Unit 3 Culture and Power

For a manager to be successful, technical skills, strategic flexibility, and effective team

formation are considered essential but are ultimately insufficient on their own. A successful

manager must also possess the competence to manage the cultural, power, and political

environment of the organization.

Even highly intelligent managers with technical knowledge will fail if they lack the skill to

make decisions consistent with the local culture or the political skill to get those decisions

accepted by subordinates.

3.1 Organizational Culture

The Invisible Structure: While an organization's formal hierarchy and reporting lines
are visible, its culture operates as a powerful, invisible psychological framework.
Core Definition: Organizational culture is a system of shared meaning held by its
members, uniquely distinguishing the organization from its competitors.

The Foundation: This shared system is built entirely on common values, beliefs, and
unwritten assumptions.

Operational Impact: A deeply rooted culture dictates an organization's overall success
or failure by directly influencing individual behavior, group dynamics, and the

outcomes of critical managerial decisions.

3.2 Elements of Culture

Visible Elements

Includes tangible aspects like physical surroundings, building architecture, office
layouts, and interior decorations.

Encompasses documented formalities like written rules, corporate policies, and
standard operating procedures.

Frequently expressed through symbolic actions, corporate lore and stories, celebrated
heroes (e.g., Dhirubhai Ambani's vision for Reliance), company slogans, and the
celebration of festivals.

Invisible Elements



e The unseen underlying values, core beliefs, and basic assumptions held by the

workforce.

e These invisible factors dictate real-world behaviors, determining the company's true

customer focus, level of team spirit, and overall commitment to organizational goals.

c¢. Macro Culture vs. Sub-culture

e Macro Culture: The overarching, total culture formed by combining both visible and

invisible elements across the entire organization.

e Sub-culture: The distinct, localized cultures that naturally develop within individual

departments, branches, or project teams.

3.3 Characteristics of Organizational Culture

1. Risk and Innovation

This characteristic looks at whether a company’s management encourages
employees to experiment, innovate, and take calculated risks, or whether it
punishes failure and demands strict adherence to the status quo.

High Risk/Innovation Example: In a modern technology firm or an R&D
department, employees are often given "innovation time" to work on pet projects.
Failure is treated as a learning curve.

Low Risk/Innovation Example: In a traditional manufacturing plant, deviating
from established work study procedures can slow down the entire assembly line.
Here, the culture actively discourages risk-taking on the floor to maintain

consistent daily output.

2. Detailing

This refers to the degree to which employees are expected to exhibit precision,
analysis, and strict compliance with detailed rules, policies, and standard operating
procedures (SOPs).

High Detailing Example: A pharmaceutical production facility or a commercial
airline. In these environments, precision is a matter of life and death. A slight
deviation in chemical capacity planning or flight check procedures violates the core
culture.

Low Detailing Example: A creative marketing agency. While there are deadlines,
the focus is on the big picture and creative impact rather than strict, step-by-step

procedures to design an ad campaign.
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Result Orientation

This aspect measures how heavily management focuses on outcomes and goal
achievement rather than the techniques, processes, or human costs used to achieve
them.

High Result Orientation Example: A high-pressure financial brokerage firm
where traders are evaluated solely on their daily trading profits. The culture dictates
that as long as you hit your aggressive targets, your working hours or methods are
largely ignored.

Low Result Orientation Example: An academic research institution where the
culture values the rigor, methodology, and ethical process of the research just as

much as the final published paper.

Employee Orientation

This contrasts with result orientation by looking at how much management
considers the effect of their decisions on the people within the organization.

High Employee Orientation Example: The Tata Group is historically famous for
this culture. Even during economic downturns, companies like Tata Steel have
prioritized long-term worker welfare, healthcare, and community building in their
townships over short-term aggressive profit margins.

Low Employee Orientation Example: The historical case of Amazon's early
warehouse operations, where the culture was criticized for treating workers
essentially as cogs in a highly optimized supply chain, heavily prioritizing delivery

speed over employee rest or comfort.

Team Approach

This reflects whether work activities and goals are organized around groups and
formal teams or around isolated individuals.

High Team Approach Example: A production facility implementing Kaizen
(continuous improvement) circles. The culture relies on cross-functional teams of
engineers, floor supervisors, and workers collaborating to solve operational
bottlenecks together.

Low Team Approach Example: A traditional real estate or insurance sales office.
The culture is highly individualistic, where agents manage their own portfolios and

compete directly against their colleagues for the highest commissions and bonuses.

Aggressiveness



This defines whether the people in the organization are fiercely competitive and
aggressive in their market approach, or whether they are easygoing and passive.
High Aggressiveness Example: A telecom company entering a saturated market
(like Jio's entry in India). The internal culture becomes highly aggressive, focusing
on rapid customer acquisition, slashing competitor pricing, and capturing market
share at all costs.

Low Aggressiveness Example: A government-backed utility company or a legacy
monopoly. The culture is relaxed and passive because their market position is

secure and they do not need to fight for daily survival.

7. Stability

This looks at whether organizational activities emphasize maintaining the status
quo and steady operations, or whether they emphasize rapid growth and constant
change.

High Stability Example: A well-established diamond polishing or textile export
house in Surat with a deeply loyal client base. The culture prioritizes consistent
quality, retaining long-term skilled artisans, and steady, predictable annual
production over volatile expansion.

Low Stability (Growth) Example: A venture-capital-funded startup. The culture
demands that the company must double or triple its revenue every year. Stability is

seen as stagnation, so the organization is in a state of constant, rapid flux.

3.4 Types of Organizational Culture

Harrison has classified organizational Culture into the following main four types:

oD

Power Generated Culture (Autocracy)
Role Generated Culture (Bureaucracy)
Task Based Culture (Adhocism)
Individual Based Culture (Democracy)

1. Power Generated Culture (Autocracy)

A culture emerging from the use of power is known as power generated culture. This

culture is defined by centralized authority, usually resting with a single individual or a

small group at the top.



The formal organizational chart doesn't really matter; what matters is proximity to the
boss. The leader's word is absolute law, and the dominant values that get rewarded are
personal loyalty, compliance, and often "flattery."

Employees learn that pleasing the superior is the only path to promotion.

Traditional Family-Run Businesses: This is highly visible in many traditional,
unorganized sector businesses. Think of a legacy textile mill or a diamond export house
where the founder makes every single decision—from multi-crore machinery purchases
down to approving petty cash for tea. Even if there is a highly educated "Production
Manager" on paper, they cannot implement a new operational layout without the
patriarch's personal nod.

Founder-Led Startups (The "Steve Jobs" Model): In its early days, Apple was
heavily a power-generated culture centered around Steve Jobs. His personal vision and
demands overrode formal R&D processes. If he didn't like a product feature, it was

scrapped, regardless of what the engineering team or market research suggested.

2. Role Generated Culture (Bureaucracy)

This is the classic "mechanical" or bureaucratic organization. Here, the power lies in
the post (the chair), not the person sitting in it.

It is characterized by strict adherence to rules, standard operating procedures (SOPs),
and a "go slow" policy.

While this culture provides immense stability and security, it completely lacks
dynamism. It cannot adapt to changing environments, which ultimately leads to
organizational ruin.

Public Sector Undertakings (PSUs) & Government Offices: Consider traditional
nationalized banks or entities like BSNL before recent reforms. A bank manager has
power not because of their charisma, but because they hold the title of "Branch
Manager." Every operational process—f{rom sanctioning a loan to ordering new
computers—requires filling out triplicate forms and following strict hierarchical
protocols.

Legacy Manufacturing Giants: Consider the historical downfall of companies like
Hindustan Motors (makers of the Ambassador car). They had heavily formalized, role-

based factory setups. When the Indian economy opened up in the 1990s and dynamic



foreign competitors entered, their strict adherence to old procedures and inability to

quickly change their production lines or design culture led to their obsolescence.

3.Task-Based Culture (Adhocism)

This culture revolves entirely around getting a specific job or project done.

Instead of strict vertical hierarchies, the organization relies on cross-functional teams
pulled from various departments.

Once the project is completed, the team is dissolved, and members move on to new
projects.

Success heavily depends on team loyalty and spirit; however, if teams start competing
against each other for financial resources, the organization’s overall effectiveness
drops.

Large-Scale Engineering & Construction: Think of an EPC (Engineering,
Procurement, and Construction) giant like Larsen & Toubro (L&T) building a new
bridge or metro line. They assemble a temporary "Project Team" consisting of civil
engineers, finance controllers, procurement specialists, and HR managers. They operate
almost like an independent mini-company until the bridge is built, after which the team
disbands.

Consultancy and Advertising: In top management consultancies (like McKinsey) or
large ad agencies, a team is formed specifically for a client’s campaign. An art director,

a copywriter, and a market researcher are grouped together for a six-month campaign.

4.Individual-Based Culture (Democracy)

In this culture, the individual is the focal point, and the formal organization exists
merely to serve and facilitate the individuals working within it.

People are given massive autonomy to express opinions, follow their own working
methods, and establish their own professional relationships.

There is very little top-down management.

Law Firms and Architect Studios: In a high-end legal advisory firm, the senior
advocates operate almost independently. They bring in their own clients, dictate their
own case strategies, and manage their own junior associates. The "firm" is essentially

a shared brand name and office space that supports these individual experts.



e Medical Specialists: In a large multi-specialty hospital, senior consultant surgeons

function with individual-based culture. The hospital provides the operating theater and

the nursing staff, but the surgeon dictates the exact medical procedures and patient care

methods based on their personal expertise.

3.5 Effects of Organisational Culture

*  We can classify the effects of organisational culture into two categories.

A. Effects on management

B. Effects on employees.

A. Effects on management

e Culture is undisputedly a major factor contributing to a business's success or failure.

However, analyzing this creates a classic management paradox.

e Here we have to answer the question what is first? An egg or hen? Whether success is

due to good culture or good culture is due to successful management?

e The effects on management can again be classified into two categories. Favorable

effects and unfavourable effects.

a. Favorable effects on management

1. Imparts unique personality to the Organisation:

The organisational culture consisting of values, beliefs and assumptions imparts
distinguished and unique personality to the institution.

The institution is known by its composite culture and impression created lasts long.
[IM, ITI, Bombay hospital, Hinduja hospital etc are known by their culture just like
an individual whose personality consists of his values, beliefs and assumptions.

An organisation also becomes popular by its culture. Culture lives longer than the

institution.

2. Culture creates lasting impression:

The pioneers of any business organisation create a particular type of cultural
environment by their vision, determination and endeavour.

It creates a distinguished image of culture. This cultural image lasts long.

Old pioneer executive may retire even then the image created by them lasts long. It

lives longer than managers.



3. Culture distinguishes the organisation from others:

Each organisation has its own culture.

Some believe in conservative policies, some in progressive policies, some adopt
employees oriented policies while others adopt production oriented policies.

Some companies adopt investors friendly policies while some adopt employees and
customers friendly policies.

In this way each one has its own internal cultural environment which distinguishes

it from other organisations.

4. Formation of social system:

Common values, common beliefs and common assumptions ties all the members
with each other, A sort of social system emerges from such integration.

Common values give births to informal groups and each group develops its own
cultural environment.

If any body wants to continue as a member of a particular group or system he must
conform, to the values of the group.

In this way culture ensures stability of behaviour of the individuals and groups or

social systems.

5. Culture Serves the purpose of control

Organizational culture tells the members as to which values they have to adopt and
how they have to behave.

Thereby it exercises control over the employees.

6. Culture Acts as a Substitute for Formalities

In traditional management, ensuring that employees behave in a specific way
requires heavy rulebooks, strict standard operating procedures (SOPs), and constant
supervision.

However, a strong organizational culture acts as an "invisible manager." When the
shared values are strong enough, employees instinctively know "how things are done
here" without needing to consult a manual for every minor decision.

Example: Operations & Floor Management: If a manufacturing plant has deeply
ingrained a culture of Kaizen (continuous improvement) and ownership, shop-floor

workers will instinctively stop the production line if they spot a quality defect. They



don't need to wait for a supervisor's formal, written permission because the culture

already dictates that quality overtakes continuous output.

7. Communicates Organizational Values to Stakeholders

An organization's internal culture cannot be hidden; it naturally "leaks" outward to
the public.

The way a company manages its internal operations directly signals its core values
to external stakeholders, including customers, investors, suppliers, and the local
community.

Example: A company that routinely pays strong, consistent dividends
communicates a culture of shareholder respect. Similarly, paying fair wages and
maintaining safe working conditions communicates a positive employer brand to the

labor market and trade unions.

b. Unfavorable Effect on Management

1. Culture Acts as an Inhibiting Factor to Change:

A deeply rooted culture makes employees comfortable.

When the external market demands rapid operational or technological shifts,
employees with a strong legacy culture will often resist, actively fighting to maintain
the "old way of doing things" because it feels safe.

Example: Think of traditional brick-and-mortar retail chains in India. For decades,
their culture was based on physical footfall, showroom aesthetics, and face-to-face
negotiations. When forced to adopt omnichannel e-commerce and digital inventory
tracking, many struggled because the staff simply wasn't culturally prepared for tech-

driven, invisible transactions.

2. Creates Obstacles in Diversification

When a company tries to enter a completely new industry, its existing culture often
clashes with the requirements of the new market.

The values that made them successful in one sector might guarantee failure in
another.

Example: Imagine a massive, traditional Indian steel or cement manufacturer
attempting to diversify into consumer-facing digital software or mobile apps. The
core culture of a steel plant is slow, highly bureaucratic, and risk-averse (Role-

generated culture). Software development requires agile, fast-failing, and highly



dynamic teams (Task or Individual-generated culture). The parent company's heavy-

handed culture will act as a massive obstacle to the new division's agility.

3. Inhibiting Factor in Mergers and Acquisitions

Financial synergy on a spreadsheet does not guarantee operational success.

When two companies merge, they bring two distinct sets of values, assumptions, and
working styles.

If these cultures are incompatible, it leads to internal conflict, massive talent attrition,
and operational inefficiency.

"

Example: Pitched as a "merger of equals," it failed spectacularly. The German
culture (Daimler) was highly formal, hierarchical, and focused on precision
engineering. The American culture (Chrysler) was informal, lean, and focused on
bold design and sales volume. The cultural clash was so toxic that the companies

eventually split at a massive loss.

4. Risky if Culture is Not Made Compatible with Changing Environment

The market waits for no one.

If an organization fails to align its internal culture with external technological or
economic realities, it risks obsolescence.

However, you cannot change culture just by issuing a memo; it requires un-training
and re-training deeply ingrained human behaviors, which is incredibly difficult and
time-consuming.

Example: Before Ola and Uber, local taxi and auto-rickshaw unions operated with
a culture of fixed territorial control and rigid, manual pricing. When app-based, GPS-
tracked, dynamic-pricing models entered the market, the traditional operators
refused to adapt their culture to transparency and customer-centric technology. Their
deeply rooted resistance severely hindered their progress and allowed startups to

capture the market entirely.

3.6 Effects of Organizational Culture on Employees

1. Effects on the Selection of Employees

Organizations often prioritize "cultural fit" over pure intelligence or technical skill.
A highly skilled candidate will be rejected if their personality threatens the

established harmony or working style of the company.
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Example: In traditional diamond export houses, trust, secrecy, and loyalty are the
supreme cultural values. A highly qualified MBA with a brilliant operational mind
will be rejected if they are perceived as someone who jumps jobs frequently or lacks

deep-rooted community trust.

2. Effects on Attitude and Behavior

New employees cannot operate as lone wolves.

They must integrate and mold their personal behaviors to match the "way things are
done here," or they will face informal peer pressure and exclusion.

Example:

Disney Theme Parks: Employees are called "Cast Members." Even if a new recruit
is having a terrible day, the culture mandates that the moment they step "on stage"
(into the park), they must adopt a cheerful, magical, and problem-solving attitude.

The culture strictly suppresses negative independent behavior in front of customers.

3. Prediction of Employees' Behavior

A strong culture acts as a behavioral blueprint.

If you understand the macro-culture of the company, you can accurately predict how
an individual employee will react to a crisis or a customer request.

Example: If a client requests a sudden, massive change in software features, you
can predict the behavior of the employees. At Tata Consultancy Services (TCS), the
employee will predictably follow protocol, route the request through proper
channels, and ask for a revised timeline. At a young, aggressive startup, the
employee will predictably pull an all-nighter to hack together a quick, rule-breaking

solution.

4. Effects on the Rate of Mobility

A strong, positive culture breeds deep loyalty, reducing employee turnover
(mobility).

When employees feel connected to the company's goals and values, they are less
likely to leave for a minor salary increase elsewhere.

Example: Tata is renowned for its low attrition rates, especially in its core
manufacturing and operational sectors. Their deeply rooted culture of job security,
employee welfare, and ethical nation-building makes employees incredibly loyal,

often spending their entire careers (25+ years) within the group.

5. Employee Identity (Brand Ambassadors)
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e The company's cultural reputation becomes the employee's personal reputation in
the market.

e The outside world judges the individual based on the brand they represent.

e Example: Google (""Googlers'"): Because Google's culture is famous for being
innovative, data-driven, and casually brilliant, anyone who works there is
immediately assumed to possess those same traits. Their identity merges with the
corporate culture.

6. Commitment for Other Than Self

e A healthy culture shifts the employee's focus away from just earning their own salary
or bonus, encouraging them to work for the greater good of the stakeholders
(customers, investors, society).

e Example:

e Amul (GCMMF): Employees at Amul work within a cooperative culture. Their
operational targets are not just about enriching corporate shareholders, but about
maximizing returns for the millions of rural dairy farmers who actually own the
cooperative. The culture demands a commitment to the farmers' livelihoods.

7. Affects Promotion

e Management promotes those who best embody the company's culture.

e This reinforces the culture by putting the "ideal" employees into positions of power.

Example:

e Aggressive vs. Quality Cultures: In a high-pressure stock brokerage, the person
who gets promoted is the one who brings in the highest revenue, regardless of how
aggressively they treat their juniors. However, in a manufacturing plant
implementing Total Quality Management (TOM), the person who gets promoted is
the meticulous supervisor who successfully reduced defect rates and fostered

teamwork on the factory floor

3.7 Power

e Power is entirely meaningless without dependency. Person A only has power over
Person B if Person B is dependent on A for something they value (like a salary, a
promotion, resources, or knowledge). The greater B's dependency, the greater A's

power.
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3.8 Types of Power or Basis of Power

1. Coercive Power

This type of power is based on the fear that a dependent or subordinate holds.

It relies on threats to compel a person to behave in a desired manner.

If the subordinate does not comply, they face negative consequences such as being
transferred, losing out on promotions, being deprived of certain benefits, or even
losing their job entirely.

This power is commonly found in pyramid-type organizations, the army, and is even
the type of power utilized by terrorists.

Example: A floor manager in a local manufacturing plant who constantly threatens
to cut the daily wages of factory workers if they take a break that is five minutes too
long. The workers obey strictly out of fear of financial penalty, not out of respect for

the manager.

2. Reward Power

Reward power operates as the exact opposite of coercive power.

Instead of relying on the fear of negative consequences, it relies on the positive
consequences of appreciation or good work.

A person holds this power when they have the right to distribute financial incentives,
prizes, appreciation, honors, or promotions.

Crucially, the strength of this power depends entirely on how keenly the employees
desire the specific rewards being offered.

Example: A sales director offering an all-expenses-paid international vacation to the
highest-performing sales executive of the quarter. The director holds immense
reward power over the team, provided the executives actually value and want that

vacation.

3. Legitimate Power

Legitimate power is directly associated with different formal posts within an
organization.

Each post carries a certain level of formal power necessary to perform specific tasks,
allowing managers and supervisors to issue orders and instructions to subordinates.

This post also grants them the power to punish those who disobey.
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Therefore, legitimate power essentially includes both coercive power and reward
power.

Example: A College Principal or a Head of Department issuing a formal notice
regarding new exam grading criteria. Faculty members comply not because they
necessarily fear the HOD or expect a reward, but simply because the "Chair" or the

formal position gives the HOD the legitimate right to make that rule.

4. Expert Power

This power stems from an individual's specific type of knowledge or skill in a
particular field.

People respect their advice and allow their behavior to be influenced simply by virtue
of the expert's deep knowledge.

Examples of professionals who hold this power include physicians, psychiatrists,

advocates, chartered accountants, tax consultants, and architects

5. Referent Power

Referent power is generated by the resources a person possesses or controls, often
manifesting as a highly dominant or charismatic personality.

Other people voluntarily follow the ideas, tasks, and behavior of this individual
without any fear, compulsion, or imposition.

The individual is adopted as a role model, much like the personalities of historical

figures such as Gandhiji or Vinoba Bhave.

3.9 Strategies for using Power in management

1. Reason (The Logical Approach)

Instead of just issuing a blind order, explain why the order is necessary. Transparency
builds logic and acceptance.

Example: If you are managing a production facility and need workers to adopt a
new, slightly slower procedure, don't just demand it. Explain that the new procedure
will reduce machine breakdowns by 20%, ultimately saving their jobs and keeping

the factory profitable.

2. Friendly Expression
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Building goodwill and a positive interpersonal relationship before asking for
compliance.

Example: An HR manager who regularly walks the floor, learns employees' names,
and casually checks in on their well-being will find it much easier to ask those same
employees to work a weekend shift during a crisis compared to a manager who stays

locked in an office.

3. Coalition

There is strength in numbers. If you need to push a difficult idea through, gather
allies before making your official presentation.

Example: If a marketing head wants to propose a massive budget increase for digital
ads, they shouldn't pitch it to the CEO alone. They should first form a coalition with
the Sales Head (showing it will drive leads) and the Finance Head (showing the
projected ROI). Presenting as a united front makes the request highly influential.

4. Bargaining

The classic "quid pro quo" or "give and take."

Example: During annual negotiations with a labor union in a textile mill, the
management might use bargaining: "We will grant the requested 5% increase in
Diwali bonuses (giving a benefit), but in exchange, the union must agree to a new

automated attendance tracking system (receiving a favor)."

5. Assertiveness

Sometimes, diplomacy fails, and a manager must be firm, direct, and
uncompromising about what needs to be done.

Example: During a critical external quality audit (like an ISO certification), a
manager cannot afford to be overly friendly or negotiate. They must be highly
assertive: "These compliance logs must be updated by 5:00 PM today. There are no

exceptions."

6. Get the Support of Higher Authorities

Borrowing the "Legitimate Power" of someone higher up the chain of command to
enforce your own instructions.

Example: A middle-manager trying to enforce a new expense-reporting software
might face resistance from older employees. By getting the Managing Director to
send a company-wide email stating that the new software is mandatory, the middle-

manager instantly gains the compliance of the staff.
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7. Sanctions
e Using the formal mechanisms of the organization—rewards (promotions,
increments) and punishments (poor appraisals, demotions)—to force compliance.
e Example: A sales team is refusing to log their daily calls into the CRM system. The
manager uses sanctions by announcing that quarterly bonuses will be strictly tied to

CRM usage. The behaviour changes overnight.
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Unit 4. Performance Appraisal

Every employee is appointed with the expectation of satisfactory performance, prompting
organizations to implement training programs, motivational tools, and incentive schemes.
However, determining whether actual performance meets benchmarks, diagnosing specific
skill deficiencies, and mapping career development potential requires a systematic
performance appraisal framework. While appraisal is not a new concept, traditional
practices were largely casual, unscientific, and prone to subjective bias. Consequently,
modern organizations rely on rational, standardized, and objective appraisal systems for

both employees and executives to ensure neutral, evidence-based evaluations.

4.1 Performance Appraisal

According to George R. Terry, "Performance appraisal is the formal and periodic
evaluation of an employee's job performance measured against job requirements."”

Job requirements formulated during recruitment and selection establish the baseline
standards against which actual performance is measured. Rather than an isolated annual
event, appraisal is a continuous managerial responsibility aimed at assessing employee

productivity and executive effectiveness.

4.1.1 Key Functional Utilities of Performance Appraisal:

e Administrative Decisions: Serves as a rational basis for promotions, transfers,
demotions, and retrenchment.

e Human Resource Development: Directs targeted employee training, executive
development programs, and professional career counseling.

o Managerial Effectiveness: Evaluates leadership quality, operational oversight, and
departmental performance.

e Continuous Feedback: Enables managers to monitor, mentor, and guide subordinates
systematically toward organizational goals.

4.1.2 Objectives of Performance Appraisal
1. Transitioning from Casual to Scientific and Systematic Evaluation

o In the past, employee evaluations were largely informal, irregular, and based on vague
personality traits (such as "loyalty" or "pleasant attitude"). Modern appraisal replaces
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these unorganized impressions with regular, structured, and measurable criteria tied
directly to the job description.

It ensures performance is measured against clear, objective targets rather than
guesswork or sudden memory at the end of the year.

Example: Instead of assuming a bank clerk is efficient because they look busy, the
branch manager reviews objective records, such as processing 40 loan applications per
week with zero compliance errors.

Minimizing Subjectivity, Bias, and Favoritism

When performance reviews lack structure, managers often let personal feelings,
prejudices, or workplace politics influence their ratings. Scientific appraisal introduces
standardized evaluation sheets, quantifiable metrics, and multiple review levels to keep
assessments neutral and fair.

It prevents deserving employees from being overlooked while ensuring that low
performers do not receive unearned praise due to personal closeness with superiors.
Example: A retail store manager evaluates sales executives using actual point-of-sale
revenue data rather than personal friendships, ensuring the employee who hit 115% of
their quarterly sales target receives the highest rating.

Providing Factual Data for Rational HR and Administrative Decisions

Human Resource departments must make critical administrative decisions every year
regarding promotions, salary raises, bonuses, departmental transfers, demotions, or
layoffs. Appraisal reports serve as documented, historical evidence to justify these
actions logically.

It protects the organization against charges of unfair treatment, reduces workplace
conflicts, and ensures rewards and disciplinary actions are based on verified facts.
Example: When selecting an Assistant Production Manager for promotion to Plant
Head, management reviews three consecutive years of documented production
efficiency scores rather than choosing based solely on who has worked there the
longest.

Ensuring Internal Equity and Identifying Growth Potential

Beyond evaluating past work, performance appraisal acts as a diagnostic tool to uncover
an employee's latent strengths, future potential, and training needs. It ensures every
employee is judged by the same transparent standard, fostering a sense of fairness
across the organization.

It helps organizations design targeted training programs, offer career counseling, and
build a reliable pipeline of future leaders through succession planning.

Example: An annual appraisal reveals that a software engineer writes clean code but
struggles with client presentations. The company arranges a targeted communication
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workshop for them and schedules them for a project lead track in the next appraisal
cycle.

4.2 'Who Can Appraise Performance?

An effective appraiser must possess a thorough understanding of the specific job duties,

established benchmarks, and task priorities. Crucially, they must have regular opportunities to

observe the employee's work in real time, distinguish critical responsibilities from minor tasks,

and produce an objective, evidence-based evaluation. Modern organizations deploy multiple

appraisers to capture a complete view of employee performance:

1. Immediate Supervisors and Departmental Managers

The direct supervisor remains the primary appraiser in most organizations. Because
they assign daily duties, allocate resources, and oversee operations, they are directly
accountable for the team's output. Typically, the immediate superior completes the
primary rating, which is subsequently reviewed by the departmental head for
calibration.

Key Strengths: Supervisors have the closest view of technical performance,
punctuality, and output volume.

Limitations: The review can be vulnerable to subjective errors, such as the halo effect,
personal prejudices, or favoritism.

Example: A Senior Bank Manager evaluates a loan officer based on the total number
of credit files processed, compliance with underwriting norms, and recovery rates over
the quarter.

2. Peers (Co-Workers / Team Members)

Peer appraisals involve colleagues working at the same hierarchical level within the
same unit. When team members collaborate daily over extended periods, they often
observe interpersonal dynamics and working habits that a superior might never see.
Key Strengths: Highly effective for assessing teamwork, knowledge sharing
willingness to help others, and cross-functional communication.

Limitations: If work culture is competitive, peer reviews can degenerate into
popularity contests, mutual back-scratching, or intentional under-rating out of jealousy.
Example: In a software engineering team, developers evaluate one another on code
documentation clarity, adherence to sprint deadlines, and constructive participation in
peer code reviews.

3. Subordinates (Upward Appraisal)
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o Upward appraisal enables team members to evaluate their immediate superiors. While
once considered unconventional in traditional management, it has become a standard
leadership diagnostic tool in modern, progressive organizations and higher education.

o Key Strengths: Provides critical insight into a manager's leadership style, delegation
ability, empathy, fairness, and communication clarity.

o Limitations: Subordinates may fear managerial retaliation or adverse career
consequences, leading to artificial, overly flattering scores unless ratings are fully
anonymous and backed by a supportive work culture.

e Example: Postgraduate management students completing end-of-semester
questionnaires to evaluate a professor's pedagogical clarity, syllabus coverage, and
responsiveness to student queries.

4. Self-Appraisal

o Inself-appraisal, employees independently evaluate their own achievements, strengths,
challenges, and shortcomings against pre-agreed targets before meeting their
supervisor.

o Key Strengths: Encourages self-reflection, increases employee commitment, reduces
defensive reactions during performance discussions, and clarifies personal career
aspirations.

o Limitations: Employees often tend to overrate their achievements or overlook
developmental areas unless paired with a calibration meeting with their supervisor.

o Example: A digital marketing executive prepares a self-evaluation documenting how
their latest campaign exceeded target lead-generation goals by 18%, while noting their
need for further training in advanced data analytics tools.

5. Users of Services (Customers / Clients)

e In service-oriented industries, direct consumers are the best judges of service speed,
courtesy, problem-solving, and accuracy. Their input provides authentic insight into
frontline service quality.

o Key Strengths: Provides direct, unvarnished feedback on the end-user experience,
focusing on areas supervisors cannot monitor continuously.

o Limitations: Customer feedback can be reactive, heavily skewed by one-time negative
experiences or unreasonable individual expectations.

o Example: A commercial bank collecting standardized customer satisfaction ratings
(CSAT) at teller counters or helpdesks to measure resolution speed, politeness, and
procedural clarity.

6. External Consultants and Independent Experts

o Organizations engage third-party HR specialists and industrial psychologists to conduct
neutral, specialized evaluations. This approach is frequently used for leadership
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assessments, high-level executive promotions, or in organizations where internal trust
in existing appraisal systems is low.

o Key Strengths: Completely objective and free from internal politics, rivalries, or
personal biases.

o Limitations: Expensive to implement and external experts may lack deep familiarity
with the day-to-day organizational culture and unique operational constraints.

e Example: A corporation hiring an external management consultancy to run structured
Assessment Centers—using in-basket exercises, business simulations, and
psychometric testing—to select the next General Manager.

4.3 The Process of Performance Appraisal

Performance appraisal is conducted either directly by superior executives or through an
independent appraisal committee appointed for this purpose. Regardless of whether it is
administered by an individual manager or a collective panel, the evaluation systematically
follows key sequential stages:

1. Setting Performance Standards (Establishing Benchmarks)

o Before evaluating any employee, clear, quantifiable, and realistic targets must be
established. These standards are derived from job descriptions and organizational
objectives, specifying what output, quality, and behavior are expected within a given
timeframe.

e  Why It Matters: Without predetermined standards, evaluation becomes arbitrary,
leaving employees unclear about expectations and managers without a baseline for
measurement.

o Example: Setting a explicit standard for a bank's credit processing officer to evaluate
and dispose of 25 loan applications per week with a zero-deficiency audit rating.

2. Collection of Information on Actual Performance (Performance Monitoring)

o The appraiser observes, tracks, and collects factual, continuous data regarding the
employee's actual work output over the entire appraisal period. Data collection methods
include periodic work reports, direct observation, statistical sales figures, quality
inspection logs, and attendance records.

o  Why It Matters: Relying on documented data prevents "recency bias" (judging only
the most recent few weeks of work) and ensures the review is grounded in verified
evidence rather than impressions.

e Example: Tracking a production engineer's monthly shift logs, machine breakdown
hours, raw material scrap rates, and daily output logs throughout the financial year.

3. Measuring and Comparing Actual Performance with Standards (Gap Analysis)
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e Detailed Concept: The appraiser evaluates the gathered data against the initial
benchmarks established in Step 1. This step reveals whether the employee exceeded,
met, or fell short of expectations, identifying specific performance gaps or outstanding
achievements.

e Why It Matters: This step forms the empirical foundation for administrative actions
(e.g., promotions, increments, or corrective actions) and highlights training needs for
employee career development.

e Example: Comparing an export manager's actual annual sales volume of $1.2 million
against their target of $1.0 million, revealing a 20% positive deviation that justifies a
performance bonus and consideration for higher managerial duties.

4.4 Methods of Performance Appraisal

Performance appraisal methods are broadly categorized into three distinct frameworks:

A. Individual Evaluation Methods (evaluating an employee independently against
preset standards)

B. Multiple-Person / Comparative Evaluation Methods (evaluating employees by
comparing them against each other)

C. Other / Modern Evaluation Methods (contemporary holistic approaches like MBO,
Assessment Centers, and 360-Degree Feedback)

> Performance Appraisal Methods <

A Individual Multiple Persons

8 +J Evaluation Methods appraisal methods
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A. Individual Evaluation Methods

1. Confidential Report (CR)

e A traditional appraisal method widely used in government departments and public
bureaucracies. The immediate superior writes an annual descriptive summary of the
employee's behavior, integrity, strengths, and weaknesses based on personal
impressions rather than numerical data.

e Secrecy vs. Modern Rule: Historically, reports were kept strictly secret from
employees, offering no feedback for self-improvement. Today, court rulings and
union regulations mandate that any adverse (negative) remark must be officially
communicated to the employee.

e Pros & Cons: The immediate supervisor has direct observation of daily conduct, but
the subjective format carries a high risk of personal bias, favoritism, or victimization.

o FExample: A government department head files an annual qualitative summary on a
clerk's punctuality and loyalty directly into their official service record.

2. Essay Evaluation Method

e The appraiser writes a detailed narrative describing the employee's strengths,
weaknesses, overall behavior, and future potential. It is frequently combined with
rating scales to provide qualitative explanations for numerical scores.

e Key Areas Evaluated:

@)

Job Knowledge & Potential: Technical understanding and capacity for
growth.

Company Alignment: Grasp of organizational goals, policies, and operational
plans.

Interpersonal Relations: Quality of interactions with superiors, subordinates,
and peers.

Managerial Capabilities: Ability to plan, coordinate, and execute tasks
effectively.

Attitude & Perspective: General mindset, work ethic, and professional
outlook.

o Limitations:

High Subjectivity: Narrative evaluations are prone to evaluator bias and
personal prejudice.
Time-Consuming: Writing detailed essays for multiple subordinates requires

substantial time and managerial effort.
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o Dependence on Writing Skills: A poorly rated employee might suffer simply
because the manager lacks strong writing skills, while flowery or articulate
prose can mask average actual performance.

o Rushed Errors: Essays written under time constraints often miss critical
performance data.

Example: A senior project manager writes a two-page descriptive appraisal explaining
an analyst's strong problem-solving skills and project execution, while detailing their
need to improve cross-functional teamwork.

Adjectival Method

Based on the trait approach, the appraiser evaluates an employee across a predetermined
list of personal qualities and behavioral traits using descriptive adjectives (ranging from
Excellent to Very Weak). Each adjective carries assigned points, and the sum represents
the overall performance score.

Traits / Qualities

Excellent | Good | Normal / Average | Weak | Very Weak
©)) “4) (&) 2 0y

1. Learning abilities

2. Productivity

3. Quality of Work

4. Diligence

5. Cooperation

6. Job Perception

7. Sense of Duty

Date Total Points:

Limitations:

o High Subjectivity: Selecting an adjective depends on personal interpretation;
two managers might rate the exact same work quality differently (e.g., one
marks "Good" while another marks "Normal").

o Ignores Actual Goal Achievement: Focuses heavily on personality traits
rather than measurable managerial outcomes or actual targets achieved.
Example: A supervisor marks "Good" for a clerk's diligence and "Excellent" for
cooperation, totaling 28 out of 35 points, even if specific output benchmarks were not

tracked numerically.

Numerical Method

Instead of using qualitative adjectives, the evaluator assigns direct numerical marks
(e.g., on a scale of 1 to 10) to each predetermined trait or performance dimension.
Proponents prefer this method because assigning a direct numeric score (such as 6 or
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7) is perceived as simpler and more straightforward than debating descriptive words
like "Good" or "Very Good."

Traits / Qualities 1 2 3 4 5 6 7 8 9 | 10

1. Learning abilities

2. Productivity
3. Quality of Work
4. Diligence

5. Cooperation

6. Job Perception

7. Sense of Duty
Date Total Points:

o Limitations:

o Persistent Subjectivity: Assigning numbers remains a matter of personal
opinion; a score of "7" from a strict manager may reflect higher performance
than an "8" from a lenient manager.

o Ignores Concrete Goal Achievement: Like the adjectival method, it focuses
largely on generic traits rather than measuring actual managerial efficiency or
output targets.

e Solution / Calibration: To improve reliability and balance individual rater bias,
organizations often compute the average score from multiple evaluators.

e Example: Three committee members evaluate an assistant manager's "Productivity"
with scores of 6, 7, and 8, yielding a calibrated average score of 7.0 out of 10.

5. Ceritical Incidents Method (CIM)

o Evaluates employees based on specific, observable behaviors or events ("critical
incidents") that lead directly to the success or failure of a job task. Rather than relying
on end-of-year memory, the evaluator continuously records noteworthy positive and
negative actions as they occur.

e Prerequisites for Successful Implementation

o Direct Observation: Incidents must be logged while observing real work in
progress.

o Clear Role Targets: Observers must thoroughly understand the employee's targets
and job parameters.

o Predefined Standards: Objective criteria must define what qualifies as an effective
or ineffective incident.
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o Qualified Observers: Evaluators must possess the technical competence to assess
the operational impact of incidents.
o Systematic Reporting: Incidents must be documented promptly and accurately.

Practical Example: Evaluation of Assistant Plant Manager

Critical Incidents

Job Description Targets (Observed Behavior)

. ) I d plant utilization by 20% and
1. Production Maximize utilization of physical r:;flia:; gealliri/eu ' lzaell:ns yb /;g;
Scheduling and human resources Y S >

2. Materials

(Positive)

Material costs rose 12% over last
month; over-purchased parts A & B by

Control storage costs and
maintain optimum inventory

Management level 20%, under-purchased part C by 30%.
evels
(Negative)
3. Plant & ) Implemented a proactive maintenance
) Prevent unexpected machine . S .
Machinery . policy, eliminating production
. breakdowns and downtime ) . .
Maintenance interruptions. (Positive)

e Advantages:

o

Objective & Evidence-Based: Grounded in documented facts rather than
vague personal impressions.

Minimizes Bias: Reduces personal prejudice and eliminates recency bias
through continuous tracking.

Instant Administrative Utility: Provides factual documentation ready for
promotions, counseling, or disciplinary actions at any time.

o Limitations:

@)

Negative Bias Risk: Superiors often notice and log mistakes more readily than
routine good work.

"Unloading" at Review: Managers may hoard logged negative incidents and
dump a list of complaints during the annual meeting.

Perceived Micromanagement: Constant observation can make subordinates
feel overly monitored and micromanaged.

High Administrative Burden: Maintaining continuous event logs is time-
consuming and labor-intensive for managers.

6. Check List Method (Multiple Choice Method)

o Evaluates employees and managerial personnel using a structured list of behavioral
statements and managerial functions rather than vague adjectives. Each dimension
offers multiple descriptive options reflecting varying degrees of effectiveness, each
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assigned specific point values. The evaluator selects the single statement that most

accurately describes the employee's regular behavior.

Administrative Mechanism: The superior may complete the evaluation directly, or
simply check off observed behaviors and submit them to the HR/Personnel Department,
which then tallies the assigned weights to compute the final score.

Ilustrative Examples: Evaluating Personal Traits & Managerial Functions

o Self-Realisation (Initiative & Proactiveness):

l.
2.

3.
4.
5.

Identifies opportunities independently and acts quickly. (Highest Score)
Demonstrates good self-realisation; utilizes improvement opportunities
effectively.

Executes only what is strictly required; requires occasional reminders.
Works only when given explicit instructions.

Requires continuous follow-up and repeated instructions. (Lowest Score)

o Leadership:

1.

Highly self-motivated; demonstrates exceptional creative and visionary
thinking.

Possesses strong leadership capability and motivates the team effectively.
Displays standard supervisory ability; oversees routine work as a formal
duty.

Weak leadership skills; struggles to direct and inspire team members.
Lacks leadership presence; easily dominated or guided by subordinates.

o Decision-Making Ability:

NG TS

Outstanding judgment; makes prompt, well-reasoned, and sound decisions.
Demonstrates reliable and balanced decision-making ability.

Occasionally makes errors in judgment.

Frequently makes flawed or inconsistent decisions.

Chronically indecisive; avoids taking responsibility for decisions.

o Managerial Functions (e.g., Planning & Organizing):

1. Planning: Ranging from "Proactively plans departmental workflow and
assists subordinates" down to "Careless about planning and duties."
2. Organizing: Ranging from "Sound structural vision and organizing
capacity" down to "Creates chaotic, uncoordinated operational conditions."
Limitations
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1.

Complex Design & Weighting: Assembling, validating, and assigning statistical
weights to numerous statements across diverse job roles is labor-intensive and
complicated.

Lack of Universal Applicability: Checklists crafted for operational staff cannot be
applied to managerial personnel, requiring separate customized lists for every job
profile.

Persistent Selection Bias: A degree of subjectivity remains when the evaluator
decides which statement best fits the employee.

7. Graphic Rating Scale Method

The most widely used traditional and systematic appraisal technique. The evaluator
uses a standardized form listing specific job performance dimensions (e.g., quantity of
work, quality, job knowledge) along with descriptive performance levels. The rater
selects the description that best reflects the employee's work, and the associated points

are summed to determine the final score.

Specimen: Graphic Rating Scale

Performance Level 1 Level 2 Level 3 Level 4
Dimension (Highest) (Lowest)
1. Work Consistently Consistently Occasionally Consistently
Accuracy superior satisfactory unsatisfactory unsatisfactory

. Consistently
2. Leadership Extraordinary / Exceller}t Good leadership weak
Excellent leadership .
leadership
3. Ability to Learning ability Takes
Learns very . . .
Learn New ickl Learns easily is average / not considerable
Techniques d y bad time to learn

Key Characteristics & Limitations

o

o

Applicability: Easy to understand and administer across both non-managerial
employees and executive staff.

Operational Ease: Standardized choices make it simple for raters to evaluate
multiple dimensions quickly.

Persistent Subjectivity: Selecting between levels (e.g., Consistently satisfactory
vs. Consistently superior) remains vulnerable to individual rater bias, leniency, or
strictness errors.

Example: An operations executive receives Level 2 in Work Accuracy (4 pts), Level
1 in Ability to Learn (5 pts), and Level 3 in Leadership (3 pts), yielding a cumulative
score of 12 out of 15.

8. Behaviourally Anchored Rating Scales (BARS)
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e BARS combines the qualitative benefits of the Critical Incidents Method with the
quantitative structure of the Graphic Rating Scale. It evaluates performance along
specific job dimensions using concrete behavioral statements ("anchors") rather than
vague adjectives, rating behaviors from highly effective to ineffective.

e Specimen: BARS Scale for a Salesperson

Performance Level Points Behavioral Anchor
(Observable Job Behavior)
Makes valuable suggestions to increase sales
Extremely Good 7 and builds strong positive relationships with
all customers.
Regularly initiates creative ideas to improve
Good 6
departmental sales.
Keeps in frequent, proactive contact with
Above Average 5
customers.
A 4 Delivers goods to clients on time, though
verage with noticeable difficulty.
Below A 3 Unloads goods from delivery trucks only
clow Average when explicitly ordered by the supervisor.
Informs and updates only a few select
Poor 2
customers.
Verv P ] Neglects  responsibilities  and  takes
ery roor unauthorized extended tea breaks.

e Step-by-Step Development Process of BARS

Step 1: Collection of Critical Incidents: Supervisors and job holders collaborate to

list specific examples of exceptionally effective and ineffective work
behaviors.

Step 2: Identifying Performance Dimensions: The gathered incidents are grouped
into 5 to 10 core job dimensions (e.g., customer relations, initiative, delivery
timeliness).

Step 3: Reclassification (Retranslation): A second group of knowledgeable raters
independently reassigns each critical incident to the defined dimensions to
verify placement accuracy.

Step 4: Assigning Scale Values: Raters assign numerical scale values (e.g., 1 to 7) to

each retained incident; mean values and standard deviations are calculated to
retain only high-agreement behaviors.
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Step 5: Developing the Final Instrument: A final vertical scale is created for each
dimension, anchored with 6 to 7 validated behavioral statements arranged by
their mean scores.

Advantages:
o Objective & Behavioral: Grounded in observable actions rather than vague
personal traits.
o High Employee Acceptance: Both supervisors and job holders participate in
designing the criteria, enhancing trust and perceived fairness.
o High Reliability & Construct Validity: Clear anchors reduce individual
interpretation errors.

Limitations:
o Activity vs. Results Oriented: Focuses heavily on specific activities rather
than bottom-line business outcomes.
o Complex & Expensive: Time-consuming, technically demanding, and difficult
to construct for dynamic roles.

Forced Choice Method

Designed specifically to eliminate rater bias, favoritism, and personal prejudice by
forcing the evaluator to choose between descriptive statements of seemingly equal
social desirability. The rater cannot manipulate the final outcome because the scoring
key and point weights are kept strictly confidential.

Structure of the Evaluation Tool (Paired Statements / Tetrads)

The appraisal form presents sets of four statements (two pairs). Each set contains two
favorable statements and two unfavorable statements. The evaluator must select the one
statement that is most descriptive and the one that is least descriptive of the employee:

o Pair A (Unfavorable Options):
1. The employee tries to escape from responsibility.

2. The employee lacks a sense of humor.

o Pair B (Favorable Options):
1. Arouses a sense of self-respect in the organization.
2. Makes constructive suggestions for improvement.

Administrative Mechanism

o Blind Scoring: The rater merely checks off the best-fitting statements from each
pair without knowing which items carry positive or negative weights.
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o Centralized Tabulation: The completed forms are submitted directly to the
HR/Personnel Department or an independent appraisal committee, which applies
the confidential scoring key to determine the final score and performance grade.

e Advantages:

o Controls Subjectivity & Bias: Substantially reduces conscious favoritism,
leniency error, and personal prejudice.

o High Reliability: Produces objective, comparable data across different
departments and raters.

o Disadvantages:

o Complex Instrument Design: Writing balanced pairs that appear equally
attractive or negative is difficult and time-consuming.

o Rater Resistance: Evaluators often dislike being "forced" to choose between
seemingly identical or artificial options without seeing the scoring logic.

o Secrecy Risks: If the scoring key leaks over time, the method loses its primary
protective advantage against biased rating.

10. Composite Method

e An integrative, multi-dimensional appraisal framework that synthesizes several
evaluation techniques—primarily the Trait Method, Graphic Rating Scale,
Managerial Functions Approach, and the Critical Incidents Method—into a single
comprehensive evaluation instrument.

e Core Philosophy: Rather than relying solely on personality qualities or raw output
figures, it evaluates how an employee applies their behavioral traits and managerial
skills toward achieving specific operational goals.

e Specimen: Composite Appraisal Instrument (Evaluation of an Accountant)

Evaluation Dimensions & Criteria

Excellent
Average
Satisfactory
Need for

Better than
Improvement
Unsatisfactory

I. Technical Know-How

1. Knowledge of accounting and auditing & its practical
application

2. Knowledge of taxation and procedures & its
application

3. Reporting and periodic financial review
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4. Audit programme execution and suggestions for
improvement

5. Knowledge of client/customer business operations
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Qualitative Comment / Critical Incident:

I1. Leadership & Behavioral Traits

1. Attitude, self-motivation, and initiative

2. Creative imagination and problem-solving

3. Decision-making ability

4. Working relations with superiors

5. Interpersonal relations with colleagues and peers

Qualitative Comment / Critical Incident:

I11. Management of Task (Managerial Execution)

1. Planning and coordinating own task workflow

2. Effective utilization of assigned manpower

3. Time management and schedule adherence

4. Responsiveness to requests from superiors and clients

Qualitative Comment / Critical Incident:

e Structural Integration in the Composite Method

o Graphic Scale Component: Uses standardized grading columns (Excellent down
to Unsatisfactory) for quick quantitative assessment.

o Managerial & Functional Component: Assesses job-specific execution,
including task planning, manpower coordination, and time management.

o Critical Incident Component: Includes dedicated comment sections under each
functional block to document specific factual events explaining the given rating.

e Advantages:

o Comprehensive & Balanced: Evaluates employee qualifications, behavioral
traits, actual goal achievements, and leadership capabilities simultaneously.

o Higher Diagnostic Validity: The combination of numerical ratings and
qualitative incident logs gives HR a 360-degree foundation for promotion,
succession planning, and training design.

o Limitations:

o Complex Form Design: Creating a balanced, multi-tier evaluation sheet

requires expert HR knowledge and extensive job analysis.
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o

Demands High Rater Competence: The evaluator must be highly resourceful,
objective, and trained in both behavioral observation and quantitative scoring.

11. Self-Appraisal or Self-Evaluation Method

Traditional appraisal methods operate as a "one-way street" where a superior

unilaterally judges a subordinate. Behavioral scientists argue that unilateral evaluation

often breeds artificial behavior, defensiveness, and demotivation among employees

who feel unfairly assessed. Modern appraisal emphasizes a participatory approach,
making the employee an active partner in evaluating their own performance.

Merits:

o

Upward Flow of Information: Provides management with direct insight into
the employee's self-perception, actual working challenges, and achievements.
Encourages Systematic Self-Reflection: Forces subordinates to think
critically about their own performance, strengths, and operational bottlenecks.
Strengthens Communication: Fosters constructive dialogue and mutual
understanding between superiors and subordinates.

Boosts Employee Motivation: Increases job satisfaction and commitment
through direct participation in the appraisal process.

Demerits:

o

Risk of Over-Rating (Leniency Bias): Employees naturally hesitate to expose
their own weaknesses or rate themselves as "unsatisfactory," leading to inflated
self-scores.

Limited Administrative Utility: Promotion, bonus, and compensation
decisions cannot rely solely on self-evaluation due to inherent bias.

Loss of Practical Value: If every employee rates themselves at the top, the
appraisal loses its diagnostic and comparative value.

The Participatory Solution: Balancing Self-Appraisal with Management Review

Because unilateral rating tends to be overly strict and subjective, while pure self-
appraisal tends to be overly lenient, organizations adopt a Participatory Appraisal
Approach:

o Mutual Goal Setting: The superior and subordinate jointly establish performance
benchmarks through mutual consultation.

o Periodic Self-Review: The subordinate evaluates their own output against these
agreed standards over the review period.

o Joint Performance Review: Both parties analyze the self-appraisal together,
diagnose skill deficiencies, and agree upon remedial training measures.
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Representation & Fairness: Gives the ratee an opportunity to explain variances or
constraints without fear of unilateral bias or under-rating.

Strategic Alignment: Management by Objectives (MBQO) serves as the practical
operational framework for implementing this participatory appraisal model.

12. Management by Objectives (MBO)

Introduced by Peter F. Drucker (1954) and later refined by George Odiorne, Valentine,
and John Humble, MBO operates on the philosophy of managing "of the objectives, for

the objectives, and by the objectives." It functions as a goal-oriented, participatory
appraisal technique that emphasizes what is to be achieved (results and outputs) rather

than merely how it is achieved (activities or personal traits).

Step-by-Step MBO Appraisal Process

1.

Setting Organizational Objectives: Top management, in consultation with
departmental heads, establishes broad, verifiable, and measurable strategic goals for
the organization over the appraisal period.

Defining Key Result Areas (KRAs) & Departmental Targets: Departmental
managers consult with subordinates to define KRAs—critical functional areas that
directly determine organizational success—and set quantitative targets for each
employee that complement higher-level goals.

Periodic Review & Environmental Alignment: Throughout the review period,
managers and subordinates periodically monitor progress and adjust targets
dynamically to reflect changes in the operating environment.

Performance Evaluation & Gap Analysis: At the close of the period, both parties
jointly assess actual output against targets, diagnose reasons for any
shortfalls/deviations, and formulate corrective action plans.

Resetting Future Goals: The cycle concludes with the joint formulation of new
performance targets and developmental objectives for the next period.

Advantages:

o Objective & Measurable: Replaces subjective trait ratings with concrete,
quantifiable benchmarks across organizational, departmental, and individual
levels.

o High Stakeholder Acceptance: Participatory goal-setting creates shared
ownership, reducing appraisal resistance and conflict.

o Fosters Self-Control & Development: Encourages employees to take
responsibility for their own performance outcomes.

Limitations:
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o Operational Gap (Ideal vs. Practice): Often criticized as sound in theory but
difficult to implement effectively due to paperwork burdens and rigid targets.

o Lack of Universal Standards: Because goals are customized to individual
roles, comparing performance across different employees or departments can
be challenging.

o Risk of Passive Participation: If subordinates act simply as "yes-men" who
merely agree to top-down demands, genuine participation is lost.

o Heavy Dependence on Culture: The method requires an open, democratic
leadership style and high organizational commitment to succeed.

B. Multiple Persons Appraisal Methods

When multiple employees work in the same unit and their performance is evaluated in
comparison with one another (rather than against isolated individual benchmarks), Multiple-
Person / Comparative Methods are applied.

1.

Ranking Method

The oldest and simplest formal appraisal technique. The evaluator assesses the
employee and their overall work as a single complete entity—without breaking down
traits or job dimensions into separate fractional components—and arranges the
employees in a sequential hierarchy of merit or worth from best to poorest.
Operational Procedure (Alternation Ranking Technique)

Step 1 (List Formulation): The appraiser compiles a complete list of all employees in
the department and removes any individuals whom they do not know well enough
to judge.

Step 2 (Extremes Identification): From the remaining group, the rater identifies the
best performer and assigns them Rank 1, then identifies the poorest performer
and assigns them the last rank (e.g., Rank 10). Both names are crossed off the
active working list.

Step 3 (Sequential Narrowing): From the remaining names, the rater selects the next
best performer (Rank 2) and the next poorest performer (Rank 9), crossing them
off as well.

Step 4 (Final Merit List): This alternating process continues until every employee on
the list is assigned a relative rank, producing a definitive top-to-bottom merit
roster.

Advantages:
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o

Simplicity & Speed: Extremely easy to understand, requires no complex
software or statistical forms, and takes minimal administrative time for small
teams.

Forces Differentiation: Prevents central tendency or general leniency errors
because the manager cannot give everyone an average or top score.

Limitations:

o

Lack of Objective Criteria: Because traits and functional metrics are not
broken down, rankings rely heavily on the appraiser's overall subjective
impression, making the method vulnerable to personal bias and favoritism.
Ignores Relative Distance (Magnitude): The rank order shows who is ahead
of whom, but fails to indicate how much better one employee is compared to
another (e.g., the performance gap between Rank 1 and 2 might be tiny, while
the gap between Rank 2 and 3 might be massive).

Unwieldy for Large Groups: Becomes excessively difficult, clumsy, and
unreliable when evaluating large workforces.

2. Paired Comparison Method
e Developed to overcome the difficulty of comparing one employee against the entire
group simultaneously. In this technique, each employee is compared individually with
every other employee, one pair at a time, across specific traits or overall performance.
e Scoring Mechanism: In every pair, the superior performer receives a plus sign (+) and
the inferior performer receives a minus sign (—). The total number of positive marks
(+) determines the final ranking.
o Mathematical Formula: For N employees, the total number of comparisons required
is:
. N(N-1)
Total Comparisons = —
o Illustrations: Evaluating 4 Employees (A, B, C, D)
o Evaluation Dimension 1: Quality of Work Performance
Wlt.h wh.om A B C D Total Rank
comparison is made (+)
A — + + - 1 111 (Tie)
B - — - - 3 I
C - + — + 1 11 (Tie)
D + + - — 1 Il (Tie)

Interpretation: B is superior to A, C, and D, receiving 3 positive marks (Rank 1). A, C, and
D receive 1 positive mark each, placing them equal in performance.
Evaluation Dimension 2: Quality of Creativity
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Wlt.h wh.om A B C D Total Rank
comparison is made )
A — - - + 3 I
B + _ - + 1 1l (Tie)
C + + — - 1 11 (Tie)
D + - + — 2 i

Interpretation: A is rated highest with 3 positive points (Rank 1), followed by D with 2 points
(Rank 2), while B and C receive 1 point each.

Advantages vs. Limitations

Advantages:

o Systematic & Objective: Breaking the evaluation down into head-to-head pairs
makes comparative judgment much easier and more precise than ranking an
entire group at once.

o Clear Differentiation: Provides a clear rank order based directly on the
frequency of superior performance.

Limitations:

o Impractical for Large Groups: As the number of employees grows, the
number of required comparisons multiplies exponentially (e.g., 20 employees
require 190 individual pairs), making it tedious and unwieldy.

Person-to-Person Comparison Method

Historical Context & Concept: Originally developed and utilized by the military
during World War 1. Instead of comparing entire individuals holistically, employees are
evaluated factor-by-factor against a designated '"Key Person" who serves as the
standard benchmark for that specific trait.

Operational Mechanism

Selecting Trait Benchmarks: Key performance traits (such as Leadership, Initiative,
Dependability, Loyalty, Diligence, and Cooperation) are identified.
Assigning "Key Men'"': For each trait, the rater selects an employee who embodies that
specific quality as the standard:
o Leadership Factor: Employee A is selected as the benchmark. Employees B,
C, and D are compared against A and placed along the scale (upper end, lower
end, or intervening positions) depending on whether their leadership is superior
or inferior to A.
o Initiative Factor: Employee B is selected as the benchmark. Employees A, C,
and D are evaluated relative to B's standard.
o Cooperation Factor: Employee C is selected as the benchmark, and all other
colleagues are measured against C.
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Scale Placement: The individual demonstrating the highest degree of a trait sits at the
top of the scale, the lowest sits at the bottom, and others occupy the intervening
positions according to their relative merit.

Advantages:
o Factor-by-Factor Specificity: Prevents overall impression bias by isolating
individual qualities rather than evaluating people as generalized wholes.
o Concrete Reference Points: Uses real, observable individuals rather than
abstract numerical scales or vague definitions as benchmarks.
Limitations:
o Subjective Scale Construction: Designing and defining separate comparative
scales for every factor is difficult and complex.
o No Inter-Departmental Comparability: Because the "Key Person" is unique
to a single team, scores cannot be compared across different departments.
o Limited Utility for Modern Appraisals: Highly useful in job evaluation
systems, but has limited practical relevance in contemporary employee
appraisal.

4. Forced Distribution Method

Assumes employee performance naturally follows a normal distribution (bell curve).
The evaluator is forced to distribute employees across predetermined grade categories
based on fixed percentages, preventing managers from clustering all ratings at the high
or middle end.
Dual Evaluation Criteria: Appraisals are typically conducted across two separate
dimensions:

1. Job Performance: Actual work output and task execution.

2. Promotability: Potential for higher responsibility (classified as Highly

Promotable, May/May Not Be Promotable, or Unlikely Promotable).

Predetermined Grade Distribution (Bell Curve Model)

Grade Performance Fixed Distribution
Category Description (%)
Grade A Outstanding 10%
Performance
Grade B Good Performance 20%
Grade C Average / Satisfactory 40%
Performance
Grade D Fair Performance 20%
Grade E Poor / Unsatisfactory 10%
Performance
Advantages:
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o Eliminates Rater Biases: Effectively eradicates central tendency (rating
everyone as average), leniency error (rating everyone too high), and strictness
error (rating everyone too low).

o Facilitates Administrative Decisions: Simplifies compensation planning,
bonus allocation, and promotion shortlisting by establishing clear top and
bottom cohorts.

o Limitations:

o Lowers Employee Morale: High performers placed in an "average" grade
simply due to fixed quotas may feel demoralized and disengaged.

o Hides Individual Standouts: The single best performer in a unit is not
recognized with a distinct "Rank 1"—they are merely grouped with the top 10%
cohort.

o Flawed in High-Performing Teams: If a department consists exclusively of
top talent, forcing 10% into the "Poor" category creates an artificial and unfair
appraisal.

C. Other Appraisal Methods (Modern & Specialized Techniques)

1. Group Appraisal Method

e An employee is evaluated by a committee of appraisers rather than a single individual.
The panel typically includes the immediate supervisor, other supervisors who interact
with the employee's work, the departmental manager (who acts as Chairman), and
external HR consultants.

e Process: The immediate supervisor provides detailed operational data and job
standards to the group. The committee collectively evaluates the employee against
benchmarks, identifies performance deviations, and formulates an actionable
improvement plan.

o Advantages & Utility: Reduces individual supervisor bias, broadens the assessment
perspective, and ensures balanced administrative decisions regarding promotions and
transfers.

2. Human Resources Accounting (HRA)

e A sophisticated, quantitative technique that treats human resources as valuable capital
assets. It evaluates performance by comparing the economic costs incurred on an
employee against the monetary value of their productivity/contribution over time.

¢ Measurement Framework:
o Cost Factors: Acquisition (recruitment/selection), training, development, and
compensation expenses.
o Benefit Factors: Monetary value of labor output, revenue generated, or cost
savings achieved.

39



o Evaluation Outcome: If the economic contribution exceeds total costs,
performance is deemed positive; if costs exceed contribution, it indicates a
deficit requiring corrective action or reassignment.

o Limitations: Highly complex to quantify human value accurately in financial terms;
still in a developing stage and not widely adopted in Indian organizations.

3. Assessment Centre

o Historical Context & Concept: Originally developed by the German Army in 1930
for officer selection and later adopted by industrial enterprises. It is not merely a single
appraisal tool, but a comprehensive organizational system designed to evaluate current
performance and assess executive potential for future promotion.

e Operational Procedure:

o Candidates from various departments are brought together at an assessment
center for 2 to 3 days.

o A panel of trained experts and psychologists evaluates candidates through
situational exercises, including in-basket exercises, business games, role-
playing, case studies, and simulations.

o Assessors rank candidates by managerial competence, identify skill gaps, and
recommend tailored executive development programs.

o Key Merits: High objectivity and validity; gives equal promotional opportunity to
employees from low-profile departments to compete purely on demonstrated capability.

4. Field Review Method

e Designed to eliminate the personal prejudices and rating biases typical of immediate
line supervisors. A trained, independent HR specialist goes directly into the "field" (the
work floor/department) to conduct the appraisal.

e Process: The HR expert interviews the line supervisor in detail, asks structured
questions regarding employee performance, and collects factual performance evidence.
The expert then drafts a standardized appraisal report and reviews it with the supervisor
for approval and discussion with the employee.

o High Objectivity: Professional HR facilitation prevents supervisory favoritism,
leniency, and halo errors.

o High Cost: Requires significant time and specialized HR professionals, making it
expensive to execute across large workforces.

4.5 Importance and Strategic Advantages of Performance Appraisal

Performance appraisal serves as a foundational human resource management system for
operational staff and corporate executives alike. Its core benefits include:
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Confirmation or Relieving on Probation Period Completion: Newly hired
employees typically undergo a probation period of one to two years. A systematic
appraisal provides concrete evidence to determine whether the probationer has achieved
satisfactory performance benchmarks to earn permanent confirmation or should be
relieved of duties due to incompetence.

Merit-Based Promotion Decisions: Promotion acts as formal appreciation for
exceptional efficiency and sustained competence. Objective appraisal records allow
management to identify high performers eligible for greater managerial responsibilities,
replacing seniority-based favoritism with meritocracy.

Humane and Rational Employee Transfers: Over time, technological advancement
or skill erosion due to age can render an employee less effective in their current role.
When legal constraints or humanitarian considerations make termination inadvisable,
appraisal data guides management in transferring the individual to a suitable role
aligned with their capabilities.

Sharpening Supervisory Insight and Evaluative Skills: Periodic appraisals habituate
supervisors to observe work patterns closely, understand job complexities, and assess
employee capabilities systematically, enhancing overall managerial acumen.

Designing Targeted Training and Development Programs: Appraisals highlight
specific operational bottlenecks and skill deficits across departments. Human Resource
managers can use this diagnostic data to formulate customized training curricula to
eliminate identified deficiencies.

Enhancing Managerial Direction and Counseling: By identifying an employee's
exact operational puzzles and behavioral weaknesses, the appraisal equips superior
executives with the baseline facts needed to provide constructive direction, coaching,
and corrective guidance.

Boosting Workplace Morale and Motivation: An institutionalized, fair appraisal
policy raises employee morale. The expectation of objective recognition and higher
ratings motivates employees to perform at elevated standards.

Evaluating Strategic Human Resource Capability: Appraisals supply top
management with an updated inventory of the workforce's skills, qualifications, and
core traits, determining whether the organization possesses the talent required to
achieve long-term strategic objectives.

Expanding Production and Cost Efficiency: Setting clear performance targets and
appraising outcomes motivates workers to maximize labor productivity, driving higher
total output and reducing per-unit operational costs.
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4.6 Problems and Inherent Biases in Performance Appraisal

Conducting an objective, impartial appraisal is a complex undertaking. Senior executives must
be conscious of several psychological and operational pitfalls:

1. Problem of Lack of Clear Standards:

Many organizational roles involve intangible dimensions—such as creative
imagination, decision-making quality, honesty, and strategic vision—that are
difficult to quantify. Setting precise, universally agreed-upon benchmarks for
roles like HR Manager, Finance Head, or R&D Scientist is challenging.

In the absence of well-defined standards, evaluators enjoy unchecked discretion
in interpreting performance adjectives (e.g., distinguishing between "Good" and
"Excellent"), injecting severe subjectivity into the final evaluation.

2. The Halo Effect:

Occurs when an evaluator's single generalized impression (positive or negative)
of an employee spills over to taint all performance dimensions.

If an appraiser has a friendly relationship with a subordinate, they may award
top marks across all technical areas, even where the employee falls below
standard. Conversely, a single disliked trait can drag down ratings across
unrelated competencies. Raters must be trained to separate overall impressions
from specific task quality.

3. The Central Tendency Problem:

Evaluators often experience psychological discomfort or fear regarding the
consequences of extreme ratings (either giving very high or very low scores).
To stay safe and avoid interpersonal conflict or justification demands, raters
avoid the outer ends of a scale (such as scores 1-2 or 6—7) and assign everyone
middle-tier ratings (scores 3-5). This practice distorts appraisal data,
demotivates high achievers, and protects underperformers.

4. Excessively Liberal or Excessively Strict Evaluation (Leniency / Strictness Bias):

Individual managerial dispositions differ significantly. Some executives are
naturally lenient and rate all subordinates generously, while others apply harsh
standards and rate everyone strictly.

This inconsistency destroys organizational appraisal parity. An average worker
under a lenient manager may receive a higher rating than an outstanding worker
under a strict evaluator, resulting in unfair promotions and compensation
disparities.
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5. Bias, Partiality, and Subjective Prejudice:

e Societal and personal prejudices—such as those based on caste, creed, gender,
regional identity, or personal rivalries—can improperly enter the appraisal
process.

e When personal biases dictate scores, the appraisal system loses organizational
legitimacy, breeds employee cynicism, and leads to legal or industrial disputes.

4.7 Overcoming Performance Appraisal Problems

To mitigate common appraisal biases and administrative bottlenecks, organizations implement
several corrective measures:

1. Comprehensive Training for Appraisers: Performance evaluation requires both deep
job knowledge and technical rating skills. Conducting structured training equips
evaluating executives to understand the strategic purpose of appraisal, recognize
subconscious biases (such as halo, central tendency, or leniency errors), and evaluate
subordinates neutrally and objectively.

2. Selection of an Appropriate Appraisal Method: The quality of the appraisal depends
directly on the integrity of the evaluator and the structure of the chosen tool.
Standardized, objective-oriented methods (e.g., MBO, BARS) should be favored over
purely subjective trait scales to avoid extreme ratings.

3. Enhancing Reliability and Integrity: The appraisal system only fulfills its purpose
when its data is reliable. Reliability depends on the character and fairness of the
appraiser; therefore, organizations must assign evaluators of proven integrity,
professional impartiality, and high technical standing.

4. Review by Higher Authority (Appraisal Calibration): Leaving ratings solely to the
discretion of an immediate supervisor creates risks of unfairness. Progressive
enterprises establish a review process where departmental heads or independent
calibration panels review the submitted scores, adjusting inflated or excessively harsh
ratings to preserve equity.

5. Engagement of Neutral External Consultants: Using independent HR experts and
external evaluators for high-stakes assessments (e.g., Assessment Centers) removes
internal office politics, departmental rivalries, and personal biases.

6. Constructive Feedback and Post-Appraisal Counseling: An appraisal is incomplete
without a structured, two-way feedback interview. Managers must discuss positive
achievements alongside developmental areas, helping the appraisee design a concrete
career development and corrective action plan.
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4.8 Inherent Limitations of Performance Appraisal

Despite robust safeguards, performance appraisal systems encounter several structural
limitations:

1. Persistence of Subjectivity: Regardless of form design, elements of personal bias,
favoritism, and subjective prejudice can subtly enter ratings and distort outcomes.

2. Central Tendency Distortion: When evaluators cluster all employees around the
middle of the scale, it does severe injustice to standout top performers while granting
undeserved protection to inefficient workers.

3. Risk of "Post-Mortem" Obsolescence: If treated merely as a backward-looking
historical review rather than a forward-looking developmental roadmap, appraisal loses
its organizational value.

4. Demotivation from Low Ratings: Employees who receive poor or below-expectation
ratings often experience a decline in morale, job satisfaction, and overall productivity.

5. Employee Suspicion in the Absence of Transparency: If the process lacks clear
communication, constructive counseling, or open feedback, subordinates become
skeptical of management's intentions.

6. High Administrative Cost: Designing, executing, auditing, and reviewing
comprehensive appraisal systems consumes substantial managerial time, organizational
energy, and financial resources.

4.9 Essential Characteristics of an Effective Performance Appraisal System

For a performance appraisal system to deliver strategic value, it must embody the following
essential attributes:

1. High Reliability and Construct Validity:

o Reliability: Two equally qualified appraisers evaluating the same employee
using the same instrument should arrive at consistent, comparable ratings.

o Validity: The instrument must genuinely measure what it intends to assess (e.g.,
measuring readiness for higher managerial responsibilities when evaluating
promotability).

2. Explicit Job-Relatedness: Criteria and benchmarks must tie directly to the actual job
description, critical duties, and observable work behaviors.
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System-Wide Standardization: Appraisal forms, evaluation scales, assessment
cycles, and scoring procedures must be standardized across identical job profiles to
ensure cross-departmental fairness.

Legal Compliance: The entire system must conform to national labor laws,
employment regulations, equal opportunity mandates, and judicial precedents to
withstand legal scrutiny.

Practical and Financial Viability: The appraisal architecture must remain simple to
administer, easy to understand, and cost-effective to execute on an ongoing basis.

Evaluator Competence and Training: Ongoing training builds evaluators' rating
confidence, raises awareness of cognitive errors, and trains them in accurate behavioral
documentation.

Open Two-Way Communication: Encourages transparent dialogue between the
appraiser and appraisee through structured feedback interviews, clarifying both
performance successes and developmental needs.

Employee Access to Results: Employees must have full visibility into their appraisal
scores and qualitative remarks, giving them the factual insights needed to initiate self-
corrective actions.

Institutionalized Due Process (Grievance Redressal): The organization must
maintain a clear, formal appeal mechanism allowing employees who disagree with their
rating to submit representations and seek fair redressal from higher authorities.
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