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When Performance Management Goes Wrong

1

Meet Patrick.

Patrick has had a long day—and it’s only 
2:00.

He’s been CEO of CompanyXYZ for a year, 
but he still feels like he’s in quicksand.

At the moment, Patrick is just back from 
a two-hour lunch with Naomi, 
CompanyXYZ’s head of HR. Over sesame 
chicken and iced tea, Naomi walked Pat 
through a few pressing issues. 

First, she wanted his input on whether to 
promote Dave. Then she wanted approval 
to dismiss Sheila, who’d just received a 
scathing annual review. Finally, what should 
they do about the less-than-stellar 
results of the engagement survey?

Patrick’s unspoken reply to all of Naomi’s 
questions is How should I know? Of course 
he can’t say that—he’s the CEO—but he’s 
at a loss. 

Is Dave right for the promotion? The guy 
honestly seems a little green . . . . 

What’s the deal with Sheila’s bad review? 
The work I’ve seen from her is visionary.

And why on earth is engagement so low? 

Inside his office, Patrick pushes those 
thoughts out of his mind. He pulls up his 
strategy Excel sheet—and then his desk 
phone rings. It’s Naomi again.

“Patrick, sorry to bug you again but I forgot 
to ask. Quarterly outing: bowling or laser 
tag?”

Meet Patricia.

Down in accounts receivable, Patricia is 
having a rough day, too.

The phrase “Needs improvement” has 
been ringing through her brain for hours. 

In the past year, every invoice that crossed 
her desk had been handled in hours. She’d 
rooted out a discrepancy in a vendor’s 
bills, saving the company an amount in 
the mid five figures. Not to mention she’d 
volunteered for the internal “Culture Club.”

Yet in her annual review, her boss, Don, 
gave her a “Needs Improvement” for Time 
Management. In the other categories? 
Across-the-board “Meets Expectations,” 
barring one “Above Standard” for 
Attendance. 

How insulting! Patricia thinks. What is this, 
third grade? 

When she’d pressed Don on the “Needs 
Improvement,” he fumbled out something 
about how she switched tasks frequently. 
No concrete example. And no mention of 
the billing discrepancy she’d solved—even 
though Patrick, the CEO, had urged the 
whole team to look for opportunities to 
save money for the company.                                                                                             

Adding insult to injury, she knew for a 
fact that Charles, famous for his half-           
hearted work, got an exceptional review 
(he’d been happy to insinuate it several 
times yesterday).

Well, Patricia thinks, at least these horrid 
reviews only happen once a year. 

 



THe Performance Management 
Shake-Up

Performance management—the 
processes used by an organization to 
evaluate and improve its employees’ 
effectiveness—is a necessary compo-
nent of a healthy company. But when 
it’s done poorly, it can do more harm 
than good.

For decades, employees have been 
frustrated by the irrelevance and 
inaccuracy of performance appraisals 
(much like Patricia). Leaders and 
managers, for their part, have also 
been underserved, struggling with 
labor-intensive processes that give 
them very little useful visibility into the 
labor pool (much like Patrick).

That’s all changing. As you’ve likely 
read, companies like Deloitte, 
Accenture, Adobe, and even GE have 
dismantled the way they manage 
performance. Along with many others, 
these groups are developing new 
approaches to fit the needs of the 

creative economy and today’s 
workforce.

In the following pages, we’ll look at why 
the legacy approach to performance 
management (PM) is falling apart at the 
seams—and at how you can bring the 
principles of modern PM to your 
organization.

Like virtually everything in business, 
PM is fundamentally about people. 
New-style PM is gaining traction 
precisely because it acknowledges this 
truth. It treats people not as cogs in a 
machine but as key strategic partners. 

Overhauling your approach to PM can 
feel daunting, but it also represents a 
gigantic opportunity. Making the shift 
now will help you unlock the full
potential of the people in your 
company—and give the team a 
massive competitive advantage.
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Is the business world finally waking up to the inadequacy of 
traditional performance management? It sure seems like it.
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46% 
Employees who feel performance evaluations
accurately reflect performance.1

58% 
Executives who believe their PM systems aren’t worth 
the time.2

90% 
HR heads who feel their PM systems do not yield 
accurate information.3

95%
Managers dissatisfied with their PM systems.4

(We could go on, but you get the idea.)

   PM dissatisfaction, by the numbers . . .

Outstanding Very Good Satisfactory Below Average Unsatisfactory
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Why Do We need 
a new approach to 
Performance Management?2

Can we pinpoint why we’re so universally 
dissatisfied with old-school performance 
management systems? 

Four main reasons come to mind . . .
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#1. Old-school PM doesn’t support tangible 
    business results

Consider this finding by the Corporate Executive Board: 

Individual performance management ratings 
have absolutely no correlation with business unit 
performance.5

Wait, what? This is clear evidence of a gap between how we measure the 
performance of individuals and how we measure the performance of the 
business. Shouldn’t teams of employees with high PM marks be driving tangible 
outcomes for the company?

CEB also found that “in traditional performance review processes, only a third 
of employees that get the highest scores are [actual] ‘high performers.’”6 This 
raises the unsettling prospect that your team of A-rated employees could be a 
group of B and C players in disguise—who aren’t providing much value to the 
company.

The fallout of 
business-irrelevant PM

Employee goals are set in a vacuum. 
Goals are set because . . . well, something needs to get measured, right?—not because they support 
broader business priorities.

The HR department is merely administrative. 
When PM systems are siloed from the rest of the business, human resources becomes an adminis-
trator and process-enforcer, rather than serving as a vital strategic partner to the CEO.

Employee reviews focus on past behavior over future outcomes. 
Given the disconnect with company priorities, traditional PM practices commonly center around 
historical employee behaviors and habits as perceived by the manager. This type of review feels 
irrelevant and doesn’t drive conversations about the employee’s future as a meaningful contributor.
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#2. Old-school PM doesn’t help leaders lead

In addition to being business-irrelevant, old-school PM 
systems are usually opaque—a combination that does 
very little to help leaders fulfill their responsibilities.

It’s the job of leadership to constantly look toward the future, setting 
strategy and ensuring that the proper resources are in place to execute it. 
But with the typical old-school PM system in place, leaders are flying blind. 
They have only backward-looking, overly complicated, low-quality, and often 
anecdotal information on the company’s talent pool. This makes it extreme-
ly hard for them to build and grow the team in a way that’s supportive of 
company strategy and objectives.

We’d never expect a CFO   
 to make good decisions 
  without comprehensive 
   knowledge of the 
    company’s financials. Why   
     do we expect CEOs and 
     other leaders to make
     good decisions without
     full knowledge of their        
    most valuable resource:     
   people?
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#3. Old-school PM demotivates 
      and disengages

Well, if PM doesn’t help employees meet business outcomes and 
doesn’t empower leadership, it does keep people happier on the 
job . . . right?

Nope. Most employees find PM processes frustrating and stressful—like an adult report 
card. Low-quality, inauthentic feedback is delivered on long cycles. These rigid, slow, 
inaccurate systems frustrate and disengage.

Managers, understanding this, tend to give overly positive appraisals (research shows 
that appraisals cluster on the positive side of the spectrum7). Here we see one of the 
root causes of the disconnect between appraisals and actual performance.

#4. Old-school PM wastes time 
      (a lot of it)

And for a process that doesn’t work too well, we sure spend a lot of 
time on it . . .

In a cover story for Harvard Business Review, Deloitte explored its reinvention of its 
internal performance management processes. An audit of the existing system found that 
the organization spent a collective 2 million hours each year 
on PM, between meetings, form-filling, and rating-creation.8

A similar finding: CEB estimates that the average manager 
spends more than 200 hours a year on activities related to 
performance reviews (form-filling, training on the system, 
and delivery of the reviews themselves).9
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“Over many years [our performance-
management practices] had become more a 
ritual than moving the company upwards and 
forwards.”

—Susan Peters, head of HR, General Electric

“If performance reviews were supposed to 
provide employees with valuable feedback, 
why did voluntary attrition always spike in the 
months after review time? If reviews were 
supposed to help managers mold a more 
effective team, why were they distracting 
managers from their most meaningful work 
for weeks at a time?”

—Adobe

1



What do we really want from PM systems?

If we agree that traditional PM processes don’t correlate to business 
performance, don’t deepen engagement, and don’t help leaders lead, we 
might ask . . . why are we doing them? 

Before we explore how to shift to a better, lighter approach, it’s helpful to see the 
results of a survey by the Corporate Executive Board. CEB asked leaders what they 
use their PM systems for and what they would most like to get out of them. The 
differences in the answers to these two questions are striking: respondents used PM 
systems for primarily administrative tasks, but what they wanted those systems to 
deliver was far more aspirational.11

• Making decisions about pay, promotions, 
or other personnel actions.

• Identifying poor performers and holding 
them accountable.

• Providing documentation to defend 
against legal challenges.

What we use PM systems for

What we want PM systems to deliver

• Help employees develop and grow.

• Improve communication between 
     employees and managers.

• Align individual work to achieving the 
     organization’s goals.

• Help individuals and teams perform to 
their highest potential.

Administrative

Aspirational
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c

Yesterday’s 
Performance 
Management

administrative
isolated

time-consuming
bad for morale

no business value

1

Tomorrow’s 
Performance 
Management

strategic
business-integrated
rapid
motivating
results-focused



Shifting To Performance 
Management That Works3

Here’s the exciting thing: we’ve reached an 
inflection point in how we manage performance, 
and the landscape is shifting rapidly—for the 
better.

Here are four of the most significant shifts 
taking place, along with some ideas on how you 
can bring them to your organization. 
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1
Standalone
Goals

Aligned 
Goals

13

Setting goals has always been part of performance reviews 
and ratings. Increasingly, managers are making it a priority to 
ensure that these goals are the right goals—ones that 
support company priorities—not just a list of things to keep 
employees busy and grade them on later. 

In short, they’re moving from standalone goals to aligned goals, 
a vital starting point for making PM relevant to the business.

Company PrioritiesCompany Priorities vs.



Set and publish company goals each 
quarter, and be clear on why they were chosen. 
If employees don’t know what the organization is 
trying to accomplish in a given period, they’ll have 
nothing with which to align themselves.

Give employees autonomy in defining 
how they will support company goals. 
Each quarter, once company goals are shared, 
have all teams and employees draft a short list of 
goals for themselves. At least one or two of each 
person’s goals should tie back into a company 
goal. Managers have final say on which goals are 
approved, but typically employees are capable of 
surfacing their best contribution opportunities on 
their own.

Consider using a transparent platform 
for sharing goals. When employees can easily 
see their goals, their team’s goals, and the com-
pany’s goals in one place, connections become 
clearer.
 

Train managers to use aligned goals as 
the backbone of reviews. When goals have 
relevance to the business, performance discus-
sions become more objective and purposeful 

Aligned Goals

HOW TO APPLY IT
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Annual 
Reviews

2
Ongoing 
Feedback

Even when annual reviews are supplemented with a mid-year 
meeting, they deliver feedback too infrequently to be helpful. 
Business moves fast, and people crave good feedback (Millenni-
als and everyone else).

This cadence issue is low-hanging fruit. It is by far the most 
lamented feature of old-school performance management, but 
rather straightforward to fix. Paradoxically, increasing the 
number of reviews delivered in a year can make them more 
helpful and less painstaking. Thus, in the PM shake-up, we’re 
seeing many systems settle on a quarterly rhythm for 
performance reviews, supplemented with frequent check-
ins. It just makes sense—anyone would struggle to have an 
informed discussion about work done almost a year ago.
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Implement a quarterly cadence for 
formal reviews. Every 90 days, have manag-
ers sit down with their direct reports to review 
goals and performance, and to offer feedback and 
coaching.

Supplement quarterly reviews with 
weekly check-ins, centered around aligned 
goals. Keep them short and focused: let the 
employee’s goals for the quarter serve as the 
agenda. Go through the list of goals, collect the 
employee’s thoughts, and coach and guide them 
as necessary.

Look for opportunities to authentically 
praise achievements. Show the employee 
that you notice their accomplishments and 
appreciate their efforts to help the team succeed.

Be candid when you see a problem. 
Bring up improvement opportunities during 
check-ins, not at quarter-end. This helps your 
team be more agile, and course-correct more 
quickly. Plus, research shows that 57% of employ-
ees prefer corrective feedback to praise, and even 
more (72%) said corrective feedback would 
improve their performance.12

Give “feedforward.” Offer clear suggestions 
for improving performance in the future (don’t just 
rehash the past).

HOW TO APPLY IT

Ongoing Feedback

In check-ins and reviews . . .
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3
Random
Staffing

Strategic 
Talent
Management

As the authors of the Harvard Business Review article “People 
Before Strategy: A New Role for the CHRO” point out, CEOs 
repeatedly list human capital as a primary concern, yet they 
rank HR as the eighth or ninth most important function in the 
company.

What’s going on here? Our top leaders are handing off their 
biggest priority to a group they’ve slotted at the bottom of the 
totem pole. They’re sending their eighth-string quarterback out 
on the field in the middle of the Super Bowl.

The third performance management shift ends this discrep-
ancy. Moving forward, most successful CEOs and leaders will 
leverage PM systems to take an active role in understand-
ing and growing their talent pool, and will give HR leader-
ship a much-needed seat at the table. Working in tandem, the 
CEO and HR can ensure that the organization has the people 
it needs to succeed, and can drill down to proactively nurture 
high-potential individuals.
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Use quarterly ratings to understand the 
talent pool. These ratings need not be overly 
complex (numerous five-point ratings per employee 
are a hallmark of old-school performance manage-
ment). The McKinsey–GE nine-box approach, where 
managers confidentially rate employees on a three-
point scale for both performance and potential,        
is one good model. Such a system will reveal the 
strength of your bench and show you who the com-
pany’s key players are. 

Partner with your HR head on talent 
strategy. With the background of companywide 
ratings, sit down and take a look at the talent pool 
through the lens of company strategy. Do you have 
the people you need to meet desired outcomes? 
Are key teams weaker than they should be? Which 
employees are most critical to the organization’s 
future success?

Grow leaders. Use ratings of employee potential 
to monitor the leadership pipeline and ensure that 
rising stars get the opportunities and attention they 
need to stay engaged.

Always be recruiting. In high-performance 
companies, hiring is a lot more than reactively filling 
positions; instead, it’s a constant search for the 
people who will make the organization great. Don’t 
let vacancies and calls for resumes drive hiring. 
Constantly keep your eye out for talent that fills the 
company’s strategic needs. Consider making room 
for star players regardless of open positions.

HOW TO APPLY IT

Strategic Talent Management
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4
Complex
Processes

Simplicity
and Speed

The fourth and final shift is the most basic: modernized PM 
systems break away from the past by being fast, streamlined, 
and easy to implement across the organization. Bundled with 
the three previous shifts, this means that we’re actually getting 
more by doing less.

As you explore how to optimize performance management in 
your company, cultivate a bias for simplicity and ease of use. 
Ask yourself, Do our results justify the time spent? Keep in mind 
the finding by Deloitte—that they spent a collective 2 million 
hours a year on performance ratings. What’s that number for 
your organization?

Simplicity in PM systems also means you have better 
                                    consistency from manager to manager,        
                                          and can calibrate results more 
                                             effectively. Managers are much more 
                                               likely to comply with a lightweight, 
                                                 value-focused process than a         
                                                   bureaucratic nightmare. 
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Emphasize activities that bring the most 
value. Components of performance management 
vary widely in value delivered to the employee and 
organization. In working with HR and the 
management team, be clear on which activities take 
precedence. Usually, it’s things like delivering 
thoughtful feedback, listening to the employee, and 
setting clear expectations. Lower-value activities 
might include lengthy questionnaires, lengthy self-
evaluations, and complicated paperwork and 
processes.

Audit your existing system to look for 
those low-value components. Talk to 
employees, managers, and HR: What aspects of 
performance reviews do each of them find most 
and least helpful? Can you decrease the adminis-
trative load on the organization by removing some 
low-value processes?

Consider using software to drive the PM 
process. There are many options on the market, 
most of which will help you save time and effort. 
See our guidelines for what to look for on p. 22.

HOW TO APPLY IT

Simplicity and Speed

20



What to Look For in
Performance Management 
Software4

Unlike GE, Deloitte, Adobe, and others, you may 
not have the resources or the will to build your 
own PM infrastructure from scratch. Fortunately, 
there are a variety of solutions on the market. 
Regardless of which you choose, you’ll probably 
want to make sure that the software can deliver 
the following.

21



Simplicity + easy deployment

Is the interface simple and clear? 

Will managers and employees get up and running fast?

Support for goal alignment

Can we record company goals in the software, where employees will easily see 
them?

Can employees use the software to set their own quarterly goals?

Can employees see goals throughout the whole organization?

The right cadence + support for ongoing feedback

Does the software support a quarterly review cadence?

Does the software allow employee and manager to document takeaways from 
weekly check-ins? 

Tracks manager compliance

Can HR and the CEO easily track manager compliance with the review process 
within the software?

Record of performance between reviews

Does the software provide context for quarterly reviews (such as a record 
of performance against goals and a log of in-app communication)?

Visibility on talent levels across the company and team

Does the software aggregate and present employee ratings? 

Are ratings confidential and easy to interpret?

Support for leadership development

Does the software allow managers to identify employees with leadership 
potential?

Does the software allow the CEO and HR to easily pull up a record of 
employees with leadership potential?

22

What to Look for in Performance Management Software



Our Take on the
Controversial Issues5

Performance management covers a lot of ground, 
from the deeply personal emotions of employees 
to organizational strategy. So it’s no surprise that it 
has several widely debated facets.

To help you make the best decisions for your team, 
we wanted to offer our take on four of these more 
controversial facets. We’re not speaking 
gospel truth here—just offering a perspective 
based on our years in the trenches and our work 
with leadership teams. Your mileage may vary.
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Should employees review themselves before 
their manager does?

1. SELF-EVALUATIONS

Our Take: Skip the self-evaluation

Why?

Employees tend to be poor judges of their own performance. Your 
best people may be highly self-critical and give themselves low marks, 
while the dead weight of the team may excel in playing up their minimal 
achievements and write you a novel about how great they are.

Self-evaluations may be seen as the employee doing the 
manager’s work for him or her. For the process to have integrity, the 
manager needs to come to the table with a fresh, authentic perspective 
on the employee’s work; he or she shouldn’t just quickly sign off on a 
self-evaluation.

If you’re setting clear goals with employees and doing weekly 
check-ins, employees have plenty of opportunity to give you their 
perspective on their own work (the ostensible goal of the self-evaluation). 

24



Should we reward high performance with raises and bonuses?

2. TYING PERFORMANCE TO PAY

Our Take: Decouple performance ratings and pay.

In our view, linking employee performance ratings to compensation rarely works well. 
A better approach? Analyze market rates, pay competitive wages across the board 
based on role and experience, and reward A players not with cash but with learning 
and growth opportunities. Why?

When pay is tied to performance, employees may focus more on perceived 
value than actual value delivered. Team members may game the system to 
appear as high performers on paper, focusing exclusively on the metrics that will 
benefit them financially. Researchers have found that overemphasis on measur-
able performance indicators can cause employees to ignore or neglect tasks for 
which there are no clear measures.13  When you attach a payout to earning a high 
performance rating, you run the risk of diverting the employee’s focus from long-
term value creation and pushing it toward black-and-white performance measures 
that don’t “move the needle” for the business.

Paying for performance can decrease intrinsic motivation in employees. 
Work by Daniel Pink and others shows that, as long as employees are paid fairly 
(market rates), autonomy, mastery, and purpose are better motivators.

Paying for performance may discourage candor and collaboration. If your 
paycheck is on the line, you may be less inclined to have frank conversations with 
your boss, and more inclined to achieve on your own rather than as a group.
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Should we attach any kind of quantitative rating 
to employee performance?

3. RATING EMPLOYEES

Should we force a distribution of ratings within teams, so we can 
cull the lowest performers?

4. FORCED RANKING

Our Take: Confidential performance and potential 
ratings help leaders lead.

Forced ranking often triggers negative emotional responses from employees, and can 
lead to stress, demotivation, and unhealthy competition.

Instead of comparing team members solely with each other, broaden your lens. Are 
they among the top performers in their role in the market? As long as your team of 
A-rated employees is delivering A-level results, there’s no need to shoehorn in lower 
rankings to meet a distribution requirement.

Our Take: Don’t “rank and yank.”

As noted on p. 18, the traditional practice of “rating” employees on multiple 5-point 
scales contributes greatly to the negative reputation of old-school performance 
management. However, we believe that confidential quarterly ratings of two simple 
dimensions for each employee (performance and potential) help leaders under-
stand their talent pool and how it lines up with corporate strategy. When leaders—
including the CEO, HR, and division heads—have access to quarter-by-quarter ratings 
of all employees, they can:

Assess whether the organization has the talent it needs to meet projected 
outcomes, and drive conversations about how to fill talent gaps.

Update their understanding of the talent pool every 90 days (as employee 
ratings may change from quarter to quarter).

Coach and grow high-potential employees. This keeps the leadership pipeline 
healthy and top employees more engaged.
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Get Ahead of the Curve with Khorus

Khorus  is an enterprise leadership platform that helps CEOs, 
HR heads, and other leaders build and manage talent in one 
holistic system. Get in touch today to see how Khorus can help 
you bring the performance-management revolution to your 
company.

Integrate individual performance 
goals with collective priorities—
up, down, and across the 
organization.

Align the Team

Quarterly appraisals in Khorus are 
streamlined, results-focused, and 
easy to deploy companywide.

Give Rapid, Relevant
Feedback

The Talent Dashboard offers 
leaders a map of talent within 
teams, and across the company 
as a whole.

See Talent Insight
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