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Transforming Performance Management

| joined SuccessFactors, now an SAP
company, in the fall of 2007. At that time,
it was a small, fast-growing company
focused on revolutionizing the field of
human resources (HR) through
innovative cloud technology solutions.
Shortly after | was hired, | was asked to
investigate a serious risk to the long-
term success of the company:

“Performance management is used
to communicate job expectations to employees, evaluation
of employees against those expectations, and utilization of
these evaluations to guide talent management decisions

related to compensation, staffing, and development.”
S. Hunt, Common Sense Talent Management, p. 151, 2016.
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Transforming Performance Management

Why Do Some Performance Management
Methods Succeed While Others Fail?

SAP® SuccessFactors® solutions were one of the
first software-as-a-service (SaaS) offerings for
HR. The financial success of SaaS companies de-
pends on customer renewals. Every few years,
customers decide if the value of the cloud tech-
nology is worth the cost of the licenses. Based on
this, they choose to renew or cancel the SaaS
contract. Back in 2007, there were large differ-
ences in how much value customers were getting
from our performance management solutions.
Performance management was the first process
for which SuccessFactors created solutions, and
the SAP SuccessFactors Performance & Goals
solution continues to be our most widely used of-
fering. When | first joined, some of our customers
raved about our performance management tech-
nology. They talked about how it increased em-
ployee engagement, enabled better development
conversations, and led to more accurate talent
management decisions. Others were unenthusi-
astic about its value. They sometimes comment-
ed that they automated a process that had never
worked to begin with, and now used cloud tech-
nology to efficiently waste people’s time.

K

My goal was to determine why some customers
got so much value from the performance man-
agement solution while others viewed it as a
questionable investment. This is a cloud technol-
ogy solution, which means every customer has
access to the same features and functionality.
Customers can configure the solution in different
ways based on their company’s needs and pref-
erences, but anything one customer does can be
copied by another. It could not be the technology
itself that made the difference because every
customer has the same technology. It was some-
thing about how customers used the technology
that determined how much value they were get-
ting. My role involved working with customers to
understand what made some companies better
at using performance management technology
than others. Fast forward to today. | have now
personally engaged with over 500 companies
around the world exploring the intersection be-
tween cloud technology, workforce culture, em-
ployee behavior, and business performance.
These engagements have grown to cover all man-
ner of human capital management (HCM) topics,
including social learning, machine learning, can-
didate sourcing, the future of work, and many
more. But performance management continues
to remain a common part of the conversation.

{ar3a >



Transforming Performance Management

Over the past decade, the field of performance
management has undergone massive transfor-
mation. This transformation is driven by a need
to create more agile, engaged workforces. It has
been enabled by advances in cloud, social, and
mobile technology. My job has put me on the
frontlines of this performance management revo-
lution. I've seen great successes and catastroph-
ic failures; experienced innovative transforma-
tions and idealistic but unrealistic attempts at
change; and reviewed hundreds of performance
management methods ranging from good to bad
to just plain weird.

This paper shares lessons learned from 10 years
of customer engagements studying performance
management. It is a summary of opinions | often
share when meeting with customers, but that |
have not fully addressed in more formal research
papers on the topic of performance manage-
ment.I The lessons are listed below.

This transformation is driven by a need to

create more agile, engaged workforces. It

has been

technology.

O

1. Hunt, ST. (2014), Commonsense Talent Management, Wiley Press; Pytel, L. & Hunt, ST. (2017), Total workforce performance
management, SAP SuccessFactors; Sherwood, J. & Hunt, ST. (2017), Creating the Conditions for Continuous Performance
Management, SAP SuccessFactors; Hunt, ST. (2017), Creating Agile Organizations, SAP SuccessFactors; Hunt, ST. (2011).
Technology is transforming the nature of performance management. Industrial and Organizational Psychology, 4, 188-189;
Hunt, S.T. (2015). There is no single way to fix performance management. Industrial and Organizational Psychology, 8, 130-139.
Hunt, S.T. (2016). Rating performance may be difficult, but it is also necessary. Industrial and Organizational Psychology, 9,

296-304.

K
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Transforming Performance Management

1. It is impossible to completely eliminate performance ratings.

2. There is no “one best way” to do performance management.

3. Performance management processes must be separated to be effective, but linked to
be impactful.

4. Performance management is more about what you create than what you eliminate.

5. Goals lay the foundation for effective performance management.

6. Coaching conversations will not just happen by themselves.

7. The problem is not ratings, it is poor rating processes.

8. Structured conversations are more effective than structured forms.

9. Ignoring performance differences is unproductive and unfair.

10. Performance management involves three distinct types of ratings.

11. It is risky to give managers too much autonomy over compensation decisions.

12. The best way to improve performance management data is to use it for decision making.

13. More transparency is better than less transparency.

14. Performance management is about changing mindsets as well as changing processes.

15. The best performance management processes are never good enough.

K {6r3a >
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Transforming Performance Management

Lesson 1: It is Impossible to Completely
Eliminate Performance Ratings

A question | get asked constantly is whether or-
ganizations are eliminating performance ratings.
This is usually a result of some article a person
read about some company getting rid of its rating
process. To answer this question, it is critical to
start by defining the term “rating.” Rating involves
placing employees in different categories based
on perceptions about the contributions they pro-
vide to the organization. At the most general lev-
el, itis the act of comparing people based on the
relative value of their skills, performance, or po-
tential. Rating does not require the use of num-
bers, ranking, annual reviews, or structured
forms. It simply means classifying some people
differently from others based on their past be-
haviors and future capabilities.

If leaders in a company believe that 1) not every-
one performs at the same level, and 2) employ-
ees who contribute more to the company should
receive greater resources and opportunities, then
that company rates its employees in some man-
ner. | have never met a leader who did not feel
that some employees are more critical to busi-
ness operations than others. Leaders may not
use formal performance reviews, numeric rat-
ings, or rank ordering, but they all have some
method to evaluate the relative performance of
employees. Most performance ratings are proba-
bly done using leaders’ general sense of intuition,
rather than any structured rating process. As one
person told me, “you can eliminate performance
rating forms, but you can't eliminate people judg-
ing each other.”

K

Leaders will always rate employees one way or
another. The question is not whether employees
are going to be rated, but whether employees are
rated in an accurate, fair, and effective manner.
Companies claiming to have gotten rid perfor-
mance ratings have usually replaced ineffective
annual numeric rating and forced ranking meth-
ods with more-effective rating techniques that
emphasize having conversations over filling out
forms. These companies often relabel perfor-
mance ratings as something else to encourage
people to think about performance management
differently. For example, instead of using the term
“performance ratings”, a company might de-
scribe a process as assessing employee impact,
talent, and capability in order to encourage a
more constructive and forward-focused attitude
toward talent management overall. But the pro-
cess still involves ratings.

In a few cases, | have encountered companies
that sought to eliminate all formal, structured
rating processes. Leaders are left to rate employ-
ees however they want without any clear guid-
ance or transparency. This approach is very risky.
Allowing leaders to rate employees with no de-
fined process is a formula for making bad talent
decisions, increasing workforce inequity, and
generating employee disengagement. It often
leads to leaders creating separate “shadow rat-
ing” processes using private spreadsheets. Or us-
ing highly questionable data, such as rating peo-
ple’s performance based on how much they are
paid. | have never seen attempts to totally elimi-
nate ratings end well. In some cases, they have
had disastrous consequences with potential legal
ramifications.
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In my opinion, far too much time has been spent
talking about getting rid of ratings. It is impossi-
ble to eliminate ratings entirely. The problem is
not ratings, it is bad rating processes. A company
does not need to pretend it is getting rid of rat-
ings to have an effective performance manage-
ment process. What it needs to do is provide em-
ployees with honest, transparent communication

It is impossible to eliminate ratings entirely.

rating processes.

about how their contributions will be evaluated
and rewarded, support employees through ongo-
ing dialogue and discussion about performance
expectations, and take steps to ensure perfor-
mance evaluations are done in a fair, accurate,
and equitable manner. Which is what the rest of
this paper is about.

itis bad

Rz
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Lesson 2: There is No “One Best Way” to do
Performance Management

Over five thousand companies use SAP Success-
Factors Performance & Goals, but no two cus-
tomers use it exactly the same way. And many
use it in radically different ways. The solution has
been configured to support processes ranging
from highly structured methods that make exten-
sive use of annual goal plans and numeric rat-
ings, to loosely structured methods that use on-
going dialogue and discussion instead of
predefined forms. What I've learned from talking
to hundreds of customers using this solution is
that there is no “best” way to do performance
management. Methods that work in one compa-
ny can fail in others. And methods that work for a
company now might not work for that same com-
pany in the future.

The effectiveness of performance management
design depends on the objectives of the process
and nature of the company. Performance man-
agement can be used for many different things,
including complying with legal regulations, defin-
ing job expectations, identifying high-performing
employees, addressing issues of low perfor-
mance, guiding compensation and staffing deci-
sions, and increasing employee development.
The first step to creating a good performance
management process is being very clear about
what you want it to do. The second step is looking
at the business environment where it will be
used. The effectiveness of different performance
management methods changes depending on a
company'’s culture, the level of expertise it has
available to support different performance man-
agement techniques, the technology it uses, and
the nature of its workforce. The best perfor-
mance management processes work well in the
specific companies they were designed for, but
are likely to fail if used in different companies
with different workforce capabilities, organiza-
tional cultures, and business needs.

K

The impact of company culture on performance
management methods was made particularly
clear to me during a series of “performance man-
agement throwdowns” held by SAP in 2015.
These were contests where four companies par-
ticipated in a friendly but intense competition to
see who had the best performance management
process. The winner was voted on by an audience
consisting of HR professionals from other cus-
tomer companies using SAP SuccessFactors so-
lutions. There were four regional throwdowns
held across the United States followed by the Na-
tional Championship Throwdown at the Success-
Connect® event in Las Vegas. What became ap-
parent during the throwdowns was how unique
the best performance management processes
were to each company’s specific needs, resourc-
es, and constraints. Methods that worked in one
company would not work in others. The following
themes describe three of the companies that
participated in the throwdowns.

« Clarity, transparency, and ongoing improve-
ment. This consulting company emphasized
the value of clear and direct discussions about
role expectations, goal accomplishments, de-
velopment needs, and career opportunities. It
stressed constructive dialogue about people’s
performance and value to the organization, in-
cluding openly sharing people’s salary levels. It
has a measurement-oriented culture where
people believe that performance is a temporary
state that can stay constant, improve, or de-
crease over time. People are compared, recog-
nized, and rewarded based on their past contri-
butions, but know that last year's
accomplishments neither constrain nor guaran-
tee next year's successes. Every year is a new
chance to be successful.

{or3a >
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« Constant conversations to support continu-
ous development. This consumer goods com-
pany invested heavily in tools, training, and re-
sources to create a feedback-rich, supportive
learning environment for employees. Its pro-
cess was designed to work with a large blue-
collar workforce with little turnover. Managers
are given considerable leeway in deciding how
to engage employees about performance, but
are measured and held accountable for provid-
ing employees with regular coaching support.
Performance ratings are viewed primarily from
a perspective of learning. They are not about
what employees have accomplished in the past,
but about what they could do better going
forward.

Every day is playoff day — high performance
is necessary, expected, and rewarded. This
high-tech company works in a fast-paced mar-
ket where companies can gain or lose large seg-
ments of market share in a matter of months.
Innovation is constant, relentless, and acceler-
ating. Its performance management process
emphasizes communication of clear team-
based and individual-based goals tied to specif-
ic corporate objectives. Employees know exact-
ly what they must achieve to be successful, and
they know great things happen when they suc-
ceed. They also know what will happen if they
fail to meet expectations. There are no surpris-
es. People are treated fairly, consistently, and
with respect regardless of the outcome.

K

Each of these companies have radically different
performance management methods reflective of
their company culture, the nature of their busi-
ness, and the characteristics of their workforce.
What they had in common is a willingness to con-
structively acknowledge and address the chal-
lenges associated with managing performance in
their unique business environment. They under-
stood that fairness is not about pretending that
employees all perform at the same level. Nor
does it come from forcing managers to make rat-
ings they do not believe in. Success comes from
putting in the effort to create performance man-
agement processes that effectively communicate
expectations, encourage coaching discussions to
support employee growth, and accurately identi-
fy top performers without making lower perform-
ing employees feel inferior.

{10734 >
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Lesson 3: Processes Must be Separate to be
Effective, but Linked to be Impactful.

At its core, performance management requires
balancing two types of activities.

« Workforce management: making decisions
about where to invest limited resources such as
pay, promotions, job assignments, or training
courses to maximize overall workforce
productivity

« Employee development: providing coaching,
feedback, and advice to increase individual em-
ployee performance

Both require assessing employee performance,
but not in the same way. Workforce management
involves assessing an employee’s past perfor-
mance to guide future decisions related to staff-
ing, compensation, and succession. This requires
comparing employees with each other based in
part on their past behaviors and accomplish-
ments. Employee development involves assess-
ing an employee’s past actions to provide feed-
back and coaching to improve their future
performance. It often avoids comparing people
against one another, as this can trigger defensive
responses that limit learning.

Workforce management is rooted in the belief
that one of the best predictors of future behavior
is past behavior, and people should be given fu-
ture opportunities based on their past actions.
Employee development is rooted in the belief that
past behavior does not define future behavior,
and people’s future opportunities should not be
limited by their past actions. These two beliefs
about the influence of past behavior on future be-
havior directly conflict with each other. Both be-
liefs are also true, to a point. Balancing these
conflicting beliefs is something | refer to as the
“performance management dilemma.”

K

Performance management is difficult because it
involves evaluating and making decisions about
employees based on their past contributions to
the company, while also engaging and encourag-
ing employees to improve their performance. As-
sessment methods that focus on comparing em-
ployees based on their relative performance can
decrease employee engagement. Many people
do not like being treated as though they are bet-
ter or worse than their colleagues. But assess-
ment methods that do not compare employees
against each other provide little value for guiding
staffing and compensation decisions where not
every employee gets the same outcome. So how
do we solve this? The answer starts by recogniz-
ing that performance management is not one
process. It is a series of independent processes
that must be linked together without becoming
overly intertwined.

Performance management can be divided into
three distinct parts: setting expectations, dis-
cussing progress, and assessing contributions.
Each part involves a different set of activities and
impacts performance through a different set of
psychological pathways. At the same time, the
way one part is conducted directly influences the
effectiveness of the other two parts.

PART 1: SETTING EXPECTATIONS AND
ALIGNING GOALS.

This is about ensuring employees understand
what they must accomplish and why these ac-
tions are important for the success of the organi-
zation and for achievement of their career goals.
Do employees understand what goals they are
expected to achieve and what behaviors they are
expected to display? Do they know how their
contributions to the company will be formally
measured?

{us3ay
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PART 2: DISCUSSING PROGRESS AND
SUPPORTING DEVELOPMENT.

This is about helping employees understand how
their current actions are influencing longer-term
outcomes, and assisting them in changing their
behaviors to be more successful. It is largely a
function of how frequently and effectively em-
ployees and managers communicate about prog-
ress against expectations and review strategies
to improve performance. This includes updating
formal goals and job expectations to reflect
changes in the company strategy. These discus-
sions do not require making an overall evaluation
of employee performance. But they must provide
adequate performance feedback, so employees
have a clear understanding of whether they are
meeting, exceeding, or failing against different job
expectations. Occasionally, they should include
conversations about future career growth oppor-
tunities. Otherwise, employees may become dis-
engaged due to a lack of focus on longer-term ca-
reer development.

PART 3: ASSESSING CONTRIBUTIONS AND
MAKING TALENT DECISIONS.

This is about ensuring decisions on where to
invest compensation, staffing, and training re-
sources are based in part on the contributions
employees make to the organization. Investing
more in employees who contribute more to the
company is both fair and intelligent. And the best
way to predict future employee contributions is
to look at past performance. It involves defining
how the company assesses performance contri-
butions and clarifying how this information is
used to motivate and retain talent, address
counter-productivity, and guide actions to build
the workforce. It also involves taking steps to
ensure that pay and staffing decisions that tangi-
bly impact people’s careers are communicated to
employees in a fair and meaningful way.

K

These three parts might be described as “tell me
what you want me to do,” “help me doit,” and
“recognize me for what | did.” From a psychologi-
cal perspective, the three parts serve very differ-
ent functions. Part one is about focusing atten-
tion and creating motivation. Part two is about
increasing self-awareness, building confidence,
and enabling change. Part three is about making
accurate decisions and communicating themin a
way that increases feelings of engagement and
equity.

Although these three parts are related and
should influence each other, it is important to
treat them as separate activities. A particularly
common problem with many performance man-
agement processes is they link parts one and
three too closely. Goals are treated primarily as a
tool to guide future compensation decisions. The
result is that employees set goals based on what
they want to get paid as opposed to what the
company needs to accomplish.

On the other hand, companies also encounter
problems when there is no clear link between the
different parts. This is particularly common for
parts two and three. Many companies do not
have well-defined, clearly communicated meth-
ods for making promotion and compensation de-
cisions. If employees do not know how pay and
promotion decisions are made, they can be reluc-
tant to have coaching conversations with their
manager, lest the information be used against
them. Rather than actively engaging in discus-
sions with their manager about how to address
performance concerns, employees hide their de-
velopmental needs from their manager.

{12734 >
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A key to effective performance management is
striking the right balance between setting expec-
tations, discussing progress, and assessing con-
tributions. For example, the primary purpose of
goals is to provide employees with role clarity and
a sense of ownership over their work. Having
clear goals also provides a foundation for effec-
tive feedback. In addition, there should be a con-
nection between employee goal achievement and
workforce management decisions related to
compensation and staffing. However, employees
should not feel the best way to get a pay increase
is to set goals that are simple to achieve. Employ-
ees must be confident that the best way to
achieve career success is to set difficult goals
and then actively work with their manager to
achieve them.

Many of the problems associated with perfor-
mance management are a result of people treat-
ing it as a single process. It is actually three differ-
ent processes that serve very different functions,
but that must be connected to each other to be
effective. Achieving the right balance of “separate
but linked” can be difficult. The more people un-
derstand how the three parts of performance
management are different yet related, the more
effective they will be at managing performance
overall.

Performance management is actually
three different processes that serve
very different functions, but that

to be effective.

K
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Lesson 4: Performance Management is More
About What You Create than What You Eliminate

| have seen a lot of impressive performance man-
agement transformations, but not all perfor-
mance management transformations | have seen
were successful. Many failed transformations
had one thing in common: they focused more on
what the company was eliminating than what it
was building. The typical scenario would go
something like this. HR leaders would tell em-
ployees they were getting rid of the company’s
performance rating process. These messages
tended to be very specific about what was going
away, but relatively vague about what was replac-
ing it. Employees and managers initially respond-
ed positively since in the short-term it meant less
work for them. Many managers also liked not
having to hold difficult conversations with em-
ployees about performance. But over time em-
ployees became frustrated by the lack of clarity
around how the company made decisions that
impacted their careers. And leaders struggled to
manage the workforce without any clear way to
identify which employees were high performers.
Before long, leaders started creating “shadow
ratings” on spreadsheets or used compensation
levels as a proxy for performance ratings. After
about three years, the company reinstated a
method to rate performance. In the mean time
they had wasted a lot of resources, generated
considerable confusion, and damaged employee
confidence and engagement.

K

Performance management transformations are
most likely to succeed when companies focus on
what to create, not what to eliminate. This starts
with recognizing that all companies carry out
performance management in one way or another.
Every company sets goals, provides ongoing
coaching, and makes performance-based evalua-
tions, even if these things are not done consis-
tently or effectively. Companies with the most ef-
fective performance management processes
tend to be those that thought through each part
of performance management and identified
changes that support their business objectives
and culture. This involves addressing questions
such as:

« How are goals currently set for employees?
How should they be set going forward?

« What sort of coaching do managers provide to
employees? How could this be improved?

» How does the company ensure decisions about
pay and staffing are made in an effective and
transparent manner? How is this decision-mak-
ing process communicated to employees?

After addressing these questions, these compa-
nies provide managers and employees with the
tools and resources needed to conduct perfor-
mance management effectively — and then hold
them accountable for using these tools
appropriately.

Creating an effective performance management
process is inevitably more about what a company
creates than what it removes. Do not talk about
what you are stopping. Talk about what you are
starting.

S ED
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Lesson 5: Effective Goals Lay the Foundation for
Effective Performance Management

There is a reason why setting expectations is the
first of the three parts of performance manage-
ment. Providing employees with meaningful,
challenging, yet achievable goals is fundamental
to creating a high-performing organization. It is
not very engaging to show up to work and not
know what you are supposed to do or why it mat-
ters. Goals give employees a sense of purpose,
clarity, and strategic direction. Goals also provide
the foundation to effectively perform the other
two parts of performance management - dis-
cussing progress and making talent decisions.

Most companies have some method for setting
goals, but these methods are often more about
process compliance than clarifying job expecta-
tions. The best methods for setting goals vary de-
pending on the type of job and culture of the
company. At a minimum, goal setting processes
should strive to meet the following criteria:

 Goals should be defined through dialogue.
Most people want to know what they are sup-
posed to do at work, but few people like to be
told what to do. The key to resolving this con-
flict is to use dialogue to establish goals. Goal
setting should be approached as a two-way
conversation between the manager and em-
ployee to align what the company needs to ac-
complish, what employees want to achieve in
their careers, and what employees are able to
do. This does not need to be an extensive dis-
cussion. But it is important that employees
have some influence over the nature and defini-
tion of their goals. Otherwise, employees may
not feel a strong sense of ownership, control, or
commitment to their work.

K

+ Goals should be tangible. Goals should define
specific accomplishments or outcomes that
demonstrate the contributions the employee is
making to the organization. Even if someone
never saw an employee perform their job, it
should be possible to determine the contribu-
tions the employee has made simply by looking
at the goals they accomplished.

Goals should be public. What people are striv-
ing to accomplish at work should never be a se-
cret. Employees cannot effectively collaborate
without knowing each other’s goals. The more
public people are about their goals, the more
accountability they will feel toward achieving
them, and the more credit they will receive
when they are successful. Note that it is possi-
ble to keep goals public while still hiding confi-
dential information when necessary.

Goals should be expected to change over
time. There are few jobs where an employee’s
goals will stay exactly the same over twelve
months. Managers and employees should set
goals with the expectation they will be refined
and modified over time based on shifting busi-
ness demands and strategies.

Goals set the foundation for every other part of
performance management. If employees do not
have clear goals then managers and employees
will struggle to have effective coaching conversa-
tions, since it will be unclear what to talk about.
And the organization will struggle to make effec-
tive talent management decisions, since it will be
difficult to assess what employees have accom-
plished. If a company can only do one thing to im-
prove performance management, it should prob-
ably be ensuring that employees have concrete,
inspirational, and business-relevant goals.
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Lesson 6: Coaching Conversations Will Not Just

Happen by Themselves

An objective of most performance transforma-
tions is to increase employee engagement and
development. One of the best ways to achieve
this is by improving manager-employee coaching
conversations. However, creating effective man-
ager-employee coaching conversations is one of
the most challenging parts of performance man-
agement. Relatively few managers were promot-
ed to manager positions because of their coach-
ing skills, and coaching does not come naturally
to a lot of people who hold managerial roles.

Aspects of performance management related to
setting goals and making talent decisions tend to
involve structured activities tied to external busi-
ness processes, such as strategic planning or fi-
nancial budgeting. Because they are linked to
specific events, it is fairly easy to see if people are
doing them effectively. In contrast, creating effec-
tive employee-manager coaching conversations
is about ongoing habits and behaviors. The best
coaching conversations tend to occur organically
and flexibly throughout the year. The form they
take and the frequency at which they occur often
changes based on the needs of individual em-
ployees. Because coaching conversations involve
ongoing weekly and monthly activities that are
somewhat unstructured, they are more difficult
to establish. It's a bit like the difference between
joining an exercise class at a gym versus improv-
ing your diet. It is relatively easy to commit to ac-
tively participating in a weekly exercise class. It is
far more difficult to ensure we make healthy food
choices throughout the day. This is because one
is about following a structured process, while the
other is about changing ongoing habits and
tendencies.

K

Like all aspects of performance management,
there is no magic formula for improving the quali-
ty of ongoing manager-employee dialogue. How-
ever, most effective performance management
programs have taken steps to address the follow-
ing questions:

* Do managers know what coaching is? Manag-
ers may struggle to grasp how a coaching con-
versation is different from other conversations
they are already having with employees. Man-
agers tend to divide employee meetings into
two general categories. “Check in” conversa-
tions where they discuss near-term tactical is-
sues related to job activities, and “development
planning” conversations focused on the long-
term career direction of the employees. Check-
ins are often held daily or weekly. Planning con-
versations are only held a few times a year.
When managers are asked to have more regular
coaching conversations, they may assume this
means they should have development planning
conversations as often as they have check-in
conversations. This makes no sense to them or
anyone else.

Many managers do not understand that a coach-
ing conversation is a third type of meeting that
they may not have experienced very often in their
own careers. Coaching conversations are some-
where between a check-in and a planning conver-
sation. The focus is not on day-to-day tasks, nor
is it on long-term career planning. The focus is on
revisiting and clarifying expectations and perfor-
mance in the employee’s current role. The main
question asked in check-ins is, “what did you get
done recently?” The main question in develop-
ment planning conversations is, “where do you
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want to go with your career?” In coaching conver-
sations, the main question is, “how is your cur-
rent role going in general?” A coaching session
might start by reviewing the employee’s job goals
to see if they need to be revised based on chang-
es in the broader business or company strategy.
It could also focus on general challenges the em-
ployee may be facing regarding their role. The key
to effective coaching conversations lies in having
them often enough to address performance con-
cerns before they become problems, and to iden-
tify opportunities for improvement before they
have passed. Or as | like to put it, “it's a relaxed
discussion of potential issues before they be-
come actual issues.”

« Do managers know how to coach? Many man-
agers are anxious about coaching conversa-
tions because they think they involve awkward
discussions about employee feelings, behav-
iors, strengths, and weaknesses. Coaching con-
versations can provide an effective forum for
discussing these sorts of more sensitive topics.
But most coaching conversations are more
about role clarification and organizational sup-
port than employee behavior or attitudes. They
often start with questions like, “Let’s talk about
the five or so major things you are working on.
What is going well? What could be going better?
What might we do differently to be more effec-
tive?" or “Are there any things going on in your
job or in the organization that you do not fully
understand or where you would like more clari-
ty? Let's talk about some ways we might ad-
dress this.”

It is important that managers be trained on how
to have effective coaching conversations. This
starts with ensuring they have a clear agenda
about what these conversations are designed to
cover. ltis also important that managers have
training to deal effectively with topics that might
come up in coaching discussions. One topic that
is particularly important is teaching managers
how to deliver, receive, and discuss performance
feedback. It can also be beneficial if employees
complete the same training on coaching and de-
livering feedback as their managers.

« Are managers expected to coach? One of the
reasons managers do not have effective coach-
ing conversations is because it is not treated as
a high priority by their companies. Managers
are usually promoted and rewarded based on
their technical expertise and their ability to
achieve operational business goals. Few com-
panies promote people to manager roles based
on their coaching skills, and many companies
put little emphasis on coaching when they eval-
uate the performance of managers. Further-
more, many leaders fail to role model effective
coaching to the managers that work for them. |
believe most managers tend to manage their
employees based largely on how they are man-
aged themselves. If a company wants its man-
agers to spend more time coaching their em-
ployees, then senior leaders in the company
should spend more time coaching the manag-
ers who report to them.
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Employees also play an important role in setting
expectations for their managers. Employees
should be told that part of their manager’s role is
to provide them with coaching, and that employ-
ees are expected and encouraged to request
coaching conversations with their managers.
Most managers will try to accommodate re-
quests from their employees for coaching con-
versations. And managers that do not do this
should not be managers.

« Are managers reminded to coach? Most man-

agers are expected to manage others and per-
form their own role as individual contributors.
Managers may forget to hold coaching conver-
sations simply as a result of having hectic

schedules. There is value in providing managers

with tools that help make coaching a routine
part of their schedules. This is where technolo-

gy can provide a lot of value. Continuous perfor-

mance management solutions can be config-
ured to remind managers and employees to

meet on a regular basis, track topics to address

during the sessions, and capture notes about
what was discussed so it can be revisited in fu-
ture sessions.

« Are managers rewarded for being good
coaches? Coaching employees takes time. This
time pays off by increasing employee engage-
ment and development. Yet many companies
do not reward managers for engaging and de-
veloping employees. For years, | have asked
companies the following question: “How do you
reward managers who encourage high potential
employees to leave their teams to take on other
roles in the company?” This is what good
coaches do. Rather than horde talent, they de-
velop and share it. But many companies do not
reward managers for developing and sharing
talent. To the contrary, they often punish these
managers by not backfilling their roles. If com-
panies truly want managers to coach their em-
ployees, then they need to recognize and re-
ward the managers who excel at it.

Creating a coaching culture is one of the most
common and the most difficult objectives associ-
ated with performance management transforma-
tion initiatives. Most managers know they are
supposed to provide coaching, but they struggle
to do it. Many managers may not know what ef-
fective coaching looks like, since their own man-
agers may not coach them. Coaching is not
something that people will do just because they
know it is the right thing to do. They need be
trained on how to coach, reminded to hold coach-
ing session, be held accountable for taking the
job of coaching seriously, and be rewarded for
doing it well.
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Lesson 7: The Problem is Not Ratings, it is Poor

Rating Processes

Previously, | explained that a company can elimi-
nate formal rating processes, but it cannot stop
leaders from rating people. That said, a lot of tra-
ditional rating processes are worthy of being
eliminated and replaced by something else. |

have seen countless examples of poorly engi-
neered rating processes. Some are overly compli-
cated while others are overly simplistic. One thing
they all have in common is they fail to effectively
reflect the true value of employee contributions.

The underlying problem with many performance
rating processes lies in how they are conceptual-
ized. People often talk about performance rating
as though it were a process of measurement.
Truth be told, performance rating is a process for
making social judgements. Ratings should be in-
fluenced by objective metrics, but ultimately the
rating assigned to an employee reflects the per-
ceived value the employee provides to the com-
pany. When people argue with me on this point,
| sometimes ask if they could provide a set of ob-
jective metrics and measurement formulas that
could be plugged into a computer to automatical-
ly judge the value of their worth without any hu-
man involvement. No one has done it yet.

The performance of every job includes elements
that do not lend themselves to purely objective
measurement. Many things companies prize
about high-performing employees are inherently
difficult to measure objectively. These includes
things like being collaborative, creative, commit-
ted, resilient, and agile. Furthermore, the weight
given to any objective metrics used to calculate
performance ratings depends on the leadership
values of the company. For example, is a sales
person who exceeds their quota year after year
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but treats colleagues disrespectfully a truly high-
performing sales person? Some leaders might
say yes, while others would disagree. Whether
someone is rated as a high performer is ultimately
based on a social judgment of the value they pro-
vide, not a measurement calculation. It's a bit like
evaluating the value of your friends. There are ob-
jective metrics that might influence your evalua-
tion, such as how often they make you wait for
them or whether they ask to borrow money. But
the actual evaluation relies on your subjective views
about what behaviors and contributions really
matter for a good friendship. The same concept
applies to rating performance of employees. If the
CEO thinks someone in the company is a high per-
former, then to some degree they are a high per-
former in that company regardless of what other
measures you might have for assessing them.

The best rating processes recognize that perfor-
mance is an inherently subjective concept. These
processes do no try to engineer performance rat-
ings using complicated mathematical formulas
and weights. What effective rating processes do
is create consistency and clarity in how subjec-
tive performance evaluations are made. These
processes start with defining observable behav-
iors, specific goals, and other tangible metrics
that should be considered when evaluating per-
formance. They also encourage raters to consider
input from multiple sources when evaluating em-
ployees (for example, coworkers, peers, custom-
ers, and direct reports). And most important of
all, they require raters to explain and justify their
rating decisions to peers to ensure that the way
an employee is rated reflects what the employee
has actually done, and not the idiosyncratic be-
liefs and perceptions of the person rating them.
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Lesson 8: Structured Conversations are More
Effective than Structured Forms

A customer once shared this observation about
their performance management transformation:
“Instead of managers and employees taking time
to write information into forms, we now use that
time to have them talk about the information
they used to be writing down.” This company still
captured information related to goals and perfor-
mance ratings on forms, but the forms were high-
ly simplified. The main purpose of completing
forms was to ensure performance-related con-
versations were happening between employees
and managers, and to capture critical items of in-
formation that would be used to guide future
conversations and decisions about people.

Historically, many companies seemed to use per-
formance management forms as a substitute for
conversation. It was as if they believed they could
make goal plans and performance appraisal forms
so detailed that they could effectively capture em-
ployee job expectations and performance contri-
butions without anyone ever talking to anyone
else. This concept never worked. And it is com-
pletely ineffective in a digitalized world where the
pace of change keeps accelerating and anything
written on a form may quickly become out of date.
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Forms and checklists do provide value in perfor-
mance management. But their value is mainly as
tools to remind managers and employees to dis-
cuss job expectations, have coaching conversa-
tions, and capture information from these discus-
sions to guide future conversations and
decisions. Forms should be designed to aid dis-
cussion, not replace it. They should only capture
the minimum level of information needed to sup-
port future dialogue and decision making. Wheth-
er the focus is on goals, development, or perfor-
mance ratings, forms should never ask for
information unless there is a clear understanding
of who is going look at it, when they are going to
look it, and how it is going to be used.

A particularly troublesome problem with perfor-
mance rating forms occurs when companies try to
use them to force managers to create distinctions
between employees. For example, a company
may require managers to rank their employees
from most to least valuable. It is true that not all
employees perform at the same level. But a per-
formance rating form should never force a man-
ager to pick favorites between their employees.
Nor should a form require managers to rate em-
ployees as being either above or below average.
Remember, the performance of some employees
truly is average. This is one of the reasons why
five-point rating scales tend to be more effective
than four-point scales. They provide the ability to
categorize employees as meeting expectations,
even if they do not necessarily exceed them.
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It is also possible, albeit unlikely, that all the em-
ployees on a manager'’s team perform at the
same level. This is could particularly be true if the
manager has a small team. This does not mean it
is okay for managers to always rate everyone as
being the same. Managers should be challenged
to critically compare the relative impact each
team member is having on the success of the
company. But this challenge should be done
through dialogue and discussion with leaders and
peers. |t should not be done by creating a form
that forces managers to make evaluations that
may not reflect their honest beliefs about their
employees. In most companies, it is the manager
who is expected to take accountability for perfor-
mance ratings and communicate the ratings to
their employees. It is unethical and unfair to force
managers to make a rating they do not believe in.

One of the most positive transformations occur-
ring in performance management is the trend to
replace individual manager ratings with group-
based ratings created through talent review
meetings. Annual performance review forms in
which managers rated their employees was a
hallmark of traditional performance manage-
ment. But it rarely worked well. First, managers
have a limited view of employee performance. In
particular, they lack insight into how an employ-
ee’s behavior impacts other members of the or-
ganization outside of the manager’s team. Sec-
ond, managers, like all people, have inherent
biases and assumptions that can skew how they
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rate people. To address these challenges, compa-
nies are replacing individual manager ratings with
group-based calibration sessions. These sessions
involve meeting with managers and other organi-
zational stakeholders to discuss the relative per-
formance contributions of different employees
within a department or group. Having managers
discuss, defend, and justify ratings increases the
accuracy of performance evaluations, ensures
people are using the same definitions of perfor-
mance across the company, and provides greater
knowledge and sharing of talent across teams
and departments. As one customer put it, “The
main value of these sessions does not come from
rating employees, but from talking about how
employees are being rated and discussing the
implications this has for future employee man-
agement and development.”

There is a place for forms in performance man-
agement. They help with setting goals, structur-
ing ongoing coaching sessions, and managing
differences in performance levels within teams.
They can capture critical information the compa-
ny may need to guide broader workforce man-
agement decisions. Forms also provide metrics
to make sure managers are effective by indicat-
ing whether managers and employees are talking
about different issues. But forms should not be
the focal point of the performance management
process. They are merely tools to support more-
effective conversations and decisions about tal-
ent overall.
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Lesson 9: Ignoring Performance Differences
is Unproductive and Unfair

Performance management would be much easier
if everyone performed at the same level, if no one
felt threatened by performance evaluations, and
if it made sense to manage high-performing and
low-performing people the same way. But all peo-
ple do not perform at the same level, some people
do react emotionally to having their performance
rated, and how people should be managed does
change based on their level of performance. A
good performance management process con-
structively deals with the reality that some em-
ployees perform at higher levels than others. It is
also avoids making people feel like they are los-
ers because they have not performed at same
level as their peers.

Classifying employees based on performance can
be difficult. Some people will not like it no matter
what you do. But many things we find difficult and
may not enjoy are often good for us. Some HR
consultants have suggested abandoning the use
of structured methods to rate employee perfor-
mance because it causes more harm than good.
They argue that classifying employees based on
performance can trigger unhealthy, “ego-threat-
ening” responses in employees. Being told you
are not a top performer might be somewhat un-
pleasant. But most employees, particularly the
ones you want to keep, have strong enough egos
to accept that not everyone “gets a trophy.” These
employees can accept being rated provided they
understand the rating process, believe it is fairly
applied, and are confident they can positively in-
fluence how they will be rated in the future. As
discussed earlier, the question is not whether
companies rate employees, but whether they do
it in an accurate and transparent manner. And as
one customer told me, “It can be stressful knowing
that your performance is going to be rated. But it
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is even more stressful knowing that your perfor-
mance is going to be rated, but not knowing how
or when it is going to be done.”

Ratings, when done well, do not focus on making
some employees feel less valued than others.
They focus on helping employees understand
how well they are doing and ensuring that em-
ployees who are providing disproportionate value
to the organization are recognized for it. The best
rating methods avoid strict forced ranking, top
grading, or other techniques that emphasize
identifying and “weeding out” low performers. In-
stead, the best rating methods focus on identify-
ing and understanding what drives high perfor-
mance. These methods do not ignore issues of
low performance when they occur. They also as-
sume that it is possible to have a workforce
where every employee is valuable, even though
some employees are inevitably more valuable
than others. And they provide ways to address
employee under-performance without necessari-
ly forcing employees out of the company.

Transparent and clearly defined rating methods
help define the “rules of the game” by clarifying
how the company makes decisions about pay
and staffing that tangibly impact people’s lives.
Communicating rating methods allows employ-
ees to take control over their own careers. People
working for companies that use well-designed
methods for classifying employees based on per-
formance don't have to wonder about what they
need to do to be successful in the company. They
know how they will be evaluated, who will evalu-
ate them, and what data will be used to guide
their evaluation. Note the emphasis on well-de-
signed classification methods. Poorly designed
classification methods can create more trouble
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than value. And it can take a lot of work to create
truly effective methods for evaluating perfor-
mance. But just because something is hard
doesn’'t mean we can or should avoid doing it.

To be fully effective, performance management
methods must include some form of rating. But
the time and effort spent rating employees should
vary depending on the type of job. Relatively time
intensive, group-based rating methods are valu-
able for skilled jobs where high-performing em-
ployees often deliver multiple times the value of
average employees. It is important to identify
high performers in these jobs so they can be ap-
propriately recognized, supported, and engaged.
Similarly, it is critical to constructively address
underperformers whose actions are negatively
impacting the profitability of the company and
the morale of their team mates. In contrast, the
use of simple manager rating forms may be ade-
quate for jobs where there isn't that much differ-
ence between high performers and average per-
formers. This is often true in unskilled jobs or
highly structured jobs where average length of

service rarely exceeds a year (for example, many
call center, frontline retail, and unskilled manu-
facturing jobs). There is no reason to place em-
ployees in different performance categories if it is
not going to significantly change how the employ-
ees are managed. Although even in unskilled jobs,
there is value in having methods to identify and
address issues of under-performance. There may
also be value in having methods to identify high-
potential employees who might be promoted to
higher level positions.

Ratings are a key part of a good performance
management system. But they should not be the
primary focus. Ratings are a bit like the score-
board during a soccer game. What's on the score-
board matters in terms of defining the outcome
of the game. Players should be aware of the num-
bers on the scoreboard. But the scoreboard is
not the focus when playing the game. The focus
is on what's happening on the field, since the only
way to influence the scoreboard is to influence
the game itself. But do not pretend that the score
doesn’t matter.
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of a good performance
management system. But they should not be
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Lesson 10: Performance Management Involves
Three Distinct Types of Ratings

There is no value in classifying employees into
performance categories unless it will change
something about how the employees are man-
aged. In fact, there are many reasons not to cate-
gorize employees unless it is necessary. That

said, there are three specific reasons why compa-

nies need to categorize employees. Each requires
using its own specific rating designed to support
a distinct set of talent management activities.

RATING PERFORMANCE: MANAGING
DIFFERENCES IN EMPLOYEE IMPACT

The performance of employees reflects the im-
pact they are having on the company’s success.
Some employees have greater impact than oth-
ers. Some employees may even be negatively im-
pacting the business. Rating performance pro-
vides data necessary to build a workforce that
supports the needs and strategy of the company.
This includes making talent decisions related to
staffing and compensation, actively engaging
employees who are positively impacting compa-
ny success, addressing issues where employees
are negatively impacting the organization, and
using data to evaluate and improve hiring and
training methods. Rating employee performance
is critical to business success, but it can also be
difficult. Performance is a complex concept. It
can be defined in different ways based on past
accomplishments, quantitative results, knowl-
edge and skill levels, or any number of behaviors.
Managers vary in how they evaluate employee
performance and address performance issues.
Many managers struggle when dealing with dif-
ferences in employee performance, opting in-
stead to treat all employees as though they had
the same impact on the company. Performance
rating methods help address these problems by
defining common definitions and processes for
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assessing performance, and by fostering conver-
sations that provide guidance about how perfor-
mance differences are to be managed.

RATING POTENTIAL: SUPPORTING EMPLOYEE
DEVELOPMENT

To maintain organizational performance over
time, companies must effectively support and in-
vest in the potential of their employees. Accurate-
ly measuring employee potential is critical to
guiding decisions related to training investments,
job assignments, and retention incentives. Like
performance, the concept of potential can be dif-
ficult to define. It depends on a range of factors
associated with past performance, internal moti-
vation, personal aptitude, and job qualifications.
Structured rating processes help ensure assess-
ments of potential are based on a common, orga-
nizational definition and not simply the untested
judgment or “intuition” of individual managers.
Using group-based calibration sessions to rate
potential can also increase the visibility of high-
potential employees and help identify opportuni-
ties to develop their capabilities.

RATING FINANCIAL INVESTMENT: ALLOCATING
COMPENSATION AND REWARDS.

It is appropriate to invest resources into employ-
ees based on the value they provide to the com-
pany. Rewarding performance and potential
through merit increases, stock options, bonuses,
spot awards, and other forms of financial invest-
ment can significantly increase workforce perfor-
mance and employee retention. But performance
and potential are not the only things that affect fi-
nancial investment decisions. Current pay levels
compared to the market, pay levels between em-
ployees in similar roles, previous pay increases,
and perceived retention risk are all reasonable
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factors to consider when making ratings related
to compensation. Ratings of performance and
potential should influence financial investment
ratings, but they should not be treated as the
same thing. Compensation and reward processes
should be kept distinct from processes used to
rate performance and potential, yet remain linked
to some degree.

There are several reasons to have different pro-
cesses to categorize and rate employees based
on performance, potential, and financial invest-
ment. First, people tend to make better decisions
when they are focusing on one type of decision at
a time. It creates confusion when people are
asked to simultaneously judge an employee’s im-
pact in their current role, future potential in the
organization, and how much money they should
be paid. It may be efficient to rate multiple things

()
People are more comfortable with ratings v X
when they X

and how it will affect
employees and the organization.
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at once, but the efficiency comes at the price of
accuracy and effectiveness. Second, having dif-
ferent processes makes it possible to tailor rating
methods to one specific purpose. This includes
changing the individuals making the rating deci-
sions, the criteria used for ratings, and the timing
and steps in the overall process. For example, it
may make sense to have one group of individuals
rate employee performance, but have a different
group rate employee potential. Or have a quarter-
ly process for making decisions related to finan-
cial investment of bonuses, but a yearly process
for rating employee potential. Third and most im-
portant, it makes it easier to establish a clear
connection between ratings and how they will be
used. People are more comfortable with ratings
when they understand exactly why the rating is
being made and how it will affect employees and
the organization.
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Lesson 11: It’s Risky to Give Managers too Much
Autonomy Over Compensation Decisions

Any effort to improve performance management
must address the topic of compensation at some
point. Compensation decisions are a form of per-
formance rating, since they involve placing em-
ployees into categories based on their perceived
value to the organization. If you pay some em-
ployees more than others, then you are rating
them. And companies cannot make effective de-
cisions about pay without some standardized
way to assess employee value.

| have encountered several companies that give
managers a compensation budget and let the
manager decide how to allocate pay across their
direct reports with little-to-no supervision. Man-
agers are not asked to make any rating of perfor-
mance, nor are they required to explain how they
make pay decisions. These companies are not
able to measure whether manager pay decisions
reflect actual employee contributions because
they do not have any measure of employee con-
tributions. The supposed benefit of this approach
is that it is simple and avoids tensions caused by
rating employees. But this approach is likely to
create far larger problems. The following are a
few reasons why allowing managers to make pay
decisions without any formal oversight or justifi-
cation is a bad idea.

« Enabling poor pay decisions. Allowing manag-
ers to make compensation decisions without
justifying how they make them can result in bad
pay decisions. If managers do not have a con-
sistent and accurate process for evaluating em-
ployee performance, then they probably do not
have a fair and equitable process for making
pay decisions either. And the company will nev-
er know how bad these decisions are because
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they have no way to determine if manager pay
decisions are associated with employee job
performance.

Avoiding difficult conversations. One thing
managers think about when making pay deci-
sions is how employees will react when they
learn what increase they are receiving. Difficult
discussions can occur when employees do not
get what they feel they are entitled to receive.
Strong managers accept these conversations
as a necessary but challenging part of being a
good leader. Weak managers try to avoid these
conversations. If managers don't have to justify
pay decisions based on performance criteria,
then they may make pay decisions that make
their lives easier in the short term, but lead to
bad long-term outcomes. Consider the follow-
ing scenario. A manager has two employees, Bill
and Sue. Sue is a high performer who often ex-
ceeds expectations. She also keeps her calm
and does not overly complain when things don't
go her way. Bill is a solid employee with special-
ized technical skills. His work is important for
the company, but his performance is about av-
erage. He is also difficult to get along with when
things do not go his way. The manager knows
Sue deserves a higher raise than Bill. The manager
also knows that Bill is going to cause trouble if
he does not get the raise he believes he should
receive, even if he does not deserve it. In con-
trast, Sue will probably not complain if she does
not get the raise she is hoping for. Her willingness
to look past disappointment is one reason she
is such a high performer. Will this manager
make the right long-term decision and give Sue
more than Bill, even though it means having a
tense conversation with Bill about his mediocre
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performance and negative attitude? Or does
the manager make the easy short-term deci-
sion to pay Bill and Sue the same amount and
keep things calm? If the manager is not held ac-
countable for paying for performance, then just
giving the same increase to everyone is the eas-
ier way to go. The result is that Sue may eventu-
ally quit to join a company where managers will
recognize her contributions and she will no lon-
ger have to put up with Bill's poor behavior.

Frustrating high performers. Most high per-
formers like being rewarded for their contribu-
tions. Removing the formal connection between
performance and compensation is likely to de-
motivate these people. Even if high performers
do not desire a lot of personal recognition, they
may still be frustrated if lower performing col-
leagues are getting pay raises equal to the ones
they receive. In contrast, low-performing em-
ployees may prefer a compensation process
that does not link pay to performance. In sum,
failing to pay for performance decreases en-
gagement and retention of high performers
while increasing engagement and retention of
low performers. This is not a good formula for
increasing overall workforce productivity.

Creating biased pay decisions. Research has
shown that people often have an implicit bias to
pay women less than men, and that women
tend to be less willing to argue for higher pay
compared to men. The best way to avoid a pay
bias against women, or any other demographic
group, is to ensure pay decisions are based on
clearly defined performance criteria. Allowing
managers to make pay decisions without some
method to ensure these decisions reflect actual
employee value greatly increases the risk that
compensation levels will be biased based on
employee age, race, or gender.
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It is surprising that companies allow managers to
make pay decisions without any method to en-
sure these decisions reflect actual employee con-
tributions. Given the costs associated with com-
pensation, one would think company leaders
would want to make sure this money was being
spent effectively. | have worked with several com-
panies that are exploring ways to ensure this is
happening. The most extreme example of this are
companies where managers do not make pay de-
cisions at all. Instead, pay decisions are made by
leadership teams that look at recommendations
made by managers along with other factors relat-
ed to the company’s long-term business strategy
and internal and external pay equity. Two inter-
esting things happen when leadership teams
make compensation decisions instead of individ-
ual managers. First, pay decisions reflect a more
holistic view of the workforce and the company’s
long-term strategy. Second, managers do not
have to defend compensation and staffing deci-
sions to their employees. They may have to ex-
plain the decisions, but they can remain on the
same side as the employee in this conversation.
It is a bit like conversations managers and em-
ployees have about obtaining budgets to fund
work projects. The manager and employee both
want to get the resources they believe they need
and deserve, and they work together to provide
information to the company to justify their re-
quest. But neither the manager nor employee ul-
timately makes the decision. As a result, discus-
sions about compensation are less likely to
devolve into tense arguments between employ-
ees and managers. One company that took this
approach talked about managers being “advo-
cates” who argue in support of their employees’
interests and career goals. Managers can fully
embrace this role because they do not have to
make compensation decisions that require favor-
ing one employee’s goals over another’s.
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Methods that create a clear link between pay de-
cisions and employee value increase workforce
productivity by investing more resources in those
employees who will provide the greatest return. It
also increases employees’ sense of engagement
and equity because they understand how com-
pensation decisions are made and how they can
influence them. There are many ways to create
links between employee ratings and compensa-
tion decisions. The most common is to have
managers rate employee performance, and then
create a recommended range for compensation
increases based on different performance cate-
gories. For example, high performers might be

Whatever methods are used, the key

point is to demonstrate the

the contributions they make.

eligible for 3% to 6% increase while average per-
formers are eligible for a 2% to 4% increase. This
creates a link between performance and pay, but
allows leeway for pay to also be influenced by
other factors unrelated to performance such as
retention risk or market equity. Another method
is to link rewards to the value of goals accom-
plished by employees, or make pay decisions us-
ing measures of employee potential and criticali-
ty for future business operations. Whatever
methods are used, the key point is to demon-
strate the relationship between how employees
are paid and the contributions they make.

and
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Lesson 12: The Best Way to Improve
Performance Management Data is to Use It

People often criticize performance data for failing
to accurately capture employee contributions
and capabilities. Performance management data
is viewed as being too subjective or incomplete
to be useful. These are valid concerns for a lot of
performance management data. One of the best
ways to address these concerns is somewhat
counterintuitive. It is to start using the data de-
spite its imperfections. When customers ask me
how to increase completion of performance man-
agement activities related to setting goals or pro-
viding ratings, one of my first questions is, “Who
will look at this information other than the em-
ployee and their manager?” If no one else looks
at this data, then why should managers and em-
ployees put it into the performance management
system? Conversely, when managers and em-
ployees know performance management data
will be used by other people in the company to
guide decisions that could impact their lives, they
put more effort into ensuring the data is as accu-
rate as possible.

The following are a few ways performance man-
agement data can be used to guide workforce
management decisions:

« Tracking turnover by performance level.
Knowing whether high performing employees
are leaving the organization faster than aver-
age- or low-performing employees provides tre-
mendous insight into workforce health. It also
drives constructive conversations around what
defines high performance and what factors mat-
ter most for engaging high-performing talent.

 Tracking associations between performance,
compensation, and promotion. It can be in-
sightful to look at relationships between employ-
ee performance, pay, and promotion in different
areas of the company. This includes analyzing
whether certain aspects of performance have

K

stronger links to pay and promotions. For exam-
ple, are employees with strong relationships
skills more likely to be promoted or paid more
compared to people with strong analytical
skills? It is important to remember that com-
pensation and promotion decisions are influ-
enced by many factors other than employee
performance. But there should be some associ-
ation between what people contribute and how
the company makes pay and career decisions.
Diagnosing workforce strengths and develop-
ment needs. Data on employee performance,
goals, and development objectives can be ana-
lyzed to surface general trends related to work-
force strengths and weaknesses. This can guide
organizational development and training
strategies.

Measuring managerial effectiveness. Perfor-
mance management data can be used to evalu-
ate how effectively managers are engaging their
employees to set expectations, clarify roles,
plan development, and address performance
concerns. It provides a way to measure if man-
agers are doing the things required to be good
managers.

Identifying talent potential. Data reflecting dif-
ferent performance capabilities, skills, and de-
velopment objectives can be used to identify
employees who might potentially be moved into
roles with greater impact and responsibility
within the company.

Predicting attrition. Companies are increasingly
leveraging advanced analytical techniques that
use performance management data to predict
attrition and proactively address retention risks.
Evaluating staffing effectiveness. Performance
data can be used to assess the quality of candi-
dates hired into the organization from different
recruiting sources or based on different selec-
tion criteria. This can be used to improve the
value of staffing methods.
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The more companies use performance manage-
ment data, the more the quality of the data will
improve. And the more the data quality improves,
the more people in the company will want to use
it. But a company needs to start using the data to
create this positive cycle. This means accepting
that the initial data is likely to have some serious
issues. When people in the organization complain

The more companies use performance

management data,

about the accuracy of performance management
data, just remind them that much of that data
came from these people themselves. If leaders
and employees want the company to use better
quality performance data to make workforce
management decisions, then they must provide
better quality data about performance.

K {30734 >

2018 SAP SE or an SAP affiliate company. All rights reserved



Transforming Performance Management

Lesson 13: More Transparency is Better than

Less Transparency

Employees should understand how the company
makes decisions about pay, job assignments, and
promotions that tangibly impact their lives and
careers. Yet it is common to hear employees ad-
mit to not knowing exactly what it is they are sup-
posed to be doing at work or why it matters. And
many employees are unable to explain how com-
pensation and promotion decisions are made in
their company. If people do not know how the
company assesses job performance or how it
makes decisions associated with staffing and
pay, they cannot effectively manage their own ca-
reers. These sorts of problems can only be solved
through greater transparency.

Transparency about performance management
requires clarity and honesty. Clarity is needed
around how the company defines people’s roles
and evaluates their contributions. And there must
be honesty about how the company makes deci-
sions related to pay and staffing. The reason many
companies lack transparency is because they do
not follow clear, consistent, and fair processes
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when it comes to evaluating employees and mak-
ing pay and promotion decisions. This is one rea-
son there are so many problems related to gen-
der equity and bias. One of the best ways to
improve performance management is to create a
culture of transparency around how talent man-
agement decisions are made. This does not mean
creating highly evaluative or competitive environ-
ments where people are pitted against one an-
other. It just means being honest about how the
company makes decisions about people.

If done right, transparency will increase engage-
ment, collaboration, and commitment. Employ-
ees appreciate knowing that though they may be
different, they are all evaluated using the same
consistent, well-defined, and equal methods, and
that achieving career success in the company
does not depend on hidden politics and back-
room conversations, but on honest and construc-
tive discussions about what you contribute, how
you act, and where you want to go.
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Lesson 14: Performance Management is About
Changing Mindsets and Changing Processes

Process redesign is an important part of trans-
forming performance management methods. But
equally if not more important is changing the
mindsets needed to make these new processes
work. The following are four specific shifts in
mindset that are critical to enabling successful
performance management transformations.

 Evaluation and development are complemen-
tary. Some people in HR have suggested that to
increase ongoing development conversations,
companies need to eliminate or hide formal
performance ratings. In my experience, the op-
posite is true. If you want people to engage in
more ongoing development conversations with
their manager, then tell them when their perfor-
mance will be evaluated, the purpose of the
evaluation, and how it will be carried out. Em-
ployees are more comfortable and interested in
talking with managers about development
when they know how these conversations will
influence decisions related to pay and staffing
that impact their careers. The development
strategies employees use tend to reflect the
kind of evaluation processes used to judge their
performance. Companies that have poorly
structured evaluation processes are likely to
have employees who use poorly structured de-
velopment methods. Companies that use con-
frontational performance evaluations, such as
forced ranking, that pit employees against one
another are likely to have employees who focus
more on competition, impression management,
and risk avoidance than on open discussion of
developmental needs. Companies that have
transparent evaluation processes that stress
clearly defined criteria and constructive discus-
sions of employee contributions are likely to
have employees who engage in open and con-
structive discussions around self-development.

« Goals are primarily a tool for ongoing com-

munication and role clarification. Many com-
panies historically used goals as though they
were a form of “employment contract.” Employ-
ees agreed to accept goals at the beginning of
the year with the understanding that these
goals would be used to evaluate their perfor-
mance twelve months later. The assumption
was goals would not change over the year. This
is the wrong way to think about goals. Goals
should be viewed as a tool to communicate, up-
date, and clarify priorities throughout the year.
Goals should be expected to change as the na-
ture of the business changes. While goal ac-
complishment does influence how people’s per-
formance will be evaluated in the future, that is
not their primary purpose. Their primary pur-
pose is to align employees and managers
around the things that are important right now.

Managers must manage or they shouldn’t be
managers. Most managers were not promoted
to manager because they are good at managing
people. They were promoted because of their
technical skills, career ambitions, and past per-
formance as individual contributors. Managers
often struggle when it comes to core manageri-
al activities, such as clarifying role expecta-
tions, providing ongoing coaching, and having
honest and effective conversations about em-
ployee performance and potential. Many man-
agers actively avoid these activities, viewing
them as unimportant and difficult. If companies
want to create effective performance manage-
ment methods, managerial tasks must be treat-
ed as a core part of the role of managers. Man-
agers need to be trained on how to perform
these tasks, rewarded for doing them well, and
held accountable if they do them poorly.
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+ Rating methods are a tool for understanding
employees. The most effective performance
rating methods do not focus on the ratings
themselves. They focus on discussing the ac-

complishments, behaviors, development needs,

and future goals of the employees being rated.
Ratings are merely an outcome of much richer
exploration of employee contributions and ca-
pabilities. As one customer told me, “Even if
managers agree on ratings assigned to employ-
ees, we spend time talking about the employ-
ees to ensure we agree on the reasons why
those ratings were assigned.”

A key part of transforming performance /

managementist

of performance management

Changing these mindsets can be difficult. It can
also be transformational. Many managers and em-
ployees do not come from backgrounds where
performance and goals are openly discussed in a
supportive, collaborative, and forward-focused
manner. Their default reaction toward perfor-
mance management topics tends to be, “How is
this going to hurt me?” A key part of transforming
performance management is transforming peo-
ple’s view of performance management as a
method primarily used to point out people’s short-
comings to a method that ensures employees are
fairly treated and provided with information
needed to control and chart their own careers.

()
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Lesson 15: The Best Performance Management
Processes are Never Good Enough

In my experience, any person that claims to have
created a perfect performance management pro-
cess probably does not have a very effective pro-
cess. The process may look good on paper, but
invariably its actual application is far less impres-
sive than the person would have you believe. In
contrast, people whose companies have some
the best performance management processes
I've seen tend to be the first ones to point out
what they could do better.

We will have truly fixed performance manage-
ment when company leaders are able to accu-
rately identify and agree on the most valuable
employees in the organization, and can explain
this decision to other less valuable employees in
a manner that inspires them to improve their per-
formance and does not lead them to feel bad,
quit, or call their lawyers. It is hard to imagine
ever truly achieving such a challenging goal. Per-
formance management is something every com-
pany can always get better at. And the better
companies get at performance management, the
more they tend to spot additional opportunities
to improve. As a rule, companies with the best
performance management processes constantly
modify these processes.

The best performance management process for
a company changes over time. Methods that
work in a fast-growing company may not be as
effective in a company going through a financial
downturn. Changes in a company’s business
market, operational processes, or strategy can all
trigger the need to adapt the methods used for
performance management. Companies might
also need to change their processes to reflect
changes in the attitudes of employees caused by
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shifts in the external labor market. The use of
forced ranking is a good example. Forced ranking
methods were very popular during the 1990s.
Their popularity was due in part to their use by
two of the most successful companies during
that era. The first was a software company and
the other was global manufacturing company.
The forced ranking methods used by these com-
panies undoubtedly had flaws, but one would be
hard pressed to say they were not working at all.
Both companies were growing at record pace and
had little trouble attracting and retaining talent.
But as the economic conditions and labor mar-
kets changed, the forced ranking processes that
worked for these companies in the 1990s be-
came increasingly counterproductive. Leading
both companies to replace them with less com-
petitive forms of performance management.

Many people talk about HR processes using the
analogy of building a house. We start by defining
what the process should look like and then build
it with the assumption it will not change much
over time. | believe a much better analogy for
performance management is cultivating a gar-
den. We plan the major features in a garden, but a
garden is not something that is ever finished. It is
something that is shaped and grown over time.
Occasionally we must make major changes to
core features that cease to add the value they
once did. A tree that no longer bears fruit may
need to be removed, or we may need to cut back
a vine that has grown too rigid and is limiting the
growth of other plants. So it is with performance
management. An effective performance manage-
ment process is not something a company has, it
is something that a company lives.
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