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What Is Performance Management?

Performance management is the continuous process of establishing a shared workforce 
understanding of what’s expected to be achieved at the organizational level. It involves 
ongoing and open communication between management and staff throughout the year
and includes:

• Defining expectations
• Aligning individual employee’s day-to-day tasks with strategic business objectives
• Identifying goals and establishing focus for skill development
• Providing employee feedback, including accomplishments
• Reviewing results

It is a much more extensive and comprehensive process than the yearly appraisals many 
organizations use to measure employee performance. Annual appraisals often lead to 
misunderstanding and frustration, especially when they focus more on the previous few 
months instead of the entire year.

Performance Management for Better Business Results

Think about it: your organization tracks performance on sales numbers, email and other 
marketing campaigns, lead generation, and more on a continual basis. Why not
employee performance, too?

Research shows that companies who use performance management have better business 
results: 45 percent are more likely to realize above-average financial performance and 
64 percent are more likely to be effective at holding costs at or below the level of their 
competitors. They also have better employee and talent results.

An organization’s shift to ongoing performance management starts with Human Resources 
(HR), which needs to make the argument that it’s necessary to support and improve 
employee performance – not just measure it. HR, too, must provide the resources and 
support that make management performance easier to accomplish.

Our goal with this eBook is to show you how overseeing employee performance and 
providing feedback delivers better results when it is not an isolated yearly event. We hope it 
gives you a better understanding of what the elements of performance management are and 
how they fit together, as well as activities and topics you should consider when developing 
your own performance management strategy.
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Why Is Performance 
Management Needed?

A skilled workforce is the lifeblood of every business. At a time when retention and sustained 
employee engagement are two of the biggest challenges that businesses face, performance 
management has become increasingly vital in effective talent management. Implemented 
properly, performance management offers far more benefits than an annual performance 
appraisal:

• Managers spend less time micromanaging talent.
• Employees experience more autonomy.
• Fewer misunderstandings occur and less mistakes are made.

Because performance management focuses more on year-round communication and goal-
setting, barriers to performance are more easily identified and steps can be taken before they 
have a negative impact on performance. That means better productivity and less putting out 
of fires.

So, why is performance management needed in your organization? In addition to being 
an opportunity to provide feedback to employees on their performance, it also helps 
you identify good and less-than-stellar performers. Other solid business reasons include 
conducting performance reviews that:

• Help document promotions, as well as discipline and salary actions.
• Help determine if an employee should be retained or terminated.
• Help identify training needs.

Performance management offers employees clear insight into the skills they need to develop 
and the actions they must take if they hope to progress in their career. When your workforce 
understands that performance management is meant to aid in their development and give 
them more control over their career progression, they’ll feel more empowered and engaged.
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What Is the Purpose of 
Performance Management?

Research shows there are 12 factors that motivate employee engagement. They want:

1.  To be told what’s expected of them.
2.  To be given the tools they need to do their tasks.
3.  To have the benefit of doing what they do best.
4.  To receive recognition for a job well done.
5.  To be seen and valued as a person first.
6.  To receive encouragement from a mentor.
7.  To have opinions that are taken seriously.
8.  To feel what they do is important and worthwhile.
9.  To work with others who are as committed to quality work as they are.
10.  To have positive work-related relationships.
11.  To be given the opportunity to discuss their progress and receive feedback.
12.  To have learning and development opportunities.

Of these 12 factors, at least six (numbers 1, 4, 6, 9, 11, and 12) can be achieved through 
performance management.

Performance management lets you assess and ensure that your employees are carrying 
out the duties they were hired to do in an effective and sufficient manner and that they are 
contributing to your company’s overall business objectives.

Besides identifying and rewarding highly motivated employees, these benefits are also 
realized through performance management:

• Consistency in matching the right people to the right job and in selecting the employees 
who should be promoted, transferred, or terminated.

• Improved morale because employees are more highly motivated. Motivated employees 
are also loyal, which means better retention. Further, improved morale creates a more 
pleasant workplace which, in turn, further motivates employees.

• Accurate evaluations that properly critique and reward employee efforts 
encourage individual employees to mature and accept more responsibility.

• Continued education and training for both recent and long-term employees so that 
everyone is at peak performance.

• Early recognition through an objective evaluation system that a weak employee should be 
dismissed.
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The Performance 
Management Process

There are three phases of the performance management cycle: planning, performance, 
and reviewing. Since the performance management process is one where employees and 
management collaborate to enhance work results and job satisfaction, it is most effective 
when both parties take an active role and work together through the three phases. Below is a 
description of each phase.

Planning Phase
This phase demonstrates how performance management helps employees contribute to your 
organization’s strategic priorities and functional goals. Employees learn to plan for the coming 
year and:

 • Identify most important areas of responsibility.
 • Discuss and create measurable goals. What will the employee strive to achieve in   
      the coming year?
 • Identify skills needed to accomplish objectives and standards to be maintained.
 • Create individual developmental plans to improve their skills. What skills will the   
   employee need to develop or enhance in the coming year?
 • Lead discussions with management to reach an agreement on performance plans.

The planning phase should also include management and employee reviewing priorities to 
ensure expectations are clear.

Performing Phase
This phase is about how employees can monitor their performance to meet or exceed the 
goals established in the planning phase. They begin to:

 • Use specific tracking tools to monitor performance.
 • Participate in multiple interim performance reviews, coaching sessions, 
    and feedback.
 • Ask for feedback on their skills and capabilities.
 • Discuss performance on a regular basis, documenting achievements,     
      accomplishments, and/or observed behaviors.
 • Ask for and receive coaching, as well as provide coaching and feedback.

During the tracking phase, goals are sometimes edited, cancelled, or added in to performance 
plans.

Reviewing Phase
Phase three is for performance reviews where employees learn to:

 • Make the best use of management’s time by taking full responsibility for gathering   
     data, providing self-ratings, and leading the performance review discussion.
 • Evaluate the data they’ve collected to determine performance levels.
 • Prepare and lead a performance review discussion that is based on their collected   
      data and demonstrates their targeted competencies.
 • Some companies have quarterly performance “check-ins” where they check             
   progress, identify successes, and discuss areas that need improvement. These are   
     in addition to a formal performance review held once a year to review feedback   
   from the previous year and plan for the coming year.
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Expectations and Responsibilities of 
Management and Employees in the 
Performance Management Process

Let’s start with an overview of how traditional yearly appraisals face a number of issues that 
serve neither the company’s nor the employee’s best interests. To start, they’re often too 
emotionally charged, with high stress levels common for both management and employees. 
Both parties know they’ll be judged on the appraisal’s outcome and many times the fallout is 
more destructive than constructive.

There’s also a poor understanding of expectations, which leads to low confidence levels. 
Neither party understands the rules of engagement, how to go about the appraisal review 
itself, or what the expected outcomes are. Because the review is held just once a year, 
employees can view it as their only opportunity to discuss things like salary and promotion 
prospects. The interviews end with no clear definition of performance goals for the year 
ahead. It’s also difficult for management and employees to recall everything that happened in 
the past year, so both enter the review ill-prepared to have any meaningful discussion.

Yearly appraisals also depend on a manager’s highly subjective opinion, with no clear vision 
of who on staff achieved objectives and who did not. This makes it difficult for management 
to see shortcomings or failure as they are occurring. Failures are dealt with after the fact and 
radical changes or approaches are required to repair them.

Finally, the yearly appraisal system is set up so that managers tend to think about and plan 
for them once a year as well, often shortly before they occur. This leads to poor resource 
management, a putting-out-fires approach, and costly reactive problem fixing. Morale 
suffers as employees become disillusioned and resigned to the fact they’ll be left to fend for 
themselves and/or passed over for promotion. In the end, poor development opportunities are 
the main reason employees leave their jobs.

With a performance management process, results, actions, and behaviors equal performance 
expectations. What does this mean? Simply that, to perform well, employees need to know 
what’s expected of them.

It starts with a current job description that lays out the essential function, tasks, and 
responsibilities of a particular job. It must also outline the general knowledge and skills 
required to be successful in the position. But performance expectations go beyond a mere job 
description. High-quality job performance has a range of expected outcomes:

 • What goods and services should the job produce?
 • What impact should the job have on the organization?
 • What are the expectations regarding employee interaction with clients, colleagues,   
     supervisors, and management?
 • What organizational values must the employee exhibit?
 • What processes or methods is the employee expected to use?
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When discussing performance expectations with an employee, it should be clear why the 
job exists, what role it plays in your organization, and how its responsibilities are linked to 
department and overall company goals. The range of performance expectations can be far-
reaching, but are typically categorized in two ways:

  • Results of the employee’s productivity, often measured by standards 
    or objectives; and
 • Actions and behaviors on the part of the employee that are measured through   
    performance dimensions.

Expectations in the performance management process serve as the foundation for 
communicating with employees about their performance throughout the year, not just once 
a year. They also serve as the basis for reviewing employee performance. Mutually set, 
unambiguous expectations about methods and results establish a clear path for success.
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Set the stage for performance management by establishing goals on a divisional, departmental, 
team, and individual basis. Review the goals throughout the year, assessing their status and how 
well each employee is meeting goals and expectations. Meet with employees and work together 
to develop individual goals for the year ahead that will contribute to your organization’s overall 
objectives. Setting individual goals helps your employees clearly recognize how their role and 
performance play a crucial part in your company’s success.

When developing performance plans and goals, all parties should discuss how to align employee 
performance with the goals of the company. Setting goals is a joint process between management 
and employee. Suggested goals might be acquiring a new skill or further developing skills they 
already have to up their performance in certain areas. Based on departmental and company 
goals, individual goals often change from year to year. To inspire employees to accomplish their 
goals, management must clearly communicate organizational goals, explaining how they relate to 
individual goals.

Different companies use different criteria for setting goals, but many experts agree that 
incorporating some version of these seven steps into your performance management plan can 
help effectively set individual goals:

 • Establish specific tasks and results and clearly describe each task that must be   
   accomplished to produce fully successful results.
 • Set targets and standards even if they are difficult to achieve. Setting goals that 
   are challenging but possible to achieve results in higher levels of performance than   
     vague goals, or none at all.
 • Determine the measures. Successful performance management relies on defining   
     and using specific measures such as quality, quantity, frequency, timeliness, and so on.
 • Institute time frames. To maximize the benefits of goal setting, specify expected   
     completion times for employees to achieve goals.
 • Prioritize goals. It’s useful to prioritize goals so employees are aware of their relative   
     importance and understand what’s expected of them over time.
 • Assess goal performance. Rate an employee’s performance in achieving set goals.   
    Employees should understand the process of appraising elements and how a summary  
   performance rating is assigned.
 • Equalize efforts for goal achievement. If achieving goals requires a team effort, make  
   sure there’s a plan in place to measure each individual’s contribution.

The most effective individual goals also meet each of the five SMART criteria.

 Specific: clearly defines a single outcome or result.
 Measurable: articulates observable criteria for success.
 Ambitious: challenging, inspiring, and motivating.
 Reachable: realistic as to skill level and available resources.
 Time-bound: specific deadlines for achievement are clearly defined.

Goal setting can have far-reaching positive ramifications for your organization and employees, 
significantly increasing productivity, especially when fully supported by top management.
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Performance evaluations provide management with the opportunity to assess employees’ 
contributions to the company. They’re essential to developing a cohesive power team. The 
benefits of performance evaluations cannot be underestimated. Utilizing standard measures and 
guidelines, they can support individual performance, promote employee recognition, encourage 
efficient communication, and motivate employees to do their best for themselves and your 
company.

A performance evaluation’s primary goal is to provide a fair measurement of an employee’s 
contribution to the workplace. There are four steps to a successful performance management 
evaluation: planning ahead, preparing the employee, conducting the meeting, and following up.

Plan ahead. Approximately two weeks before an employee meeting, a manager should 
spend time honestly evaluating their own managerial performance. Start with soliciting 
input from peers, other managers within your organization, and clients and customers. Then 
gather documentation that will be helpful for conducting the evaluation, including notes on 
performance, as well as training and/or disciplinary documentation.

Management should review the following:
 • Current position description
 • Standards and expectations
 • Previous 12-month’s goals and objectives
 • Any other documents collected during the review period

Managers should also be prepared to share feedback about the employee’s performance, 
including key achievements, performance concerns, required or recommended changes, 
learning opportunities that would enhance new skills, and the perceived employee strengths and 
contributions over the review period.

The employee should complete a self-assessment or evaluation and reflect on:
 • Their successes and challenges during the previous 12 months.
 • What additional support they’d like from you moving forward.
 • What additional knowledge or skills they’d like to develop or enhance.
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Prepare the employee. About a week before the meeting, discuss with the employee a good 
date, time, and place for the evaluation to take place. Supply written confirmation of the meeting 
to the employee and ask him or her to complete a self-evaluation which should be submitted to 
you a few days before the evaluation.

Conduct the meeting. Employee evaluations should be conducted fairly, consistently, and 
objectively. While there are necessary evaluation forms to be used, they should not be the focus 
of the evaluation. Forms are helpful in preparing for the performance review, but they are no 
substitute for real, constructive conversation.

There are six steps to conducting a performance evaluation that will yield the best results.

Step 1: Control the environment by providing privacy, removing any distractions, and banning 
interruptions. Enough time should be set aside to conduct a thorough evaluation. Consider in 
advance the best approach to presenting information. Set the tone for a respectful, adult-to-adult 
interaction and start and end the evaluation on a positive note. Put the employee at ease by 
reiterating that the performance evaluation is a collaborative affair.

Step 2: Give the employee an overview of the process, and explain the purpose and format of 
the performance evaluation.

Step 3: Encourage the employee to candidly discuss the self-evaluation. Three of the best ways 
to solicit honest feedback is by asking open-ended questions, actively listening to responses, 
and not interrupting.

Step 4: Present your own assessment. Share feedback about the employee’s past year 
performance, including observed strengths, successes, and areas where improvement is 
needed. Clearly communicate the rating you’re assigning for each performance measure and 
provide a rationale for each one. For specific performance factors that fall above or below goals, 
try to include explicit examples related to the employee’s performance.
Invite the employee to share his or her self-assessment and ideas for where he or she 
thinks improvements can be made. Discuss and define expectations for the coming year, set 
performance goals, and identify any learning and development goals moving forward. During 
the evaluation:
 • Be candid and specific.
 • Don’t gloss over any problems.
 • Don’t forget to mention the positives.
 • Be prepared to give details using your documentation.
 • Focus on the performance, not the person.
 • Focus on behaviors, not personal traits.
 • Don’t fall prey to the “halo effect” (overrating) or the “horns effect” (underrating).
 • Relate the employee’s strengths to his or her specific performance goals.
 • Ask for the employee’s reaction to your assessment.

Step 5: Work collaboratively with the employee to set performance and training goals for the 
next 12 months. Use the SMART guidelines listed earlier to help write these goals.

Step 6: End the evaluation by summarizing what was covered, asking the employee if they have 
any further questions, and having the employee sign the evaluation. Schedule follow-up as 
needed.
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Performance management implementation is one of the leading ways to invest in your 
company’s talent. When teams are engaged with wider business goals – and given the tools they 
need to develop greater skills – your business wins by achieving across-the board alignment and 
satisfaction.

Finding and hiring the best talent is one thing; keeping that talent interested and striving for 
improvement is another. When employees feel disengaged, they either coast along in their 
current position or look for work elsewhere. Neither outcome is good for business.

To implement performance management in your business, start by allowing your managers to 
set and monitor goals and plans for each employee and then evaluate how those objectives are 
being realized. Some tips for doing so:

 • Once a year, set goals for the upcoming year.

 • Work together with employees to write realistic goals. Collaborating results in 
   better comprehension of expectations, ensures employees have the tools they 
   need to achieve goals, and motivates employees to buy in to your company’s 
   overall objectives.

 • Keep the number of goals to a reasonable amount. Performance management   
    metrics should also be sensible and fair.

 • Review employee goal performance at least quarterly so that any corrective    
         action plans to remedy underperformance can be implemented early.

 • Set up channels to communicate feedback, praise, and acknowledgement of    
         successfully achieving goals.

 • Structure compensation and increases that are aligned with targeted goals.

Coaching and feedback helps management support a high-performance company culture. It can 
help improve employee productivity and develop and improve employees’ capabilities. Effective 
performance coaching and feedback results in better achievement of your organization’s 
strategic goals and contributes to the professional growth of managers and employees alike.

Performance coaching is an important skill that promotes individual responsibility and enhances 
growth and performance. It’s an ongoing process that helps build and maintain successful 
employee/manager relationships. Use coaching to evaluate and address an employee’s 
developmental needs, help them choose avenues of obtaining new skills, and work together on 
developing a plan for training, job enrichment, or self-training.
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A variety of elements contribute to a successful coaching process:

 • Building trust, which is key to coaching. Without it, there is no mutual interest in the 
success of the employee and company. Trust is best established through open and honest 
feedback that is based in respect.

 • Defining the issues so an employee better understands the performance in question. It 
should not be about who is right or wrong, but collecting information in a non-judgmental 
manner so to help the employee improve.

 • Helping an employee get in touch with what matters to her or him. Encouraging an 
employee from compliance to commitment is challenging, but by using open-ended questions 
that lead to employee self-discovery, you can help move the process forward.

 • Creating a plan of action that encourages employee buy-in and commitment. This plan 
should be designed together and include simple, measurable, and attainable performance goals.

Feedback is an essential tool that’s used to provide employees with the information and 
guidance they need to perform at peak performance. It is a two-way communication that:

 • Provides managers with clues about how they may be helping or hindering an employee’s 
work performance.

 • Informs and enlightens employees, offering suggested performance improvements and 
focusing on how both parties view the employee’s performance and development.
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When management shares honest and accurate information with employees about the quality 
of their work, employees are much more likely to understand what they need to do to continue 
good performance, improve mediocre performance, or correct poor performance. Ongoing 
feedback also lets you discover and remove obstacles before they become a problem that 
needs to be fixed. Periodic feedback sessions are extremely useful in helping management and 
employee calibrate and recalibrate their joint performance efforts.

Here are the key characteristics of effective performance coaching and feedback discussions.

 • They occur regularly and informally.

 • They are dialogues, not monologues.

 • They strike a balance, equally addressing strengths and concerns.

 • They are mutually respectful.

 • They recognize and celebrate successes, attaching explicit praise to 
    measurable results.

 • They address concerns and solve problems.

 • They are timely.

 • They are calm and measured.

 • They are focused on observable actions and their impacts, and problem resolution,   
      not blame.

Finally, remember to celebrate small wins along the way. It re-energizes and motivates an 
employee’s continued commitment to growth and success. 
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