Relevance of Bell Curve to Employee

Performance Appraisals — Exploring the
Alternatives!
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House Keeping Instructions o 2

All phones are set to mute. If you have any
guestions, please type them in the chat
window located beside the presentation

\

panel.

\
We have already received several
guestions from the registrants, which will
be answered by the speakers during Q&A
session. N

4
We will continue to collect more questions
during the session as we receive and will try to
answer them during today's session.

N\

In case if you do not receive answers to
your questions today, you will certainly
receive answers via email shortly.

@ Thank you for your participation and enjoy
" the session.
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A high performing workforce is critical to achieving business outcomes

Organizations today exist in o VUCA world, This entails facing new, aggressive growth targets and
renewed pressure (0 get the best from their existing workforce,

This means that there is a critical need for the organizations to strive and become high-performance
organizations.

Business Strategy

For example: For example:
* Financial capability _ - - + Selling skills
« Technology Business Capability People Capability « Business

capability \ } communication

|
.

High Performing Organization

High-performing organizations have been found to have best-in-class employee engagement, labor-related regulatory
compliance, rewards for high performance, and leadership development.
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The impact of high performance culture on financials & valuation is huge

200 organizations were studied over an 11 year period. Those having high performance culture have
outperformed the ones without high performance culture by a huge margin.
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m Average Increase for Twelve Firms with Performance-Enhancing Cultures
Average Increase for Twenty Firms without Performance-Enhancing Cultures

Source: Forbes, 2011
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As job complexity increases, the positive financial impact of a high
performer increases as well

A high performing organization thereby leverages its workforce and ensures that the most complex
jobs are taken by the “high performers”. This alignment of high performers with the complexity of the
|0b in turn creates value for the organization.

“ 1.4 As job complexity increases, the differential
> 1.2 - between low performers and high performers
> 1 - become more drastic
'g GEJ 0.6 -
& B 0.4 _ -
P 4_
g o O 1 T T T
g Moderate High Leadership &
= Business Strategy
&

Complexity of Job

This in turn translates into financial impact, which is directly proportional to the complexity of the job.

Source: J.E. Hunter, et al., “Individual Differences in Output Variability as a Function of Job
Complexity,” Journal of Applied Psychology, 1990
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Participant poll

What are the key tenets to building a high
performance workforce in an organization?

Alignment with business strategy

Defined Performance Management process and tools
Managerial Capability

Employee Communication

Process Automation / Technology Enablement

You may choose one or more possible options
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ABCD of ‘Building High Performance Workforce’

System
Align with Strategy Build systems to execute
» Vision and Mission = PMS Process
= Organization scorecard and goal cascade = Linkage with other HR Processes
= Business behaviors = Technology enablement
Spirit Spirit
Develop Capability Cultivate high performance culture

= Enable managers to groom talent

= Manager and HR capability on
driving high performance (process,
strategy alignment, conversations
etc)

Organization Values
Leadership commitment
Change and communication

Skills

Governance and Analytics Am
Aon | T &P Consulting
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Classifying Performance
Need to classify performers

= Different people perform differently — differing ability,
experience or training can cause this. Hence for an
organization it is essential to bet on those who can get high
returns especially in times of distress.

= Classifying talent into categories helps in differentiating
talent and ensuring that the right talent does the right
work. In an organization, high performing individuals make
major contributions but are typically less in number. Medium
level performers often make up most of the team and are the
solid citizens. Low performers can be few in number but will
have a strong, negative impact on the team. |

» The benefits of this process are these:

o Eliminates low performance, and in some cases,
low performers

o Medium performers are challenged to become
high performers

o High performers are challenged to duplicate
themselves

All of which creates a consistent and high performing team.

Aon | T &P Consulting Am
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Classifying Performance
Rating Scale - Middle Rating Paradox

C

Improvement  Meets Some Meets Exceeds Far Exceeds
Required | Expectations [Expectations  Expectations |Expectations

f

+ “Meets” feels to most people like they’re getting a “C” grade—it doesn’t say, “you’re a winner!”
Managers can be reluctant to give good performers this rating Or they can be reluctant to give
poor performers below this rating to avoid confrontation

* And having two levels above “Meets” can erode the message that goals should be set at a
challenging level: If people set the aggressive targets we ask for, how likely is it they can
achieve two levels more?

AON
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Participant poll

How do employees tend to perceive a statement such as
“ your performance for the year has been very good”

Open to feedback / Feel motivated
Defensive
Dismissive of feedback / Feel discouraged

You may choose one or more possible options
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Building a case for employee differentiation (1/2)

If all employees are given a high rating...

Motivated

High Performers

Solid Contributors

Under
performers

Under Performers don’t feel

like they
have to take
a step up...

Aon | T &P Consulting
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Successful

Special

High
performers

don’t feel
special...
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Building a case for employee differentiation (2/2)

If all employees are rated by their contribution...

Motivated Successful Special

High
performers

High Performers feel
special...

Solid Contributors

Under Performers

Under
performers
feel

motivated (if
given
feedback
correctly)

Aon | T &P Consulting Am
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Distributing Performance
Need for comparing individual performance

* Post rating performance it is also crucial to assess it
relatively amongst the peers. This provides an
understanding of the achievement with the lens of

comparison. ;

!
|
Advantages of distributing performance: _ lJI

. : |

| ll L ‘

* Objective manner of comparing A to B, a high {Ew ||-| Iu 1 l
N i

performer in a non performing team may not necessarily
be a high performer for the organization, similarly a low
performer of a medium performing team can indeed be a
high performer for the organization

* Aids in differentiating talent into high, medium and
low performers for the organization

* Provides an input for objective differentiation of
rewards

Aon | T &P Consulting Am
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Distributing Performance
using a Bell Curve

The forced distribution method (Or Stack & Rank or
Bell curve) prescribes the outcome of performance
appraisals in terms of the distribution of ratings over an
employee group.

It may not sufficiently take into account absolute
company performance. Company revenue is likely to
be positively associated with employee
performance, but this is not reflected as such in the
method. For example, if revenue drops by 10%, the
method still ‘forces’ you to rate around 84% of your
employees as at least ‘meeting expectations’, whilst one
would expect, based on the drop in revenues, that
employee performance has decreased.

It provides arigid relative performance distribution.
The normal distribution forces organizations to rate
around 68% of its employees as ‘meeting expectations’,
leaving ‘only’ 32% for differentiation. The conventional
performance distribution does not allow companies to
differentiate more on individual performance

Aon | T &P Consulting
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Distributing Performance
using Power Law curve

A "Power Law" distribution is also known as a "long
tail." It indicates that people are not "normally
distributed.” In this statistical model there are a
small number of people who are "hyper high
performers,"” a broad swath of people who are
"good performers"” and a smaller number of
people who are "low performers."

The Power-Law Distribution
“Long Tail”

Small Number of
Hyper Performers

* Inthe Power Curve most people fall below the

mean (slightly). Roughly 10-15% of the
. Broad Range of

population are above the average (often far "Average Performers”
above the average), a large population are
slightly below average, and a small group are
far below average. So the concept of "average" Tetal Humber of Feopie
becomes meaningless.

Performance

Small number
Of "Lower Performers”

The distribution reflects the idea that "we want
everyone to become a hyper-performer” if they
can find the right role, and that we don't limit
people at the top of the curve - we try to build
more of them.

Aon | T &P Consulting Am
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Is it time to ‘bell the curve’?

Research indicates that in growing organizations, a small number of people are ‘hyper-performers’, a large
number are ‘good performers’ and a small number are low performers.

Hence, there is no ‘average’ category as such, as compared to the traditional bell curve.

The Power-Law Distribution
Top “Long Tail”
Performers

Non-
Performers

Average performers

Small Number of
Hyper Performers

Performance

Broad Range of

5 ¢ GH "Average Performers”
PERFORMERS Small number
1 0% 70% 20% Of "Lower Performers”

Total Number of People

Organizations prefer the bell curve, but consider it unreliable because :

* These create too much competition between employees and take away from essentials such as
team work and collaboration

« Sometimes, good performers are “force ranked” to a below expectation performance level

* It is a futile exercise since organizations have devised methods to “rotate” high ratings, based on

seniority/ promotion eligibility/other criteria
Aon | T & P Consulting Am
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Participant poll

What could be the possible reasons for the
organizations to move away from bell curve ?

A. No intent to differentiate performance / Building a socialist culture
B. Lack of objective & fair performance assessment leading to demotivation
amongst managers / employees

Would not move away due to lack of alternatives

You may choose one or more possible options

Aon | T &P Consulting Aw
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Bell Curve and Rating

If given veto power and autonomy to decide, would HR remove
‘performance ratings’ and ‘bell curve’ in their organizations?

28% would not do away with it

due to lack of alternatives, but

17% seem to be satisfied with

the current system of bell curve
and ratings

41% of the organizations would
like to retain formal ratings but
not the bell curve, but 14%
would like to remove both

If yes, how would differentiation be driven and high-performers retained ?

1. Effective conversations with managers for continuous feedback throughout the year
2. Performance vs Potential (9 Box Grid for all employees)
3. Manager discretion to reward high performers

Source : Performance Pulse of India Inc. 2017-18 Am
Aon | T &P Consulting

Proprietary & Confidential 19 Empower Results®



Incorporating Performance Distribution in the PMS design

Forced Distribution

» Aforced bell curve is created
to assess and rate
performance.

* May lead to high performers
not being adequately rewarded
because of adherence to bell
curve.

» Traditional and most prevalent
way for measuring.

Aon | T &P Consulting
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Dynamic distribution

Fixed percentages are not
maintained to rate
performance.

The percentages are decided
on the basis of the business
performance.

Used in small departments or
in high growth businesses

No Pattern

No Ranking is used to
evaluate performance.
Rewards are given on the
basis of individual
performance

Newer method for evaluating
performance, usually the
linked rewards are on growth
and learning opportunities

AON
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Incorporating Performance Distribution in the PMS design
What organizations are actually doing ?

How is bell curve Spread of organizations What was the primary motive
distribution decided? following bell curve for removing bell curve?

85% of the organizations
wanted to ensure quality
19% o—‘—. conversations between
managers & employees,
followed by increased

collaboration & employee
engagement

48% of the organizations
follow a dynamic bell curve,
but the remaining either
follow a global mandate or
a static distribution

m Follow a bell curve
m Never had a bell curve

Used to have a bell curve

\ ! /7
'Q' Aon Insights

Majority of the firms that removed bell curve to
allow managers to do quality conversations with
employees feel that managerial capability to do
performance conversations is a challenge

Some of the firms that removed bell curve to allow
managers to do quality conversations with employees
feel that manager employee conversations in their
organization are highly effective

Source : Performance Pulse of India Inc. 2017-18 Am

Aon | T &P Consulting
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Key Takeaways

The decision of using or moving away from bell curve by any organization is contingent on a number
of organization imperatives and the organization’s capability to identify and use the imperatives to
build a high performance culture

Ay

Intent to differentiate performance

o
"‘i' The organization needs to decide on its PMS philosophy of building a socialist culture vis-a
= vis meritocratic culture

00O Manager Capability

DW/G The organization needs to assess and improve the manager capability to do quality
conversations and share constructive feedback with the team members

Linkage of Performance Management to other HR processes of Rewards, Talent
Management & Learning & Development —

The organization needs to identify the required output of the PMS process to serve as an
input to all activities related to the employee lifecycle and building a talent pipeline

Aon | T &P Consulting Am
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Thank You !

Parived Bhatnagar, National Lead, OE-GI
parived.bhatnagar@aon.com
+91-971718557

Rishabh Gupta — Senior Consultant, OE
rishabh.gupta.5@aon.com
+91-7042074561

Aon Hewitt
India | Consulting

For detailed report on the Performance Pulse
of India Inc. study, please reach out to —

Prabhjot Kaur — National Delivery Head, OE
prabhjot.kaur.3@aon,com

Ayush Gulati — Senior Consultant
ayvush.gulati@aon.com
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