forced-choice statements. The statements are normally weighted, and the weights
statements describing
how an employee are generally not known to the manager. After the manager ranks all of the forced-
carries out the duties choice statements, the human resource department applies the weights and com-
and responsibilities utes a score. =
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Chapter Eighteen

Appraising
and Rewarding
Performance

Learning Objectives
After studying this chapter, you will be able to:

Define performance.

Explain the determinants of performance.

Define performance appraisal.

Describe the major performance appraisal methods. [
Explain the contents of a job description.

Discuss common errors made in performance appraisals.

Suggest ways to make performance appraisal systems more legally acceptable.

Define compensation.

P ® NSV E W =

Outline desirable preconditions for implementing a merit pay program.
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Chapter Preview

Oregon's Ashland Mail Tribune reported on February 18, 2012, that the Ashland
School District planned to begin implementing new standards for evaluating its teach-
ers by the beginning of the next school year. The new performance-based system
takes into consideration more than student test scores, and potentially affect how
educators are compensated based on how they score in their evaluations, said Super-
intendent Juli Di Chiro. “Relying on a single test score to evaluate teacher performance
isn't reliable or vald from a statistical standpoint,” she said. I imagine test scores will

be a part of it, but we need to combine that test data with other things.”

Di Chiro stated that multiple measures of student achievement would be taken
into consideration, and in-class observations by administrators would serve as a foun-
dation for the remainder of the evaluation. The evaluation might include how effec-
tively teachers design unit and lesson plans, how well they interact with students’
families, their goals as educators, and the quality of their students’ work

The previous compensation model was based primarily on howlong ateacher had
been teaching and how many units past their bachelor’s or master's degree they had
completed. Units are eamed by teachers taking proficiency tests and furthering their

416
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Chapter 18 Appraising and Rewarding Performance 417

formal education. With the new model, salary would hinge more on how well teach-
ers perform their duties as educators. Di Chiro explained that “the new compensation
and evaluation models are intertwined. One affects the other.”

A spokesperson for the Chalkboard Project, a nonprafit group focused on improv-
ing Oregon schools, said: “What we're hearing from across the state is that teachers
are hungry forthis . .. This is a chance for the district to design more robust and more
meaningful performance evaluations, and raise student achievement with profes-
sional development.”

Source: Adapted from Sam Wheler, * Ashland Prepares Expanded Model for Evaluating Teachers,” o
mailtribune.com, retrieved on January 29, 2012

Analyzing Management Skills

Do you feel that a person's pay should be based on his or her performance? Why or
why not?

Applying Management Skills

Recall 3 time when you were rewarded for an activity based on how well you com-
pleted the task. Did the reward motivate you to do a better job?

UNDERSTANDING PERFORMANCE u
performance Performance refers to the degree of accomplishment of the tasks that make up an
Degree of employee’s job. It reflects how well an employee is fulfiling the requirements of the

accomplishment of the 51 Ofen confused with effort, which refers 16 energy expended, performance is mea-
tasks that make up an N e N
employee’s job. sured in terms of results. Because many organizations have become very results ori-
y ented in the last decade, more and more emphasis is being placed on measuring
performance.





image4.png
) i Team Instructions - MAN. x } [3 Management: Skils & Ap x \__VORTe 0 8 ¢ 8 L -
€« C' f [} 0077499190.reader.chegg.com/reader/book php?id=b195bbc9c179800dd2a7fdabe760b09a

Apps SC Angel M Gmail @ @ Amazon.com-Vour.. [ United States Army... % Sphynx CatForum [ Pearson eText & Quiz3: MAN3503:

Management: Skills & Application

performance.

Determinants of Performance

Job performance is the net effect of an employee’s effort as modified by abilities, role
perceptions, and results produced. This implies that performance in a given situation
can be viewed as resulting from the interrelationships among effort, abilities, role per-
ceptions, and results produced.
effort Effort, which results from being motivated, refers to the amount of energy an
Results from being  employee uses in performing a job. Abilities are personal characteristics used in per-
mothated, :‘;‘;‘2;"‘ forming a job. Abilities usually do not fluctuate widely over short periods of time.
mployee s i Role perception refers to the direction in which employees believe they should chan-
performing a job. nel their efforts on their jobs. The activities and behavior employees believe are neces-
sary in the performance of their jobs define their role perceptions. The results
produced are usually measured by standards created by the degree of attainment of
Personal - o
characteristicsused in  Management-directed objectives.
‘performing a job. To attain an acceptable level of performance, a minimum level of proficiency must
existin each of the performance components Similarly, the level of proficiency in any
ole perception. one of the performance components can place an upper boundary on performance.
cmaloyecs bliovethey  Studies indicate that the level of performance can be improved and boundaries raised
chouldchanneltheir | if management empowers employees to become more active in determining and evalu-
efforts on their jobs.  ating their performance measures and standards. To accomplish this, however, man-
agement has to erase the natural fear of and resistance to empowerment and become

abilities

role perception

[EE—— s oz |
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EVALUATING CEO PERFORMANCE

Jeff Reeves is a financial journalist and the lead writer
and editor for InvestorPlace.com. On January 2, 2012,
he asked, “So who are the best and worst CEOs in the
Dow Jones Industrial Average across 2011?" Reeves'
choices are:

Best Dow CEO: James Skinner, McDonalds.
The easy winner for best Dow CEO in 2011 is
McDonald's James Skinner. Skinner has presided over
31 percentrise in share price, the best in the entire
Dow Jones Industrial average. Compared to 2010,
McDonalds earnings rose by 12 percent. By the end
of 2011, McDonald's stock price had increased by
more than 300 percent ince Skinner took over in
2004, compared with just 15 percent gains for the
broader market.

Honorable Mention: Francis Blake,

Home Depot (HD).

Although his long-term performance hasn't been as

Management: Skills & Application

eated by a battered housing market, but Blake
managed to raise dividends by 22 percentsince
2010.

Worst Dow CEO: Brian Moynihan,

Bank of America (BAC).

As measured by stock price, Brian Moynihan ranks as
the worst Dow CEO of 2011. Under his leadership,
BAC's share prices declined by 60 percent in 2011. At
the same time, its board of directors awarded him
$9.05 million in shares of BAC stock. Share prices of
one of its major competitors, JPMorgan Chase, were
back to 2005 levels.

Dishonorable Mention : Leo Apotheker,
Hewlett-Packard.

Apotheker was fired midway through 2011; his
tenure was just short of 12 months. He presided
over a 40 percentslide in share prices in less than
ayear.

dramatic, Blake deserves credit for a 20 percent gain Source: Adapted from Jeff Reeves, “2011's Best and Worst
inshare price in 2011 and continued growthin CEOs in the Dow, " atmarketwatch.com retrieved on January 3, u
revenue and profits. HD obviously has challenges 2012

advocates of employee involvement. Management Ulustration 18.1 describes how a
financial journalist rated the performance of four CEOs.
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Performance Appraisal Process ‘
Performance appraisal systems that are directly tied to an organization’s reward sys-
tem provide a powerful incentive for employees to work diligently and creatively
toward achieving organizational objectives. When properly conducted, performance
appraisals not only let employees know how well they are presently performing but
also clarify what needs to be done to improve performance.!
performance Performance appraisal is a process that involves determining and communicat-
appraisal ing to employees how they are performing their jobs and establishing a plan for
Process that imvolves  improvement. Some of the more common uses of performance appraisals are to make
zmﬁ“(o decisions related to merit pay increases, promotions, layoffs, and firings. For example,
cmplovees how ey he present job performance of an employee is often the most significant consider-
are performing their ation for determining whether to promote the person. While successful performance
jobs and establishinga  in the present job does not necessarily mean an employee will be an effective per-
plan for improvement.  former in a higher-level job, performance appraisals do provide some predictive
information.

Performance appraisal information can also provide needed input for determining
both individual and organizational training and development needs. For example, it
can be used to identify individual strengths and weaknesses. These data can then be
used to help determine the organization’s overall training and development needs. For
an individual employee, a completed performance appraisal should include a plan out-
lining a specific training and development program.

418
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