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Results of the 2010
Study on The State of
Performance Management

There has been much written lately
concerning the value that perfor-
mance management brings to an
organization; some headlines have
even gone so far as to state, “Down
with employee reviews; they don’t
add value.” Going beyond the
headline though, the story consis-
tently emphasizes the importance of
setting expectations, measuring results
and providing constructive develop-
mental feedback.

To gather information about

the current state of performance-
management effectiveness and
outcomes, WorldatWork and Sibson
Consulting collected feedback from

a sample of WorldatWork members
through participation in a confidential
online survey. In May and June 2010,
750 individuals, primarily senior-level
human resources (HR) professionals,
responded.” This report presents

the results of the WorldatWork/
Sibson 2010 Study on The State of
Performance Management, which
indicate mixed reviews concerning
the state of performance management.
While organizations still consider
performance management as a means
to achieve business objectives and
differentiate high performers from
low performers, there seem to be
many challenges that impede an
organization’s ability to achieve
effective performance management.

* The demographic profile of the respondents is
similar to that of the WorldatWork membership.
The organizations represented in the study range in
size from fewer than 100 employees to more than
100,000 employees, with the largest percentage
(43 percent) in the 1,000-9,999 range.

GoaLs AND CHALLENGES

Almost all of the survey respond-
ents (91 percent) indicated that

their organization has a formal
performance-management program.
The study found that the top goal of
performance management, which

was selected by two-thirds of the
respondents, is differentiated distribu-
tion of rewards based on individual
performance. As illustrated by the first
set of bars in Graph 1, other important
goals are greater individual account-
ability and talent development.

“The top goal of performance
management...is differentiated
distribution of rewards based
on individual performance.”

According to more than half of the
respondents, the top challenge faced
by organizations is managers’ inability
to have difficult performance
discussions. The second and third
greatest challenges are performance

Graph 1: Top Three Goals and Challenges, by Percentage of Respondents
Selecting Each Option*

Top Three Goals n=598

Differentiated Distribution of Rewards
Based on Individual Performance

Greater Individual Accountability

Talent Development

Top Three Challenges n=575

Managers Lack Courage to Have
Difficult Performance Discussions

Performance Management Viewed
as an “HR Process” Instead of
a Business-Critical Process

Poor Goal Setting

Survey
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WorldatWork (www.worldatwork.org) is a
not-for-profit organization providing educa-
tion, conferences and research focused on
global human resources issues including
compensation, benefits, work-life and inte-
grated total rewards to attract, motivate and
retain a talented workforce. Founded in 1955,
WorldatWork has nearly 30,000 members

in more than 100 countries. lts affiliate
organization, WorldatWork Society of Certi-
fied Professionals®, is the certifying body

for the prestigious Certified Compensation
Professional® (CCP®), Certified Benefits
Professional® (CBP), Global Remuneration
Professional (GRP®), Work-Life Certified
Professional™ (WLCP®), Certified Sales
Compensation Professional™ (CSCP™), and
Certified Executive Compensation Profes-
sional™ (CECP™). WorldatWork has offices in
Scottsdale, Arizona, and Washington, D.C.

management is viewed as an “HR
process” rather than a business-
critical process and poor goal setting.
See the second set of bars in Graph 1.
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* Respondents were asked to select three goals from a list of eight and three challenges from a list of ten.
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INDIVIDUAL PERFORMANCE
GoaLs oR CRITERIA

Half of the organizations include
the achievement of goals and objec-
tives as at least one of the criteria
for performance evaluation. As
shown in Graph 2, the goals are
most often based on primary job
accountabilities (76 percent of
respondents). Smaller percentages
of organizations base individual
goals on performance against
quantitative metrics, demonstration
of competencies or acquisition of
new skills.

Graph 2: Types of Goals Set for Individuals to Evaluate Performance
and Link to Individual Rewards, by Percentage of Respondents*

Goals based on primary
job accountabilities

Goals based on performance
against quantitative metrics

Goals based on demonstration
of competencies

Goals based on
acquisition of new skills

Goals are not set

According to respondents’ percep-
tions, alignment between individual
goals and organizational goals is
strongest at the senior-management
level. The perceived linkage decreases
significantly at the middle-manager
level and is lowest for employees who
are not managers. See Graph 3 for the
supporting data.

At the majority of organizations

(61 percent), individuals have input in
setting their goals. In contrast, goals
“cascade down” to individuals from
the top at 28 percent of organizations
in the study.

76%
53%
41%

22%

at my organization 2
Other** 6%
0 10

n=598
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* Total exceeds 100% because respondents could select multiple types of goals.

** Other includes a combination of all the above as well as goals based on corporate objectives and project-based goals.

Graph 3: Perceived Relative Alignment of Goals Among Senior Managers,

Middle Managers and Non-Managers

Senior Managers n=592

28% 42%

Middle Managers* n=588

6% 39%

Non-Manager Employees n=588
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* Total exceeds 100% due to rounding.

RaTiNGs AND METHODS USED TO
ENCOURAGE DIFFERENTIATION

More than half of respondents
reported that their organizations
use a five-point scale for rating
employee performance. This result
was consistent regardless of
organization size or industry.

The 2010 Study on The State of
Performance Management found
that the most common method

used to encourage differentiation of
individual performance ratings — the
number one goal of performance
management, as noted above — is an
audit of ratings by HR. Two other
methods, a specified ratings distribu-
tion and/or calibration of ratings
among managers, are each used by
about one-third of organizations in
the study. See Graph 4 on page 3.
Among 46 percent of organizations
in the study, managers and depart-
ment/division leaders receive reports
describing their distribution of
performance ratings and comparing
the distribution to the organization’s
overall distribution.

Graph 4 also shows that 35 percent
of organizations do not have a
targeted method for differentiating
assessments. Organizations with
fewer than 5,000 employees were
more likely than larger organizations
to be in this category.

In the majority of organizations

(81 percent), managers or line
leaders are responsible for approving
individual ratings. HR approves
individual ratings in 37 percent of
reporting organizations.

MANAGERS’ ROLE IN
PERFORMANCE MANAGEMENT

As already noted, the highest rated
challenge to effective performance
management cited by nearly half
of respondents is that managers
lack the courage to have difficult
performance discussions with
employees. More than half
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(56 percent) of organizations invest
in manager and employee training
in order to make performance
management more effective. A
similar percentage of respondents
(55 percent) reported that managers
complete their assessments on time.
However, far fewer organizations
(28 percent) felt their managers focus
on having effective performance
conversations, rather than just
completing forms.

The study found no consensus on
the thoroughness of managers’
assessments. Although 36 percent of
respondents agreed that managers
complete thorough assessments,

33 percent disagreed and 31 percent
neither agreed nor disagreed.

More respondents disagreed

(46 percent) than agreed (22 percent)
with the statement, “The performance-
management program consumes too
much time for the value it provides.”

RELATIONSHIP OF REWARDS TO
PeERFORMANCE MANAGEMENT

The study found that performance
management is much more likely to
be linked to merit increases than to
either short-term or long-term incen-
tives. Graph 5 provides details.

Performance management appears to
provide opportunity for differentiation
among low and high performers.
Low performers receive significantly
lower/no pay increases at 65 percent
of organizations. High performers
receive significantly differentiated
pay from average performers at

42 percent of organizations.

However, the distribution of ratings
generally does not change when

“The study found that perfor-
mance management is much
more likely to be linked to merit
increases than to either short-
term or long-term incentives.”

Graph 4: Methods Used to Encourage Differentiation of Individual

Performance Ratings*

Audit of Ratings 37%
by HR

Specified Ratings 30%
Distribution

Calibration of Ratings 29%
Among Managers

Forced Ranking of Employees 12%
Against Each Other

No Targeted Method to
Differentiate Assessments

n=605

* Total exceeds 100% because respondents could select multiple methods.

Graph 5: Agreement or Disagreement that Performance Management
Is Linked to Rewards

Performance management is linked to merit increases. n=546

Performance management is linked to short-term incentives. n=547

16% 33%

Performance management is linked to long-term incentives. n=542
24% 45%

Key: Agree . Neither Agree Nor Disagree . Disagree

Graph 6: Agreement or Disagreement that Percentage of Employees

Receiving High Performance Ratings Changes when Organization and
Department/Division Performance Fails to Meet Expectations

The percent of employees receiving high performance ratings (e.g., exceeds
expectations, outstanding) goes down in years when organization performance is poor
or below target. n=539

32% 48%

The percent of employees in a department/division receiving high ratings goes down
when department/division performance goes down. n=540

36% 42%

Key: Agree . Neither Agree Nor Disagree . Disagree
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organizational performance changes, at most organizations (73 percent) > Senior management in the
which decreases the linkage between is the top HR executive. At nearly organization privately supports
individual and corporate results. one-third of organizations, the performance management
Only 20 percent of organizations president/CEQ is the biggest cham- (56 percent).

report that the percentage of employ-  pion of performance management.

» Senior management requires

completed assessments for all
The study found strong leadership employees (65 percent).
support for performance manage-
ment. Most respondents agreed with
the following statements:

ees with the highest rating goes down  See Graph 8.
when organizational performance is

poor. This suggests that managers, in
a good number of organizations, give
as many high performance ratings as
they can, regardless of organizational

However, only 40 percent of respon-
dents agreed with the following
statement: Leaders model performance

performance. See Graph 6. > Senior management in the management through evaluation
organization publicly supports and coaching of the direct reports.
THE PrOCESS
performance management Moreover, 30 percent of respondents
The study found that performance (74 percent). disagreed with that statement.

management is a two-way process.
At almost three-quarters of orga-

nizations in the study (72 percent), Performance Management
employees complete self-assessments.

Graph 7: Agreement or Disagreement with Statements on the Timing of

Respondents reported that perfor— Timing of the performance management program is linked to the annual budget and
goal-setting process.* n=548

mance management is tied to the

annual budget and goal-setting 9% 22%

process, but is also a year-round

process See Graph 7. The most Performance management is a year-round process, with goal setting, feedback and
) : coaching occurring throughout the year. n=548

frequent timing (reported by :
. . . 0,
37 percent of respondents) is within 1% 18%

two to three months of the end of the

fiscal year. No respondents said their Key: Agree [ Neither Agree Nor Disagree [JJ] Disagree
organizations Conduct performance
assessments based on employeeS’ * Total does not equal 100% due to rounding.

anniversary dates.

More than half of respondents Graph 8: Biggest Champions of Performance Management,
(64 percent) said that the tools and by Percentage of Respondents*

forms their organizations use fqr Top HR Executive 73%
performance management are simple
and easily accessible by end users President or 30%

throughout the organization. Nearly Chief Execu“_ve O_ﬁ'cer
Senior Line or

three-quarters of organizations Business Unit Exeoutives 20%
(74 percent) use a process that is Chief Administrative Officer,

either entirely online (34 percent) or Chief Operating Officer or 12%

a combination of online and paper Clims sl Qitezr

(40 percent). Not surprisingly, orga- Middle Management 105

nizations with more employees are

. . . Line Supervisors 6%
more likely to have an entirely online P
process, and organizations with fewer Bead o Shoss | | e
employees are more likely to have an
entirely paper process. Other™ 6%
BicGEST CHAMPIONS OF 0 10 20 30 40 50 60 70 80%

PERFORMANCE MANAGEMENT n=563

. * Total exceeds 100% because respondents could select more than one response.
The study found the blggest cham- ** This includes other HR, such as Directors of HR, Compensation, Training and Development, as well as

. respondents who were not sure.
pion of performance management P
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Only 12 percent of respondents
indicated that their organizations’ top
management view performance man-
agement strongly as business-critical,
although an additional 20 percent
reported that performance manage-
ment is mostly viewed by leadership
as business-critical. An equal percent-
age felt that top management view
performance management as mostly
an administrative process.

Key OutcomEs

One key outcome of successful
performance management is its ability
to support strategic objectives. As
illustrated by the top bar in Graph 9,
47 percent of respondents indicated
that a performance-management
system has helped the organization
achieve its strategic goals.

Performance versus competitors is
also a key outcome of performance
management. Sixty percent of study
participants indicated company per-
formance as better than average versus
competitors, and 40 percent indicated
performance was about average.

Employee trust in the process is
another essential outcome of a strong
performance-management system.
However, only 30 percent of the
study respondents reported their
employees trust the performance-
management system. See the second
bar in Graph 9.

PERCEIVED EFFECTIVENESS OF
PERFORMANCE-MANAGEMENT SYSTEMS

More than half of the respondents
(58 percent) gave their organization’s
performance-management system

a grade of “C” or below. Only

43 percent view their organization’s
performance-management system as
effective (with an overall grade of
“A” or “B”), with very few selecting
an “A” grade (extremely effective).
See Graph 10.

One of the important findings of the
WorldatWork/Sibson 2010 Study on

Graph 9: Relative Success of Two Key Performance-Management Outcomes*

The performance-management system has helped the organization to achieve

strategic objectives. n=575

39% 15%

Employees have a sense of trust in the performance-management system. n=571

38% 31%

Key: Agree . Neither Agree Nor Disagree . Disagree

* Both bars do not equal 100% due to rounding.

The State of Performance Management
is that the perceived effectiveness of
performance management is influenced
by support from senior management.
As shown in Graph 11, respondents
who gave better grades to their orga-
nizations’ performance-management
systems were most likely to agree that
senior management publicly supports
performance management.

RELATIONSHIP BETWEEN SENIOR
MANAGEMENT SUPPORT FOR
PERFORMANCE MANAGEMENT AND
ORGANIZATIONAL PERFORMANCE AT
PusLicLY TRADED COMPANIES

Sibson divided the publicly traded
companies in the study into quartiles

Graph 10: Rating of Organization’s

Performance-Management System
by Letter Grade*

A= | 3%
B 40%
49%
D 8%
Pl 1%

0 10 20 30 40 50%
n=576

* The total exceeds 100% due to rounding.
** A represents “extremely effective at achieving
desired results.”
*** F represents “not at all effective at achieving
desired results.”

Graph 11: Rating of Organization’s Performance-Management System by Letter

Grade and Agreement or Disagreement that Senior Management Publicly
Supports the Performance-Management Process

n=222

n=279

27%

w)

6% 6%

10% 3%

18% 11%

39%

60%

Key: Agree . Neither Agree Nor Disagree . Disagree
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Graph 12: Respondents’ Relative Agreement or Disagreement with Senior

Management Public and Private Support for the Performance-Management
System, by Top vs. Bottom Quartile Publicly Traded Companies

Senior management in the organization publicly supports the
performance-management process. n=570

Top Quartile

Bottom
Quartile*

21% 14%

Senior management in the organization privately supports the

performance-management process. n=569

Top Quartile*

Bottom
Quartile

20% 7%
34% 14%

Key: Agree . Neither Agree Nor Disagree . Disagree

* Total exceeds 100% due to rounding.

according to their three-year total
return to shareholders. That break-
down of the study data revealed
that top-quartile companies were
more likely to agree that their senior
management both publicly and
privately support the performance-

management process. See Graph 12.

CoONCLUSION

The results of the WorldatWork/
Sibson 2010 Study on The State of
Performance Management indicate
that improvement in performance
management is needed in many
organizations and that performance
management is generally stronger in

higher-performing companies. In gen-

eral, this has not changed since the
study was conducted in 2007. While
some organizations are effective in
using performance management to
differentiate high performers from
low performers, many still struggle

to move performance management
from an HR process to something
that is business-critical to the orga-
nization. Particularly in a time of
economic struggle, when improving
business results is essential, driving
performance management through
leadership support and effective
execution (e.g., proper goal align-
ment and delivery of performance
messages) is critical. Leadership
support remains important even
during better economic times, as was
the case during the 2007 study.

To improve performance manage-
ment, an organization must analyze
not only the design of its program,
but also the key drivers of a success-
ful system: leadership and execution.
The organizations getting the most
impact from performance manage-
ment are those that have strong
leadership support and that execute
well in differentiating performance

“The organizations getting the most impact from performance

management are those that have strong leadership support

and that execute well in differentiating performance and giving

performance messages.”

and giving performance messages.
The 2010 study indicates that the
groundwork is set for performance
management, but the value comes
when organizations look beyond the
challenges, engage senior leadership
and use performance management as
a tool to differentiate performance
and drive business results.

For more information about the
results of this study, please contact
one of the following consultants from
Sibson Consulting’s Performance and
Rewards Practice:

> Angelita Becom
919.233.6680
abecom@sibson.com

> Jim Kochanski
919.233.6656
jkochanski@sibson.com

» David Insler
310.231.1743
dinsler@sibson.com

To identify which areas of your orga-
nization’s performance-management
process are working or may need
improvement, please visit the follow-
ing link and complete the scorecard:
bitp://go.sibson.com/
EPMscorecard2010/

7*SIBSON CONSULTING

To receive survey and study
reports, issues of Perspectives
and other Sibson Consulting
publications as soon as they are
available online, register your
e-mail address via Sibson’s Web
site: www.sibson.com/register/

For a list of Sibson offices, visit

www.sibson.com/about-us/
contact-us-locations/

www.sibson.com

Copyright © 2010 by The Segal Group, Inc, the parent of The Segal Company and WorldatWork. All rights reserved.
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Information About the Respondents to the WorldatWork/Sibson 2010
Study on The State of Performance Management and Their Organizations

The graphs below and on the next pages provide a breakdown of the survey respondents by their role and function, as
well as information about their organizations by type, size, revenue and industry.

Role: Percentage of Respondents* Function: Percentage of Respondents

Key:

M HR Senior Leader*

B HR Area Leader™*
HR Specialist***

B HR Generalist
Other* -+

n=592

* Total does not equal 100% due to rounding.
** Examples include executive vice president, senior
vice president and vice president of HR.
*** Examples include HR department head and HR
leader in a business unit.
*** Examples include compensation, recruitment and
organization development.
***** This category includes HR Consultant, Principal,
Partner and Owner.

n=588

Key:
M Compensation
B HR Generalist
Organization Development
B Benefits
Recruitment
Other*

* This category includes Consultant, Total Rewards (Compensation and Benefits), Other HR Leadership
and Talent Management.

Organization Type: Percentage of Respondents

n=585

Key:

M Publicly Traded

M Privately Held
Not-for-Profit*

* This category includes educational institutions, government entities and charitable organizations.

Organization Size as Measured by Number of Full-Time Employees, by Number of Respondents

Number of Respondents

100
89 92
83
80
63

60

44 o4 49
40

21
20
15 . .
0 . . . . . . . . . !
Less than 100- 500—- 1,000—- 2,500- 5,000- 10,000- 20,000- 50,000- 75,000— 100,000— 500,000

100 499 999 2,499 4,999 9,999 19,999 49,999 74,999 99,999 499,999 or more

n=623 Number of Employees
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Organization Revenue as of the End of 2009

Number of Respondents

53
43
40 = 31 34 29 33
12 23
20
12
<$IM $1-1oM  $10-  $100-  $250-  $500M-  $1-  $25-  $5-  $10B+
$100M $250M $500M $1B 2.5B $5B $10B
Total Revenue
n=310
Manufacturing 10%
Financial Services 9%
Information Technology/High Tech 7%
Insurance 7%
Consulting and Professional Services 6%
(other than Legal)
Health Care 6%
Utilities, Oil and Gas 6%
Pharmaceuticals/Medical Devices 5%
Public Administration 5%
Retail 5%
Hospitals 4%
Higher Education 3%
Transportation and Warehousing 2%
Administrative and Support Services | 1%
Agriculture, Forestry, Fishing and Hunting 1%
Arts, Entertainment and Recreation 1%
Construction | 1%
Elementary and Secondary Education 1%
Hospitality and Food Services | 1%
Legal| 1%
Publishing | 1%
Real Estate, Rental and Leasing | | 1%
Other* 18%
T T T 1
n=584 0 5 10 15 20

* Other includes various industries including Research and Development, Federal and Local Government and Telecommunications.

This is a supplement to the report of results from the WorldatWork/Sibson 2010
Study on The State of Performance Management.

Copyright © 2010 by The Segal Group, Inc., the parent of The Segal Company and WorldatWork. All rights reserved.
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