CHAPTER 9

PERFORMANCE EVALUATION & MANAGEMENT
Learning Objectives

1.
Define the terms performance management and performance evaluation.

2. 
Discuss various types of rating errors that can occur in performance

evaluation programs.

3. 
Compare the advantages of various performance evaluation techniques.

4. 
Discuss the 360-degree feedback system’s potential strengths and problems.

5. Describe the process of feedback review and the skills required for it.

Key Terms
	behaviorally anchored rating scale (BARS)
	A rating scale that uses critical incidents as anchor statements placed along a scale. Typically, 6 to 10 performance dimensions, each with 5 to 6 critical incident anchors, are rated per employee. 

	behavioral observation scale (BOS)
	A method similar to the BARS that uses the critical incident technique to identify a series of behaviors that describe the job. A I (almost never) to 5 (almost always) format is used to rate the behaviors.

	central tendency error
	A rating tendency to give ratees an average rating on each criteria. That is, on a 1 to 7 scale, circling all 4s; or on a 1 to 5 scale, selecting all 3s.

	contrast effect
	A rating error that occurs when a rater allows an individual's prior performance or other recently evaluated individuals to affect the ratings given to an employee.

	criteria relevance
	A good measure of performance must be reliable, valid, and closely related to an employee's actual level of productivity.

	criteria sensitivity
	A good measure of performance should reflect actual differences between high and low performers. 

	critical incident rating
	The system of selecting very effective and ineffective examples of job behavior and rating whether an employee displays the type of behaviors specified in the critical incidents.

	forced-choice ratings
	A type of individually oriented rating format whereby the rater must choose which of several statements about work behavior is most descriptive of an employee.

	forced distribution
	A method of ranking similar to grading on a curve. Only certain percentages of employees can be ranked high, average, or low.

	halo error
	A rating error that occurs when a rater assigns ratings on the basis of an overall impression (positive or negative) of the person being rated.

	interrater reliability
	This refers to the extent that two or more raters give consistent/similar scores or ratings.

	leniency or harshness rating error
	The tendency to rate everyone high/excellent or low/poor on all criteria.

	management by objectives (MBO)
	A managerial practice where managers and subordinates jointly plan, organize, control, communicate, and debate the subordinate's job and performance. As a performance evaluation technique, it focuses on establishing and measuring specific objectives.

	paired comparison
	A method of ranking whereby subordinates are placed in all possible pairs and the supervisor must choose which of the two in each pair is the better performer.

	performance evaluation
	The HRM activity that is used to determine the extent to which an employee is performing the job effectively.

	performance management
	The process by which executives, managers, and supervisors work to align employee performance with the firm’s goals.

	personal bias rating error
	The bias a rater has about individual characteristics, attitudes, backgrounds, and so on, that influence a rating more than performance.

	recency of events rating error
	A tendency to use the most recent events to evaluate performance instead of using a longer, more complete time frame.

	360-degree feedback
	A multi-source performance appraisal approach. Self and others (boss, subordinate, peers, customers) rate a person and data/information is fed back on his/her ratings.


Presentation

· performance management

1.
Performance Evaluation


· performance evaluation defined

performance review, personnel rating, merit rating, performance

appraisal, employee appraisal, or employee evaluation

Factors affecting performance appraisals

a.  task

· white collar or supervisory task more likely to be evaluated than blue

collar task

b.  government

· anti-discrimination laws prohibit discrimination in promotions, pay

raises and other rewards

c.  attitudes and preferences of employees

· appraisals important for those whose values coincide with work ethic

       
but unimportant to for those who work just for a salary

d. leader/supervisor’s style

· may be use fairly/unfairly, supportive/punitive, positive/negatively

· informal vs. formal evaluation systems

i.
informal system

· irregular, subjective

ii.
formal systems

· regular, systematic, more "objective"

e.  union presence

· unions oppose the use of unmeasurable (subjective), 

nonproduction factors in performance evaluation

2.
The Case for Using Formal Evaluation

a. Purpose of Evaluation

· development

· motivation

· human resources & employment planning

· communications

· legal compliance

· HRM research

b. Performance Evaluation and the Law

Brito vs. Zia Company

· evaluation instrument not valid

3. Format of Evaluation

a.  Evaluation process

i. establish performance standards

ii.
establish performance evaluation policies (see c)

· when to rate

· how often to rate

· who should to rate

iii. have raters gather data on employees’ information

iv. have raters evaluate employees' performance

v. discuss the evaluation with the employee

vi. make decisions and file the evaluation

b.
Establish Criteria

Characteristics of Effective Criteria

· reliability (inter-rater)

· relevance

· sensitivity

· practicality

c. Set Policies on Who Evaluates, When, and How Often

When?

· completion of task cycle

· goal setting

How often?

· supervisors resist frequent reviews because work/time

· increasingly, firms are conducting quarterly reviews

· should be an on-going process

Who?

· immediate supervisor

· rating by a committee of several supervisors

· rating by the employee’s peers

· rating by the employee’s subordinates

· rating by someone outside the immediate work situation (field review)

· self-evaluation

· rating by a combination of approaches (360-degree feedback system)

4.
Selected Evaluation Techniques

a. Comparative Techniques (Multiple-Person Evaluation Methods)

· straight ranking

· alternate ranking

· paired comparison

· forced distribution

b. Absolute Techniques (Individual Evaluation Methods)
· graphic rating scale

· essay evaluation/narrative

· forced choice

· critical incident technique

· weighted checklist

· behaviorally anchored rating scales (BARS)

· behavior observation scale (BOS)

c.   Management by Objectives

· systematic goal setting process

· MBO discussions about performance evaluation

· MBO (actually difficult to implement and maintain)

Pitfalls and problems

· too much paperwork

· too many objectives are set and confusion occurs

· MBO forced into jobs where establishing objectives is difficult

· superiors are not trained in the MBO process & the mechanics

· too much short-term emphasis

· not willing to modify original objective at times

· use of MBO as a rigid, intimidating control vs motivating tool

d.  Which Technique to Use?

i.
development

· BARS, BOS, CIT, MBO, essay

ii.
rewards

· BARS, BOS, CIT, MBO, graphic rating scales, forced 


distribution

5.
Potential Problems in Performance Evaluations

a.  Opposition to Evaluation 
· perception of equity/subjectivity

· link between evaluation and rewards may be missing

· waste of time, since its viewed as a meaningless HRM exercise

· too much attention on alleviating symptoms of poor performance

· employers don’t evaluate top performers…they feel neglected

b.
System Design and Operating Problems

· poor design

· poor criteria (personality vs. performance)

· use of cumbersome techniques (time consuming)

· system used haphazardly (infrequent, procedural)

c. Rater Problems

· standards of evaluation/perceptual differences

· halo effect

· leniency/harshness error

· central tendency error

· recency of events error

· contrast effects

· personal bias error

d. Eliminating Rater Error

· change the format of rating scales

· focus on the rater's ability to observe, recall and report behavior

· evaluate specific aspects of employee performance

· train raters on more effective use of company's appraisal system

e.
Rater Training


· training to eliminate halo error

· training for better observation/recording skills

f.
Avoiding Problems with Employees

· strive for simplicity in wherever possible

· educate & communicate the appraisal system to employees

· involve employee participation in the development of appraisal tool

· have a component of self evaluation for discussion with supervisor

6.
The Feedback Interview

· an effective performance evaluation involves 2-way communication

· although 97% of organizations with formal evaluation systems give

feedback, its not being done effectively

Three Approaches to Feedback Interviews

· tell and sell: used with new and inexperienced employees

· tell and listen: rater judges but also listens

· problem solving: rater is helper, supportive and participative

Annual discussions on performance should include:

· review of overall progress

· discussions of problems encountered

· agreement about how performance can be improved

· discussions on how current performance fits with long range goals

· specific action plans for coming year

· rater must be a judge and not just a counselor

Feedback interview designed to accomplish such goals as:

· recognizing and encouraging superior performance

· sustaining acceptable behavior

· changing the behavior of ratees whose performance is not meeting

acceptable organizational standard
Review Questions

1.
What is “360-degree feedback”? What advantages might it have over more traditional performance appraisal systems that use only downward feedback?  What are some of the potential problems that could occur in using a 360-degree feedback system?
2.
Why would training in conducting performance evaluations be an important issue for organizations to consider?

3.
Review three of this chapter’s evaluation approaches by applying W. Edwards Deming’s criticisms. How does each approach fare?

4.
How often should formal performance evaluations take place?  Informal ones?  How often do they take place? 

5.
Who usually evaluates employees in organizations? Who should do so? Under what circumstances? What criteria should be used to evaluate employees? Which ones are used?

Application Case 9-1

Evaluating Store Managers at Bridgestone/Firestone Tire & Rubber

1.
Do you consider the description of the Firestone store manager’s responsibilities important information that the raters of managers need to be knowledgeable about?

2.   Does the portion of the performance evaluation form used at Bridgestone/Firestone require any subjective judgments or considerations on the part of the rater?

3.
Suppose that a Bridgestone/Firestone manager received an outstanding performance evaluation. Does that mean that he or she is promotable? Why?

