Part I: Strategic and General Considerations___________________________________________________

Chapter 1


Chapter 1 – Performance Management and Reward Systems in Context

(Please note that answers to all questions are located at the end of this chapter, following the essay questions.)

True/False Questions

1.1 A performance management system is the systematic description of an employee’s strengths and weaknesses. 

(Suggested points: 2, [1.2])

1.2 Linking each individual’s performance to the organization’s mission involves explaining to each employee how the employee’s activities are helping the organization gain a competitive advantage. 

(Suggested points: 2, .5[1.1], .5[1.7])

1.3 Feedback often decreases motivation to perform because it points out what an employee does wrong. 

(Suggested points: 2, [1.3])

1.4 Dangers of a poorly implemented performance management system include wasted time and money, lack of standardized employee ratings, and confusion on how ratings are obtained. 

(Suggested points: 2, [1.4])

1.5 Intangible returns include benefits and work/life programs. 

(Suggested points: 2, [1.6])

1.6 Exempt employees are often employees in managerial or professional roles on a salary and they are not eligible for overtime pay. 

(Suggested points: 2, [1.6])

1.7 Short-term incentives are one-time payments typically given quarterly or annually. 

(Suggested points: 2, [1.6])

1.8 The strategic purpose of PM systems involves constructing the strategic vision for the organization.   

(Suggested points: 2, [1.7])

1.9 A reliable performance management system includes all relevant performance facets and does not include irrelevant performance facets. 

(Suggested points: 2, [1.8])

1.10 Distributive justice is the perception that the performance evaluation received is fair relative to the work performed. 

(Suggested points: 2, [1.8])
Multiple Choice Questions

1.11 ________________ is a continuous process of identifying, measuring, and developing the performance of individuals and teams and aligning performance with the strategic goals of the organization. 

A. Strategic planning

B. Performance management

C. Reward system

D. Performance appraisal

(Suggested points: 2, [1.1])

1.12 Dangers of a poorly implemented performance management system include all of the following EXCEPT:

A. Increased employee motivation

B. Lawsuits

C. Biased performance ratings

D. Decreased employee motivation

(Suggested points: 2, [1.4])

1.13 One of the consequences of a poorly implemented PM system is ___________, which occurs when an employee does not see the system as fair or valid and becomes dissatisfied with his/her job.

A. job burnout

B. lowered self-esteem

C. damaged relationships

D. lawsuits

(Suggested points: 2, [1.4])

1.14  Income protection programs include:

A. Pension Plans

B. Medical Insurance

C. Social Security

D. All of the above

(Suggested points: 2, [1.6])

1.15 _____________ is given to employees in exchange for work performed and it focuses on positions and duties, rather than on an individual’s contribution.

A. Contingent pay

B. Base pay

C. Cost-of-living adjustments

D. Short-term incentives

(Suggested points: 2, [1.6])

1.16 The ___________ purpose of PM systems is to furnish valid and useful information for making employment decisions, including salary adjustments, promotions, and terminations.

A. strategic 

B. information

C. administrative

D. developmental

(Suggested points: 2, [1.7])

1.17 Information gained from the organizational maintenance purpose of a PM system is used for all of the following EXCEPT:

A. Workforce planning

B. Evaluating the effectiveness of job descriptions

C. Evaluating the effectiveness of HR programs

D. Creating talent inventories

(Suggested points: 2, [1.7])

1.18  Performance management systems should be thorough, meaning that:

A. All employees should be evaluated

B. An employee’s flaws should be discussed at length

C. The review should cover the entire review period

D. A and C

(Suggested points: 2, [1.4])

1.19 An ideal PM system is __________, which means that performance is evaluated and feedback is given on an ongoing basis, the appraisal meeting consists of two-way communication, and performance standards are clear. 

A. open

B. standardized

C. ethical

D. specific

(Suggested points: 2, [1.8])

1.20 PM system information is necessary for the implementation of which of the following HR function(s)?

A. Workforce planning

B. Training

C. Recruitment and selection

D. All of the above

(Suggested points: 2, [1.10])

1.21 All of the following are possible benefits of a performance management system EXCEPT:

A. Protection from lawsuits

B. Taxes are reduced

C. Employees become more competent

D. The definitions of job and criteria are clarified

(Suggested points: 2, [1.3])

1.22 Which of the following is identified as a possible danger of a poorly implemented performance management system in the text?

A. Salaries must be increased

B. Poorly performing employees will always stay at the organization


C. No time or money is spent on the system

D. Motivation to perform is decreased

(Suggested points: 2, [1.4])

1.23 Tangible returns include:

A. Base pay

B. Learning opportunities

C. Respect of coworkers

D. None of these

(Suggested points: 2, [1.6])

1.24 Relational returns include:

A. Income protection

B. Recognition and status

C. Challenging work

D. B and C

(Suggested points: 2, [1.6])

1.25 Pay that focuses on position and duties performed rather than on a specific individual’s contribution is called:

A. Base pay

B. Pay raises

C. Salary

D. Relational returns

(Suggested points: 2, [1.6])

1.26 Pay added to base pay and that depends upon an employee’s performance is called:

A. An allowance

B. Contingent pay

C. Relational return

D. A benefit

(Suggested points: 2, [1.6])
1.27 Relational returns include all of the following EXCEPT:

A. Challenging work

B. Performance bonuses

C. Employment security

D. Recognition and status

(Suggested points: 2, [1.6])

1.28 All of the following are characteristics of an ideal performance management system EXCEPT:

A. Reliability

B. Meaningfulness

C. Inexpensive

D. Thorough

(Suggested points: 2, [1.8])

1.29 Which of the following is related to work/life focus?

A. Counseling

B. Financial planning

C. Relational returns

D. A and B

(Suggested points: 2, [1.6])

1.30 A purpose of a performance management system is:

A. To get rid of poorly performing employees

B. To provide documentation

C. To increase profits

D. To give the HR department something to do

(Suggested points: 2, [1.7])

1.31 An ideal performance management system is correctable.  What does this mean?

A. If an employee is dissatisfied with a rating then it will be changed.
B. If an employee is dissatisfied with a rating then there is a process to appeal the   
rating decision.
C. An ideal performance management system is not correctable.
D. None of the above is correct.
(Suggested points: 2, [1.8])

1.32 In terms of performance management, reliability means the measures of performance are accurate and error proof.

A. True

B. False

(Suggested points: 2, [1.8])

1.33 In terms of performance management, validity means that all the employees agree with the rating process.

A. True

B. False

(Suggested points: 2, [1.8])

Essay-Type Questions

1.34 You want to transition your organization’s performance appraisal system into a performance management system.  Write a one-page memo to your supervisor describing the advantages of having a well-designed, properly implemented performance management system.

(Suggested points: 2, [1.3])

1.35 Organizations can reward employees in several ways.  Please list and describe five possible rewards that employees can receive and explain when an organization should use each reward.  

(Suggested points: 2, [1.5])

1.36 There are several characteristics of an ideal performance management system. Please discuss each characteristic of an ideal system and explain how an organization can achieve each characteristic.  (For example, one characteristic of an ideal PM system is that it is reliable.  An organization can make its system reliable by ensuring that performance measures are consistent, free of error, and provide inter-rater reliability.)  

(Suggested points: 2, [1.8])

1.37 According to the text, performance management is. . . 

(Suggested points: 2, [1.1])

1.38 What is the definition of a reward system according to the text?

(Suggested points: 2, [1.5])

1.39 If an employee at XYZ, Inc. manufactures the greatest number of error-free high chairs for the month, he or she will receive a one-time bonus of $100.00.  What type of reward is this?

(Suggested points: 2, [1.6])

1.40 Performance management systems serve many purposes.  Describe the developmental purpose.

(Suggested points: 2, [1.7])

1.41 Describe the strategic purpose of performance management.

(Suggested points: 2, [1.7])

1.42 What is meant when we say that an ideal performance management system must be practical?
(Suggested points: 2, [1.8])

1.43 What is meant when we say that an ideal performance management system must be valid?
(Suggested points: 2, [1.8])

1.44 What is meant when we say that an ideal performance management system must be reliable?

 (Suggested points: 2, [1.8])

1.45 List the possible dangers of a poorly implemented performance management system.

(Suggested points: 2, [1.4])

1.46 List the possible contributions of a good performance management system.

(Suggested points: 2, [1.3])
Answers
1.1 F: A performance appraisal is the systematic description of an employee’s strengths and weaknesses. 

1.2 T 

1.3 F: If done correctly, receiving feedback about one’s performance increases the motivation for future performance.

1.4 T

1.5 F: Intangible returns include recognition and status, employment security, challenging work, and learning opportunities.

1.6 T

1.7 T 

1.8 F: Strategic purpose of PM systems is to link the organization’s goals with individual goals.

1.9 F: This describes a system’s validity, not reliability.

1.10 T

1.11 B

1.12 A

1.13 A

1.14 D 

1.15 B

1.16 C

1.17 B

1.18 D

1.19 A

1.20 D 

1.21 B

1.22 D

1.23 A

1.24 D

1.25 A

1.26 B

1.27 B

1.28 C

1.29 D

1.30 B

1.31 B

1.32 B

1.33 B
1.34 Memos will vary, but they should all include the following benefits of a well-designed and implemented PM system:

Performance appraisal is the systematic description of an employee’s strengths and weaknesses, while performance management is a continuous process of identifying, measuring, and developing the performance of individuals and teams and aligning performance with the strategic goals of the organization.  

A. Increased motivation to perform.  If given correctly, feedback can increase the motivation to improve future performance.

B. Increased self-esteem.  Receiving feedback about one’s performance fulfills a basic need to be appreciated and valued at work. Feeling appreciated and valued will increase an employee’s self-esteem.

C. Managers gain insight about subordinates.  Direct supervisors and other managers in charge of the appraisal gain new insights into the person being appraised.  

D. Clarification and definition of job and criteria.  The job of the person being appraised may be clarified and better defined; thus, employees gain a better understanding of what it takes to be a successful performer.

E. Self-insight and development.  Participants in the system also gain a better understanding of their strengths and weaknesses, which can help them better define future career paths.

F. Fair and appropriate administrative actions.  Performance management systems provide valid information about performance that can be used for administrative actions such as merit increases, promotions, transfers, as well as terminations. 

G. Organizational goals made clear.  The goals of the unit and organization are made clear.  

H. More competent employees. Performance of employees is improved, especially when developmental plans are put in place.

I. Protections from lawsuits. Data collected through performance management   systems can help document compliance with regulations. 

J. Differentiates between good and poor performers.  Performance management systems allow for a quicker identification of good and poor performers.

K. Communicates supervisor’s view of performance. Good systems force managers to communicate to their subordinates their judgments and expectations regarding performance.  

1.35 Answers can include a combination of any of the rewards listed below along with the explanation of when an organization should use that reward:

A. Base Pay: given to employees in exchange for the work performed.  The base pay focuses on the position and duties performed rather than an individual’s contribution. Base pay can be used when employees perform similar duties and the organization wants a way to account for similarities across the organization.

B. Cost-of-Living Adjustments: the same percentage increase for all employees regardless of their individual performance.  Cost-of-living adjustments are given to combat the effects of inflation, by preserving the buying power of the dollar.  

C. Contingent Pay: given as an addition to the base pay based on past performance. Can be used when an organization wants to link compensation to performance.

D. Short-Term Incentives: incentives are allocated based on past performance and aim to increase motivation in the short-term.  Can be used when a company wants to reward performance, but may not have the funds to make permanent salary increases.  

E. Long-Term Incentives: attempt to influence future performance over a longer period of time.  May be used to retain top performers by getting the employee to invest in the organization’s success. 

F. Income Protection: serve as a back up to employees’ salaries in the event that an employee is sick, disabled, or no longer able to work.  This is a good idea to protect all employees from income lost due to illness, injury, death, or loss of employment.

G. Work/Life Focus: programs that help employees achieve a better balance between work and non-work activities.  Organizations can use these to attract a certain population; e.g., working mothers who want more flexibility in their jobs. 

H. Allowances: allowances covering housing and transportation. This is typical for expatriate personnel to ease the burden of not operating in their home countries.

I. Relational Returns: include recognition and status, employment security, challenging work, opportunities to learn, and opportunities to form personal relationships at work (including friendships and romances). Great way to motivate all employees at all times. 

1.36 
An ideal performance management system is also:

A. Congruent with strategy.  The system should be congruent with the unit and organization’s strategy.  Organizations need to ensure that individual goals are aligned with unit and organizational goals.

B. Thorough.  All employees should be evaluated, all major job responsibilities should be evaluated, the evaluation should include performance spanning the entire review period, and feedback should be given on positive performance aspects as well as those that are in need of improvement.  Organizations should train managers on how to give thorough reviews. 

C. Practical.  Good systems are available, easy to use, acceptable to those who want to use them to make decisions, and the benefits of using the system outweigh the costs.  Organizations need to get employee and manager input when designing the PM system to ensure that both parties will are able to use the system and trust its results.

D. Meaningful. The standards and evaluations conducted for each job function must be considered important and relevant, it must emphasize those functions that are under the control of the employee only, evaluations must take place at regular intervals and at appropriate moments, the system should provide for continuing skill development of evaluators, and the results should be used for important administrative decisions.  Again, organizations must involve employees and managers in the development of the system and train them on how to use the system effectively in order for it to be meaningful. 

E. Specific.  A good system provides detailed and concrete guidance to employees about what is expected of them and how they can meet these expectations.  Supervisors must clearly communicate to employees what is expected of them. 

F. Identifies effective and ineffective performance. The system discriminates between effective and ineffective performance.  Organizations design performance criteria in a way that distinguishes between good and bad performance.

G. Reliable.  The system uses performance measures that are consistent, free of error, and provide inter-rater reliability. 

H. Valid.  The measures of performance are relevant (include important performance facets), they are not deficient (do not include unimportant performance facets), and they are not contaminated (because they measure only what the employee can control).  Organizations identify through job analysis what is essential for the job and only measure those results and behaviors. 

I. Acceptable and Fair.  A good system is acceptable and perceived as fair by all participants.  Organizations can set clear rules that are applied consistently by all supervisors.

J. Inclusive. Good systems include input from multiple sources on an ongoing basis.  Organizations should encourage employees to conduct a self-appraisal and employees must participate in the process of creating the system by providing input regarding what should be measured and how it should be measured.  

K. Open.  Performance is evaluated frequently and performance feedback is provided on an ongoing basis, the appraisal meeting consists of a two-way communication, standards are clear and communicated continually.  Organizations should train managers on how to effectively give feedback and communicate expectations to their employees. 

L. Correctable. When employees perceive an error has been made, there should be a mechanism through which this can be corrected.  Organizations should establish an appeals process, through which employees can challenge what may be unjust decisions.  This is an important aspect of a good performance management system.

M. Standardized.  As noted previously, good systems are standardized.  This means that performance is evaluated consistently across people and time.  Organizations must train individuals in charge of appraisals.

N. Ethical.  Good systems comply with ethical standards.  Organizations should train managers to suppress personal self-interest when providing evaluations, to only evaluate performance dimensions for which they have sufficient information, and to respect the employee.

1.37 A continuous process of identifying, measuring, and developing the performance of individuals and teams and aligning performance with the strategic goals of the organization.

1.38 A reward system is the set of mechanisms for distributing both tangible and intangible returns as part of an employment relationship.
1.39 A one-time bonus is a short-term incentive.
1.40 A performance management system serves a developmental purpose by using performance feedback to allow individuals to learn about their strengths and weaknesses, by identifying training needs, and by helping management and employees to make better decisions regarding job assignments.

1.41 A performance management system serves a strategic purpose by linking the organization’s goals with individual employee goals; in this way, the performance management system reinforces behaviors consistent with organizational goals.
1.42 When we say that an ideal performance management system is practical, we mean that it is available, easy to use, acceptable to those who want to use it for decisions, and the benefits of using the system outweigh the costs.  
1.43 When we say that an ideal performance management system is valid, we mean that the measures of performance are relevant (include important performance facets), they are not deficient (do not include unimportant performance facets), and they are not contaminated (because they measure only what the employee can control).  
1.44 When we say that an ideal performance management system is reliable, we mean that the system uses performance measures that are consistent, free of error, and provide inter-rater reliability, 

1.45 Possible dangers of a poorly-implemented performance management system include the following:

A. Employees may quit due to results

B. False or misleading information may be used for rating

C. Self-esteem of employees may be lowered

D. Time and money are wasted

E. Relationships are damaged

F. Motivation to perform is decreased

G. Employees may suffer from job burnout and dissatisfaction

H. Increased risk of litigation

I. Unjustified demands are made upon managers’ resources

J. Standards and ratings vary and are unfair

K. Biases can replace standards

L. Mystery surrounds how ratings were derived 

1.46 
Possible contributions of a good performance management system include the 
following:

A. Motivation to perform is increased

B. Self-esteem of employees is increased

C. Managers gain insight about subordinates

D. Definition of job and criteria are clarified

E. Self-insight and development are enhanced

F. Administrative actions are more fair and appropriate

G. Organizational goals are made clear

H. Employees become more competent

I. There is better protection from lawsuits

J. There is better and timelier differentiation between good and poor 
performers

K. Supervisor’s views of performance are communicated more clearly

L. Organizational change is facilitated  
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