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THE 
DEMING 
LIBRARY 
 
 

VOLUMES 1 AND 2 
 
 
INTRODUCTION 
 
When different people view a videocassette, each sees, hears, and learns something 
different. If they discuss their different insights, they will learn more than if they only 
view the tape. Talking about the cassette helps people to understand and absorb the 
information. 
 
This guide is designed to help you start a general discussion. The idea is to raise 
questions that participants will try to answer. However, the discussion leader is not 
limited to these few questions. Indeed, the leader is encouraged to help participants raise 
their own questions about points made on the cassette. 
 
One caution: Be sure the people in the group understand that this is a discussion − it is 
not a quiz. 
 
 
OVERVIEW  
 
In Volumes 1 and 2 of THE DEMING USER'S MANUAL, Peter Scholtes presents 
useful strategies for applying Point 12 of Dr. Deming's theories to the problems 
surrounding annual performance evaluations. Mr. Scholtes is a senior management 
consultant with Joiner Associates Inc. of Madison, Wisconsin. He has more than 20 years 
of experience in planning and implementing organizational change. 
 
Mr. Scholtes identifies the unintended results of performance appraisals: They decrease 
productivity, interfere with quality, and demoralize workers. He explains how to replace 
damaging performance appraisals with successful methods for giving feedback and 
direction to employees, selecting people for promotion, and determining salaries. 
 
This Discussion Guide is designed to help you get the best possible benefit from these 
cassettes. The more people think about what they have seen and heard, the more they will 
sharpen their thoughts. They will also begin to work together − a step toward teamwork. 
The leader should encourage participants to help each other during the discussions. The 
emphasis should be on group cooperation. 
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It is essential that the discussion of each tape come at the end of that cassette, while the 
information is fresh in the minds of the participants. 
 
 
THE 14 POINTS 
 
Following are Dr. Deming's 14 Points. Familiarity with them will help in your 
discussions. 
 
1. Create Constancy of Purpose. 
 
2. Adopt the New Philosophy. 
 
3. Cease Dependence on Mass Inspection to Achieve Quality. 
 
4. End the Practice of Awarding Business on Price Tag Alone. Instead, Minimize Total 
Cost, Often Accomplished by Working With a Single Supplier. 
 
5. Improve Constantly the System of Production and Service. 
 
6. Institute Training on the job. 
 
7. Institute Leadership. 
 
8. Drive Out Fear. 
 
9. Break Down Barriers Between Departments. 
 
10. Eliminate Slogans, Exhortations, and Numerical Targets. 
 
11. Eliminate Work Standards (Quotas) and Management by Objective. 
 
12. Remove Barriers That Rob Workers, Engineers, and Managers of Their Right to Pride 
of Workmanship. 
 
13. Institute a Vigorous Program of Education and Self Improvement. 
 
14. Put Everyone in the Company to Work to Accomplish the Transformation. 
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 VOLUME 1: THE CASE AGAINST PERFORMANCE APPRAISAL 
 
 
INTRODUCTION 
 
In Volume 1 of THE DEMING USER'S MANUAL, Peter Scholtes identifies the many 
intended purposes of the performance appraisal: to give feedback and direction to 
employees, to set standards, to select people for promotions, and to determine salaries 
and bonuses. He points out that all of these intentions are "a load it cannot possibly 
carry." Subject to bias and measurement error, performance appraisals focus solely on 
individual performance, ignoring the impact of the systems in which individuals work. 
Mr. Scholtes explains that performance appraisals undermine quality and improvement 
efforts because they discourage collaborative work, create low morale, and encourage 
"safe,” mediocre performance in an organization. 
 
 
QUESTIONS 1-5 
 
1. What does Mr. Scholtes mean when he says, "I think performance evaluation is not so 
much a method of giving direction, I think it's a method of control"? See Graphic 1. 
 
2. What do you think of Lloyd Dobyns's statement: "Everyone wants and needs feedback; 
everyone does not want or need evaluation and judgment"? See Graphics 2 and 3. 
 
3. Mr. Scholtes explains that there are five common factors that influence a person's 
performance evaluation: A) native ability and early education; B) individual effort;  
C) training and orientation given to the employee in preparation for the job; D) variability 
and capability of the processes and systems in which the person works; and E) the system 
of evaluation, including evaluator bias and inconsistent use of methods. Why does Mr. 
Scholtes say that "individual effort" is the only one of these factors that is a legitimate 
basis for evaluating an individual? 
 
4. Each of the five factors that influence a performance evaluation − plus a sixth factor, if 
you think there are other influences not represented by the first five − contributes in 
differing degrees to the evaluation. Divide 100 points among the factors listed below, 
giving each a score that you think reflects the relative impact of that factor on an 
employee's evaluation result. 
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FACTOR     POINTS 
 
A. Native ability and early education  _______ 
B. Individual effort    _______ 
C. Training and orientation   _______ 
D. Capability of and variation in the 

processes and systems in which the 
employee works   _______ 

E. Capability of and variation in the 
 evaluation system   _______ 
F Other     _______ 

  TOTAL      100 
       Points 

 
5. In the following equation, the letters "A" through "F" represent the factors influencing 
a performance evaluation, as listed in Question 4. 
 

A+B+C+D+E(+F)=100 
 
How do you think this equation was intended to be used? Is it possible to think of all the 
factors influencing performance evaluations? What does Mr. Scholtes mean when he says 
that if you can't solve this equation, then you "should not be in the business of doing 
performance evaluations"? 
 
 
QUESTIONS 6-10 
 
6. Why does Mr. Scholtes say that when an employee "is incapable of doing his job, it is 
the system's fault for hiring him into it"? 
 
7. What does Mr. Scholtes mean when he says that in order to evaluate an individual, you 
have to separate the individual's performance from that of all the other people in the work 
group? See Graphics 4 and 5. 
 
8. Explain why Mr. Scholtes says, "Your ability to perform depends on those who 
precede you in the system"? What examples of this can you think of in your 
organization? 
 
9. Discuss Mr. Scholtes's statement: "Performance appraisal has to ignore what might 
have been the result of other people's efforts. It almost has to, if it's going to get the job of 
evaluating performance done." 
 
10. Why does Mr. Scholtes say that managers who "don't understand the capabilities of a 
system and the patterns of variation within a system" can make a lot of mistakes in 
evaluating people? See Graphics 6 and 7. 
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QUESTIONS 11-15 
 
11. What does Mr. Scholtes mean when he says, "When we compare the output of people 
with the same job title, we delude ourselves that they have the same jobs"? 
 
12. Give some examples in your company of how variation might affect a worker's 
performance. 
 
13. Mr. Scholtes explains that the method of evaluation differs greatly between one 
evaluator and another, according to cultural and personal biases. What do you think of his 
statement: "The thing that we are least objective about is our own objectivity"? 
 
14. What kinds of cultural biases − whether fostered by your friends, work group, 
company, or geographical region − might affect your judgment of someone's performance 
at work? 
 
15. How might an employee's reputation and previous performance record encourage 
measurement error on the part of an evaluator? See Graphic 8. 
 
 
QUESTIONS 16-20 
 
16. Mr. Scholtes describes two very different mindsets for doing performance 
evaluations: 1) All of my people are above average, doing an excellent job unless they 
prove otherwise; and 2) All of my people are average, so an above average evaluation 
must be earned. Do you agree with Mr. Scholtes's statement: "Within a company, 
promotions are being determined by whether you get an easy marker or a hard marker. 
It's a lottery"? See Graphic 9. 
 
17. What does Mr. Scholtes mean when he says, "In organizations where most people are 
striving for fairly safe goals, the organization gets suboptimized"? See Graphic 10. 
 
18. What causes people to strive for "safe goals"? 
 
19. What happens in an organization when people try to increase output without carefully 
studying and improving the capability of the system? 
 
20. Why does Mr. Scholtes say, "The most accurate evaluation system is going to tell half 
of us that we're below average"? 
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QUESTIONS 21-22 
 
21. What does Mr. Dobyns mean when he says, "To rate the worker as if he or she were 
the single cause of whatever went right or wrong does nothing except create cynics and 
losers"? 
 
22. What is the difference between cynics and losers, according to Mr. Scholtes? 
 
 
GRAPHICS FOR VOLUME 1 
 
Following are the graphics that appeared in Volume 1 of THE DEMING USER'S 
MANUAL, along with some additional graphics used by Mr. Scholtes in his presentation. 
They make excellent reference notes to recall the main points of Mr. Scholtes's. 
discussion. It would be useful for each participant to be able to look at them after viewing 
the tape and discussing it. 
 
 
GRAPHIC 1 
 
Deming Points in Focus 
 
Point 11: Eliminate work standards and management by objective; substitute leadership  
 
Point 12: Remove barriers to pride in workmanship, e.g., annual performance appraisals 
 
 
GRAPHIC 2 
 
Common Sources of Confusion in a Discussion About Performance Appraisal 
 
Giving direction  vs. Controlling 
Giving feedback  vs. Evaluation and judgment 
Given to the system,  vs. Given to an process, team individual 
Given by those  vs. Given by those in the system, in the process, 

team hierarchy 
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GRAPHIC 3 
 
What We Mean by Performance Appraisal 

 
 
 
GRAPHIC 4 
 
Performance Evaluation Disregards the Fact That Employees Work Within a 
Group 
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GRAPHIC 5 
 
Figure 1: The Old Way to View an Organization 
 

 
 
 
Figure 2: The New Way to View an Organization 
 

 
 
 
GRAPHIC 6 
 
Performance Evaluation Disregards the Fact That Employees Work Within 
Variability and Instability 
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GRAPHIC 7 
 
Every month in 1986, this company was above the industry average for accidents. In 
1987, after making system improvements, the company accident rate dropped 
dramatically. Mr. Scholtes uses this example to explain why you can't rate an individual, 
such as the company safety officer, for what a system does. 
 
Variation in Safety Data 
1986 
 

 
 
 
GRAPHIC 8  
 
A personal judgment can have varying effects depending on how it is used. A written 
judgment of an individual's performance is often used to determine eligibility for reward 
and promotion, but a judgment does not recognize the influence of the system, variability, 
or blind luck. 
 
Raising the Stakes of Judgment 
• Judgment kept to yourself 
• Shared informally 
• In writing 
• Filed/On record 
• Sent to others 
• Used as a basis for reward or promotion 
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GRAPHIC 9 
 
Employees Are Evaluated Within an Appraisal System That Is Inescapably Biased 
and Inconsistent 
 
 

 
 

Sources of "Measurement Error": 
 
• System pressure on the evaluator 
• Evaluator bias 
• Evaluator philosophy 

 
 
GRAPHIC 10 
 
"Toxic Waste" from Performance Appraisal 
 
• Mediocrity; safe goals 
• Systems are squeezed and circumvented for individual gain, rather than improved for 
collective gain 
• Losers, cynics, and wasted human resources 
 
 

VOLUME 2: WHAT TO DO INSTEAD OF PERFORMANCE APPRAISAL 
 
 
INTRODUCTION  
 
In Volume 2 of THE DEMING USER'S MANUAL, Peter Scholtes explains that the way 
to accomplish the objectives of the traditional performance appraisal is to develop 
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separate, workable systems to handle each objective. A system of feedback from 
customers, suppliers, and team members, for example, produces far better results than the 
limited feedback from the boss's annual appraisal. 
 
Dismantling the performance appraisal system requires a profound change in the way 
workers are regarded in an organization. The Deming Philosophy is based on the belief 
that individuals are intrinsically motivated to work and that merit systems designed to 
force people to perform are destructive. The Deming Philosophy focuses on improving 
systems rather than trying to hold individuals accountable for failures. Mr. Scholtes talks 
about the implications these changes have for the future, and the new challenges they will 
bring to the workplace. 
 
 
QUESTIONS 1-5 
 
1. Why does Mr. Scholtes say, "Quality begins with delighting the customer, and 
maintaining the system that will constantly delight the customer"?  
 
2. What does Mr. Scholtes mean when he says, "We have to get away from thinking 
hierarchically… . It's important for you as an employee to focus on pleasing your 
customer, not your boss"?  
 
3. What does Lloyd Dobyns means when he says, "Performance evaluations rate the 
worker, not the system"?  
 
4. Mr. Scholtes explains that we expect performance evaluations to provide the basis for 
giving feedback and direction to employees. What are some other ways that performance 
evaluations are used? See Graphics 11, 12, and 13.  
 
5. Why does Mr. Scholtes say that feedback is necessary for developing collaborative 
relationships with internal customers, team members, and suppliers? 
 
 
QUESTIONS 6-10  
 
6 What are some of the important questions to ask your internal customers, your team 
members, and your suppliers in order to get useful feedback? 
 
7. Mr. Scholtes says, "We need to be constantly getting feedback from a variety of 
sources so that we can keep our system in control and provide what our customers expect 
from us." Identify some of the feedback sources to which Mr. Scholtes is referring. 
 
8. What does Mr. Scholtes mean when he says that instead of basing salaries and bonuses 
on performance evaluations, they should be determined, at least in part, by a job's market 
rate? See Graphic 14. 
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9. What other factors does Mr. Scholtes suggest should be part of the formula for 
determining salary?  
 
10. What does Mr. Scholtes mean when he says, "To use performance evaluations in 
order to give direction to employees, I think, is wrong. What I would rather see is the 
company working hard to develop its vision the definition of what it is and what it does"? 
See Graphics 15 and 16. 
 
 
QUESTIONS 11-15 
 
11. Mr. Scholtes says that it is important for companies to have creative ways to keep 
employees in touch with customers. Why is it important for individual employees to feel 
that they are in touch with customers? 
 
12. Why does Mr. Scholtes say, "Planning that involves input from a variety of people at 
a variety of levels, so that when the plan comes out it's a surprise to no one, is a way of 
creating direction that will help people know where the company is going and where they 
are going"? 
 
13. What does Mr. Scholtes suggest works better than a manager's open-door policy for 
"understanding the day-to-day hassles that people go through on their jobs"? See Graphic 
17. 
 
14. What does Mr. Scholtes mean when he says, "There are a number of ways of 
identifying people for promotion: Give a variety of people a variety of opportunities to 
work on special assignments"? 
 
15. According to Mr. Scholtes, how are "project teams;" "lateral moves," and "assessment 
centers" useful for identifying candidates for promotion? See Graphics 18 and 19. 
 
 
QUESTIONS 16-20 
 
16. How might customers, according to Mr. Scholtes, be involved in determining some of 
the criteria for promotions? 
 
17. Why does Mr. Scholtes say, "The degree of education and training required to 
implement Dr. Deming's teaching is so much greater than anything we ever imagined"? 
 
18. Mr. Scholtes explains that one aim of American corporate in-house training should be 
"to have our people trained well enough that they can gather data and analyze data and 
improve the present system." Do you agree with Mr. Scholtes that another aim of 
education should go beyond this, to enable people to invent new systems? 
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19. Mr. Scholtes predicts that as companies implement Dr. Deming's teaching, "There 
won't be as many steps in the ladder between the top and the bottom of organizations." 
What implications does this kind of organizational change have for promotions and 
leadership? 
 
20. What are the benefits of a "flattened hierarchy"? 
 
 
QUESTIONS 21-23 
 
21. How can reward and recognition be given to, and a sense of progress be attained by, 
individuals in an organization with a "flattened hierarchy"? 
 
22. Mr. Scholtes says, "We in our organizations have to create a different kind of cult, 
work with different kinds of values… . We need to redefine leadership, and how we're 
going to recognize people's need for ambition." How do we do this? 
 
23. What does Mr. Dobyns mean when he says, "All employee rating systems are based 
on the assumption that workers are lazy and unmotivated"? See Graphic 20. 
 
 
GRAPHICS FOR VOLUME 2 
 
Following are the graphics that appeared in Volume 2 of THE DEMING USER'S 
MANUAL. 
 
 
GRAPHIC 11 
 
 What to Do Instead of Performance Appraisal 
 
• "Unbundle" your expectations; develop separate systems for each 
• Doing nothing is better than doing something harmful 
 
 
GRAPHIC 12 
 
 "Unbundling" 
What benefits do managers expect to gain from performance appraisal? Those most often 
listed are 
• Give direction to the workforce 
• Ensure that each employee receives worthwhile feedback 
• Develop employees' training needs 
• Foster genuine communication between leader and those reporting 
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• Develop approaches to promotion 
• Develop reward systems 
 
 
GRAPHIC 13 
 

Give Feedback to Employees ? 
Devise systems by which each employee regularly receives feedback 
• from "customers" 
• from the work group/process 
• from "suppliers" 
 
 
GRAPHIC 14 
 
 An Alternative Basis for Salary and Bonuses 
• Market rate 
• Seniority 
• Accumulation of skills 
• Prosperity 
 
Warning: Using performance as the basis for reward is hazardous to an organization's 
health. 
 
 
GRAPHIC 15 
 
 Give Direction to Employees 
• Vision, Mission, Operating Philosophy 
• Planning 
• Communication 
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GRAPHIC 16 
 
 

 

 
While managers decide which direction to go, the workforce waits! 

 
 
GRAPHIC 17 
 
 Provide an Occasion for Communication 
• Meetings 
• Focus groups, feedback groups 
• MBWA, MBSA 
 
Note: "Open door" is a hoax. 
 
 
GRAPHIC 18 
 
 Identify Candidates for Promotion 
• Special assignments 
• Project teams 
• Lateral moves 
• Assessment center 
• Customer involvement 
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GRAPHIC 19 
 
 Assessing Training Needs 
• Study 
• Statistical tools 
• Informal communication 
 
 
GRAPHIC 20 
 
 Evaluating Your Current Performance Appraisal System 
How well does your current performance appraisal system 
• Foster intrinsic motivation? 
• Encourage continuous improvement? 
• Encourage ongoing, helpful feedback from external and internal customers? 
• Encourage cross-functional cooperation? 
• Serve the long-term needs of the entire organization (as opposed to maximizing 
individuals and subsystems for the short term)? 
 
Or does the evaluation system get in the way of these goals? 
 
 

APPENDIX: AN ELABORATION ON DEMING'S TEACHINGS ON 
PERFORMANCE APPRAISAL 

 
 
OVERVIEW 
 
The following is a paper written by Peter Scholtes on the topic of performance appraisal. 
Familiarity with it will enhance your understanding of the material covered and will help 
you in your discussions. 
 
Peter R. Scholtes is a senior management consultant with Joiner Associates Inc., 
specializing in organization development. He has more than 20 years of experience as a 
consultant, specializing in management training, team development, and planning and 
implementing organizational change. 
 
He has authored several of Joiner Associates' major publications and developed key 
consulting strategies and materials that help managers understand how to implement the 
teachings of Dr. W. Edwards Deming. 
 
Mr. Scholtes earned his Masters in Education from Boston University, where he studied 
with Malcolm Knowles, and has done additional studies in the fields of philosophy and 
psychology. Before coming to Joiner Associates Inc., he worked for the city of Madison, 
Wisconsin, where he played a key role in implementing an innovative public-sector 
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quality and productivity program. He has also worked with many firms as a private 
consultant. 
 
© 1987 by Joiner Associates Inc. All Rights Reserved 
 
Joiner Associates Inc. values the spread of ideas. In this spirit, permission to reprint this 
document is hereby granted. The reprints must, however, include the copyright notice as 
follows: 
©1987 by joiner Associates Inc. 
All Rights Reserved 
Reproduced by permission of Joiner Associates Inc., 
PO. Box 5445, Madison, WI 53705 (608) 238-8134 
 
 
INTRODUCTION 
 
Opposition to performance evaluation is not new. Seventeen hundred years ago the 
following observation was recorded about a man appointed to evaluate the performance 
of the imperial family in China's Wei dynasty: "The Imperial Rater seldom rates men 
according to their merits, but always according to his likes and dislikes." While criticism 
of performance evaluation is not new, there is a new background for the current assault: 
the new international marketplace and the new quality-dominated competitive world. 
 
The patriarch of this new economic world is Dr. W. Edwards Deming. Perhaps the most 
controversial of Dr. Deming's teachings is his strong stand against performance standards 
and evaluation. In the 11th and 12th of his famous 14 Points, Dr. Deming urges the 
elimination of such practices as supervision by numbers, work standards, quotas, 
management by objectives and annual merit ratings. Furthermore, Deming cites as a 
"Deadly Disease" the evaluation of performance, merit ratings and annual reviews. There 
is no question about Dr. Deming's stand on performance evaluation. He considers it a 
plague, an affliction to be purged from the earth. 
 
Deming's view fights the current of mainstream managerial practice. Most managers 
believe they can continue to pursue quality and productivity along with the practice of 
performance appraisal. They treat Deming's point as an aberration, a bit of bad advice 
from an old scholar who may know statistics but does not understand how to manage an 
American business. 
 
This is a tragic misunderstanding of Deming's message. At the peril of their businesses, 
managers fail to see the foundation on which Deming bases his teaching. The fourteen 
points are not a loose collection of adages, independent rules of thumb for managers. The 
fourteen points are conclusions that flow inexorably from two key insights: a statistical 
understanding of the nature of work and viewing work as a dynamic process. To 
disregard one or two of the fourteen points is to disregard the theory and logic that 
supports and interconnects all fourteen points. 
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Our case against performance evaluation will be based on statistical thinking and a 
process viewpoint as well as concepts originating in psychology and organizational 
science. 
 
 
I. WHAT DO WE MEAN BY PERFORMANCE APPRAISAL? 
 
When a group of people convenes for any reason, it seems obvious that the success of 
that occasion depends on the contributions of individuals and the collective effort of the 
group. Observing these get-togethers, we can conclude that some people seem to 
contribute more − or more effectively − and others seem to contribute less to the success 
of the group's effort. Sometimes we cannot be sure whether these differences are real or 
just perceived. 
 
In a work setting we are even more intensely aware of real or perceived differences of 
individual contributions to the tasks at hand. Differences in performance become a topic 
of informal conversations. People commonly complain that they work harder or get more 
done than someone else without commensurate pay or recognition. Supervisors have 
decided they can rely on some workers to accomplish tasks that others seem unable to 
accomplish. Such comparisons and judgments are common, perhaps inevitable, though 
they seem more prevalent in some organizations than others. Chronic comparison and 
complaints about performance can become an unhealthy part of a company's culture. 
 
Performance evaluation is a formalized, legitimatized process of observation and 
judgment. It is formalized, with records and documentation, and legitimatized, an act of 
those in official positions of authority. It therefore takes on a burden of objectivity and 
fairness not required of everyday informal complaining. (For this same reason, 
performance evaluation is not as enjoyable a pastime as complaining and gossiping.) 
Performance appraisal necessarily takes on a quasi-legal bearing with the workplace 
equivalent of legitimate evidence and due process. 
 
The typical performance appraisal system consists of the following elements: 
 
1. A Standard of Measurement 
 
In order to avoid arbitrary evaluations, a manager seeks to establish a measurement 
standard against which he or she judges people's performance. 
 
• In the production or direct service areas, operators and supervisors are judged on some 
unit of output over some unit of time: tons per day, calls per week, etc.  
 
• Managers and professionals are involved in less routine activities and therefore have 
standards tailored to their work: completion of this project, successfully solving that 
problem, etc. 
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2. A Method for Establishing the Standard  
 
There are many ways to establish a standard. They can be based on: 
 
• Inescapable facts of life: 
 -budgetary limits ("Will not exceed expenditures of $____per month"); 
 -laws of nature ("Will not allow temperature to go below 33 degrees F"); 
 -regulations and specifications imposed from some outside, currently  

uncontrollable agent (government regulations or customer specifications). 
 

• Budgeted projections ("Will'produce X sellable tons per month"). 
 
• Past performance. 
 
• National or industry standards. 
 
• Machine capabilities specified by the equipment manufacturer. 
 
• Orders from on high. This is more often true of standards applied to operators and 
supervisors. 
 
• Negotiations and mutual agreements between supervisor and subordinate. This is more 
frequent among managers and professionals. 
 
3. A Period of Performance 
 
A performance evaluation system specifies a period of time over which the 
accomplishments are to take place before the activities are reviewed and evaluated. For 
managers and professionals, the period is normally one year, sometimes six months. 
 
4. A Performance Interview 
 
At the end of the time period there are usually one or more meetings at which the person's 
performance is discussed. How did he or she do during this period of time relative to the 
established standards of performance? 
 
5. The Rating 
 
Finally there is some form of rating. These ratings vary widely from company to 
company. Sometimes there are only a few categories ("Superior performance, Acceptable 
performance, Below standard performance"). Some ratings are on a point scale ("You 
rate 6 on a 10 point scale"). Often there are scales attached to categories of behavior 
("Courtesy: 1 2 3 4 5"). Sometimes the rating is in the form of a narrative that describes 
the employee's level of performance and makes recommendations for improvement. 
Some ratings are done verbally, with nothing in writing − no "report card." 
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Performance evaluation has its own internal logic: A manager is aware of what his or her 
division must accomplish, what goals and objectives have been determined for the 
division as its contribution to the progress of the whole enterprise. The manager, 
therefore, makes sure that the sum of all the standards and objectives of employees equals 
or exceeds the performance expected of the entire division. 
 
Performance standards and performance appraisal seem logical, straightforward and fair. 
Why do Deming and others oppose them? 
 
II. THE CASE AGAINST PERFORMANCE EVALUATION 
 
Despite their apparent reasonableness, performance evaluations are not reasonable. They 
suffer from one flaw upon another. While some performance evaluations may avoid some 
of the objections described below, none avoids them all. 
 
1. An employee's work, including the work of managers, is tied to many systems and 
processes. BUT performance evaluations focus on individuals, as if those individuals 
could be appraised apart from the systems in which they work. 
 
Performance evaluation does not make sense if individuals or groups are held responsible 
for events, behaviors, circumstances and outcomes over which they have no control. Yet 
any individual's performance almost invariably depends on many external factors. 
Managers depend on the state of the economy; sales people depend on the economy plus 
the quality of the product; line workers depend on the state of the machinery; word 
processing operators depend on the state of someone's penmanship; and on and on. We 
all inherit elements of our work from those who precede us in the process. On what then, 
should I be evaluated? On the value I add to the work before I pass it on? If so, how will 
the success of my contribution be differentiated from all the contributions − positive and 
negative − that proceed and follow me? The fact is, those who feel they can make such 
differentiations are often simply guessing. 
 
2. Most work is the product of a group of people. BUT a process of evaluating an 
individual requires a pretense that the individual is working alone. As a result, 
performance evaluation encourages "lone rangers," and is a divisive influence. 
 
Almost nothing is accomplished by an individual operating alone. Most work is 
obviously a collective effort. Even workers who seem quite independent depend on 
others for ideas, stimulation, feedback, moral support, and administrative services. When 
an individual makes some heroic effort and accomplishes an extraordinary task, often he 
or she can take the time to do that work only because others have filled in on the less 
heroic parts of the job. When someone is credited with a success, he or she is individually 
honored for what was most likely the work of many. And it is not only praise that is 
distributed unevenly. Just as success is a group effort, so also is failure. 
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Having a system where it is individuals who are rewarded or recognized will force 
workers to choose between individual reward and recognition or the teamwork. Such a 
choice will seldom reinforce teamwork. The choice is naturally divisive. There is an 
abundance of evidence that teams perform most activities more effectively than 
individuals engaged in the same task. The evaluation of individual performance 
undermines this teamwork. 
 
There is another way in which performance evaluation subverts teamwork. Performance 
evaluation systems are a one-to-one interchange from supervisor to subordinate. This 
one-to-one form of evaluation can be pictured with a wheel. The supervisor is at the hub 
with spokes reaching out to each subordinate. This, then also pictures the style of 
organization and manner of supervision and communication that will prevail in the unit: 
direction and control emanating from the hub. 
 
 
Figure 1 
 

 
 
 
This style is contrary to the fostering of teamwork. Leadership in a Teamwork 
organization does not place the supervisor or manager at the hub. Rather this person is the 
coach, facilitator and leader among "equals." Feedback should not be a top-down activity, 
but a lateral, circular, mutual team activity. 
 
 
Figure 2 
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It is true that each member of the team, as well as its leader, has different experience, 
expertise and areas of competence. The leader has additional responsibilities to maintain 
links to other parts of the system. But members of the team share a mutual responsibility 
for the successful operation of the process and the resulting service to the customers. 
There is no basis for establishing the group leader as the only person in the group capable 
of giving useful feedback on the team's efforts. To reserve evaluation exclusively to the 
leader is to deprive group members of the diversity and richness of feedback that could 
be available to them in a mutual evaluation process. 
 
In short, the conventional supervisor-to-subordinate performance evaluation system 
reinforces an obsolete style of management. It asserts the supervisor's role as the person 
in control at the expense of the group's effectiveness. 
 
3. Performance evaluation presumes consistent, predictable systems. BUT systems 
and processes are subject to constant changes, often beyond anyone's awareness or 
ability to predict. 
 
The premise behind performance evaluation is that the system is well-planned and 
designed. Therefore, the system will consistently accomplish what it is designed to 
accomplish, if each worker would only do what he or she is supposed to do. Performance 
evaluation is based on the pretense that the primary source of breakdown, error, defect or 
any other problem is the individual employee. The predicted performance of any 
operation provides the basis for individual objectives, standards and quotas of those who 
work in that operation. In turn, annual forecasts and budgets are based on these 
predictions. 
 
Unfortunately, real systems and processes are much more elusive and complex than the 
simple models on which budgets and evaluation standards are based. Forecasting 
production presumes a stability in the system that seldom exists. Forecasting production 
also requires an omniscience by managers that is even less probable. Managers are 
usually too far removed from the work to comprehend what the system is really capable 
or incapable of doing. But without such omniscience, how can a manager stipulate a goal, 
quota or standard to which the employees must conform; Therefore we have a whole 
system of pretenses, from top to bottom, built on uninformed and unrealistic 
expectations. 
 
4. Performance evaluation requires a process of appraisal that is objective, 
consistent, dependable and fair. Otherwise the evaluations will be seen as capricious 
and based on favoritism. BUT such objectivity and consistency simply do not exist. 
 
("The Imperial Rater… rates according to his likes and dislikes") 
 
In any conventional organization, when the annual performance evaluation is completed 
and everyone has received an appraisal and rating, what really has taken place? What 
accounts for some people having received high ratings and others low ratings? Would 
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any of those with a low rating have been rated differently if the evaluator had been 
someone else? When conducting laboratory tests we expect our measuring instruments to 
be accurate, consistent and reliable. Is the same true of the "instruments" that measure 
performance? Is there considerable evaluator error, or discrepancy between one evaluator 
and the next or the same evaluator from day-to-day or from one evaluatee to another? If 
such exists, the evaluators and the whole appraisal system will be held in contempt by 
those who are its victims. 
 
There are a number of factors that distort evaluators' perceptions. 
 
i) General Perception: When an evaluator makes a formal judgment on an employee's 
performance, there is a tendency to react to or anticipate the informal judgment − or 
general perception − among other managers. Evaluators are not likely to rate positively 
those employees who are discredited by the general perception. Employees who have a 
reputation of good performance and also have a base of support among a critical mass of 
supervisors and managers are not likely to receive a negative evaluation, regardless of 
their performance. These general perceptions are often based on little data and on 
superficial first impressions. 
 
One source of common perception is how an employee is perceived relative to his or her 
particular job. We have stereotypes of how certain personnel should behave (e.g., sales 
representatives should be fast-talking go-getters). Some employees are commonly 
perceived to be good (or bad) because they conform (or not) to the common 
stereotype for their particular job. 
 
ii) Evaluator Perception: Along with being influenced by the common beliefs shared in 
the organization, the evaluator is influenced by his or her own stereotypes and biases. 
 
This categorizing is often unconscious and acts as a filter affecting both observation and 
memory. An evaluator tends to notice and remember behavior that confirms previous 
opinions of an employee, screening out anything contrary to it. Employees get 
irremediably typed. If they are typed as good performers, the "halo effect" helps them 
through difficult times. In contrast, difficult times for those typed as problem employees 
confirm the negative judgments previously made of them. 
 
Each evaluator reacts personally to such characteristics as age, race, sex, sexual 
preference, religious preference, attractiveness, or education credentials. These reactions 
can all work to the advantage or disadvantage of the employee evaluated. Any one of 
them can skew the evaluator's judgment. 
 
iii) Central Tendency: To give an employee an "average" rating involves little risk by the 
evaluator. No justification is expected. But going much above or below average becomes 
almost a political act. Most managers or supervisors will not rate anyone's performance 
as exceptionally good or bad unless there is a common perception of the employee that 



CC-M Productions, Inc. 
7755 16th Street, NW 

Washington, DC  20012 
ManagementWisdom.com 

(800) 453-6280 wbob@cc-m.com 
- 26 - 

supports such a rating. Therefore, ratings tend to cluster around midpoint, regardless of 
any individual employee's performance. 
 
iv) Evaluator Self-Image: Some evaluators view themselves as generous and supportive, 
and give the benefit of the doubt to the employee when appraising performance. Other 
evaluators feel it is important to be tough and demanding, making the employees earn 
positive ratings. Such benevolence or skepticism skew an evaluator's perception of an 
employee's performance. This makes the employee's rating dependent on a factor totally 
unrelated to his or her work. Lucky employees get generous evaluators; unlucky 
employees get skeptical evaluators. Evaluation takes on the characteristics of a lottery, 
 
v) Scrutiny-Shy Evaluation: Evaluators tend to grade higher when the evaluation is going 
to be shared with the employee being evaluated. Anticipating any defense of evaluations 
reinforces the central tendency (don't make any evaluations that will attract a reviewer's 
attention!). 
 
III. WOULD PERFORMANCE EVALUATIONS WORK IF WE SOLVED THESE 
PROBLEMS? 
 
No one expects to find a system that is totally free from error and bias. Suppose we could 
find ways to make sure performance evaluation incorporated some aspect of looking at 
"systems" and was as objective as it could possibly be. Would it then be worth using? 
 
No, for the following reasons: 
 
1. Performance evaluation encourages mediocrity by rewarding those who set 
"safe" goals. 
 
If employees fail to meet their standards or objectives, they are vulnerable to action by 
the evaluator. Rather than risk losing a job or pay increase, a worker will try to assure 
that the objectives are easily attainable. Imagine the future of an organization where most 
employees below the top manager have "safe" ambitions for their part of the system, 
where no one takes risks or challenges themselves. Most standards are not in this "sure 
bet" category. But most standards are reasonably attainable in the current system with 
normal effort. In such cases it is legitimate to ask: why is the standard necessary? 
 
2. Performance evaluation puts pressure on employees to work around systems 
rather than improve them. 
 
There are some standards that are not easily attainable in the present system. In order to 
meet these greater challenges, employees may put pressure on the system, which creates 
distortions somewhere else. Pushing to meet this quarter's sales quota plays havoc with 
future sales performance. Pushing the word processing staff to get a report out by the 
deadline creates a typing backup that delays other work. 
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By rewarding everyone whose performance is above average, management sends a 
message to those below average: Improve your performance. Therefore, half the 
workforce is pressuring the system to improve their performance. Meanwhile, those 
above average have gotten the message, "Keep up the good work." So they continue to 
pressure the system in order to maintain their above average evaluation. 
 
Everyone is pressuring the system for individual gain. No one is improving the system 
for collective gain. 
 
The system will inevitably crash. 
 
3. Performance evaluation inevitably demoralizes employees, creating either losers 
or cynics. 
 
Most of us feel pretty good about ourselves. We may not think we're the absolute best, 
but most of us would place ourselves in the top third relative to our peers. ("Well yes, I 
put myself in the top third, too. But I deserve to be in the top third.") Even when it is 
obvious to someone that he or she simply does not measure up, the employee usually 
finds ways to feel OK and optimistic. 
 
Performance evaluators are not so forgiving. They most likely will inform half of the 
people that their performance is below average and, even worse, two-thirds that they are 
not in the upper 33%. 
 
Those in the upper third may feel pleased with their evaluation but only if they are 
convinced the whole appraisal system is fair, objective and consistent. 
 
For almost all of those judged to be in the lower two-thirds or lower half, the evaluation 
will probably come as a shock. The news from the evaluator will be disillusioning and 
depressing, especially if the one evaluated believes the appraisal system to be fair, 
objective and consistent. Of course, if he or she does not see the evaluation process to be 
fair, the worker will be bitter and cynical about the judgment. 
 
This disillusionment can be devastating. Drained of self-esteem and a good self-image, 
workers' performances may get worse. They will feel less self-confident and grow more 
dependent on supervision. They will be fearful, trying to second guess what the 
supervisor is thinking. This leads to even worse performance, fulfilling the evaluator's 
prophecy. 
 
What, therefore, does performance evaluation leave in its wake? 
 
• People who feel they are losers, who are disillusioned and disheartened, feeling down 
on themselves. 
 
Or, 
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• People who are bitter and resentful toward the system, feeling misunderstood and 
misjudged. 
 
Neither is an attractive option. 
 
 
IV. PERFORMANCE EVALUATION: FACTORS AND FALSE ASSUMPTIONS 
 
The basic steps in the evaluation of an employee's performance are described with this 
diagram: 
 
Within these steps are several variable factors. The evaluation of performance is the net 
outcome of these factors. The fishbone diagram on the following page describes the 
major factors that affect the evaluation of an employee's performance. 
 
Figure 3 
 

 
 
Behind each of these factors is an assumption, made by those who support conventional 
performance evaluation. 
 
(I am indebted to Spencer Graves for the ideas and framework contained on the next 
several pages.) 
 
 
Figure 4 
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1. Native Ability 
 
Conventional management practice seems to be based on the belief that there is a wide 
distribution of native ability among employees. Conventional managers, seeing an 
apparent diversity in employee performance, tend to attribute some of the difference to 
different levels of native ability among employees. 
 
Figure 5 
 

 
 
In fact the difference between employees is probably much less than commonly believed. 
We suggest the real distribution looks more like this: 
 
 
Figure 6 
 

 
 
There are several conditions that explain why the range of native ability is pretty narrow. 
The organization's reputation tends to attract people with similar levels of ability. Its 
recruitment processes appeal to people of comparable ability. And its screening and 
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hiring process will tend to narrow the range of people who finally become employees. 
There is then a 2 or 3 month "shakedown" period or formal probation period that tends to 
screen out those remaining recruits who are far off the average level of ability. All these 
conditions tend to "homogenize" the employees into a reasonably similar group regarding 
native ability. 
 
The differences in native ability are thus probably within a much narrower band of 
variation. The implication of this more narrow distribution is, therefore, that most 
diversity of employee performance must be explained by something other than native 
ability. 
 
2. Personal Effort of Individuals 
 
This may be the heart of performance evaluation. Of all the factors, this is the factor over 
which employees seem to have the most control. It is their main contribution to their 
performance and the means by which they can most influence their evaluations. 
Conventional management practice is based on the belief that personal effort is also 
widely distributed among individuals. 
 
Figure 7 reflects a typical perception of how much effort people put forth. As indicated, 
most people think a few employees really extend themselves, a few give virtually no 
effort and the vast bulk of employees fall somewhere not too far from the average. 
 
Figure 7 
 

 

 
 
But individual effort is often given or withheld, even unconsciously, in response to 
organizational conditions that foster or discourage it. In a poorly managed company, 
there is little motivation' for employees to extend themselves. The opposite is true, 
however, in well-managed companies, those managed with a focus on ever-improved 
quality, a concern for pleasing the customers and a commitment to treating employees 
with caring and respect. Therefore, in the proper environment, the distribution of 
employee effort could look like this: 
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Figure 8 
 

 
 
If this is true − and it has been demonstrated in quality organizations − then how much 
should "employee effort" be considered a factor in performance evaluation? When 
individual employee effort is greatly influenced by the system, for how much of it should 
the individual employee be held accountable? 
 
3. Orientation, Training and General Preparation of the Individual Employee for His 
or Her Job 
 
Conventional performance evaluation is based on the belief that employee orientation and 
training is not a significant factor in the differences between employees' performance. 
The rationale is that the orientation and training is at least adequate for all employees and 
therefore cannot account for why some employees perform better and others worse. The 
distribution of differences between employees based on orientation and training would − 
according to the traditional perspective − look like this: 
 
 
Figure 9 

 
The conventional view of the impact of orientation and training received by 
employees 



CC-M Productions, Inc. 
7755 16th Street, NW 

Washington, DC  20012 
ManagementWisdom.com 

(800) 453-6280 wbob@cc-m.com 
- 32 - 

Traditional managers tend to view orientation and training as pretty good and very 
uniform among employees. They are not likely to consider it a factor in employee 
performance evaluation. We suggest, however, that there is considerably more variation 
in the quality of most orientation and training: good instructors, mediocre instructors, the 
same instructor having good days and bad days. And when this is combined with the 
receptiveness of the students, there is even less uniformity. Students, too, have good days 
and bad days. And students have different ways of learning. The same explanation will 
not have the same impact on different learners or on the same learner at different times. 
Therefore, the distribution based on employee orientation and training might look more 
like this: 
 
Figure 10 

 
 
The implication of widespread diversity in training is that many employees are well 
prepared for the jobs on which their performance will be evaluated and many are poorly 
prepared. The rest are distributed around average preparation. Therefore, training and 
preparation − over which employees have little control − may have considerable 
influence in the differences between employee performances and their performance 
evaluations. 
 
So far we have proposed that the performance of individual employees is based on 
different factors than assumed by traditional evaluators: 
 
• While there are some differences from worker to worker, based on native ability and 
individual effort, these are probably not as great as is commonly assumed. 
 
• There are differences from worker to worker based on individual effort. But often an 
individual's effort is responsive to the organization's environment, a factor which the 
employee cannot control. 
 
• There is more diversity, however, in the impact from learner to learner on the 
orientation, training and general preparation given to employees regarding their jobs. 
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What else accounts for differences in employee performance and, therefore, performance 
evaluation? 
 
4. The Capability and Variation of the Systems and Processes 
 
As described earlier in this paper, workers operate within an environment, a system, and 
evaluations must take these factors into account. Employees use the materials, machines 
or methods provided for the work. Usually they depend on the products of the work of 
others: instructions, information, unfinished goods, components, etc. The quality of an 
employee's performance, therefore, depends on how good, how reliable and how 
consistent these necessities are. 
 
In the conventional view, employees work within a system that is stable, reliable and 
provides them with all they need to do a good job. Such a view may be described this 
way: 
 
Figure 11 

 
 
Most managers are inclined to see their systems as above average and consistent in 
performance. Those less modest see their processes as constantly excellent. But in reality, 
conventional systems are not nearly so consistent. Most workers find themselves working 
on processes that vary widely and within systems that are erratic and unpredictable. They 
seldom have much control over the quality and quantity of work despite a sincere desire 
to do a good job. A more accurate picture of the capabilities of the system would be the 
following: 
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Figure 12 
 
 

 
 
This factor of system capability must be carefully considered to understand its 
implications for performance evaluation. Consider an individual worker whose job 
involves producing some similar type of output, such as typing by a pool of word 
processing personnel. The output of this group will vary from day to day, from week to 
week and even from typist to typist. If their output were charted over time, it might look 
like the chart below. 
 
Figure 13 

 
 
What we see are indications of variation in production from one week to the next and 
from one worker to another. Assume, for the moment, that the purpose of this work group 
is to turn out as much typing as possible. On what do you base your evaluation of an 
individual worker? 
 
• On the number of documents? 
 
• Total number of documents after 16 weeks? (What if the rating had occurred after 5 
weeks or 10 weeks?) 
 
• Average number per week? 
 
• Do you rank typist A, B, and C, based on who completes the most documents? 
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Even assuming − unrealistically − that all documents are the same length and that the 
finished documents were all equally free of errors, there are other causes of variation and 
limited output: 
 
• Different machines with different capacities. 
 
• Different ways of receiving work (handwritten, live dictation, taped dictation, etc.). 
 
• Other disruptions, breakdowns, distractions, demands. 
 
• Different levels of technical complexity in the typing (complex, obscure language, 
graphics, etc.) 
 
So, on what basis does one evaluate any of these typists? How much margin of error is 
there in the evaluation? Conventional managers tend to overestimate their ability to 
evaluate and underestimate the margin of error that is always inherent in observations of 
performance. 
 
5. The Capabilities of the Evaluator and the Adequacy of the Evaluation Process 
 
Conventional performance evaluation is based on the belief that there is little variation in 
method from one evaluator to another or between the many evaluations conducted by a 
single evaluator. Most evaluators would say the range of variation would look like this: 
 
Figure 14  
 

 
 
In reality, as we have discussed, there is far more variation than commonly believed: 
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Figure 15  
 

 
 
It is further assumed that the methods, procedures and forms involved in the formal 
evaluation process provide a workable, effective system for employee evaluation. This is 
seldom borne out in the experience of supervisors. Most systems are cumbersome, with 
simplistic rating categories, useless numeric scales and bureaucracy and paper work that 
make the whole effort an ordeal. 
 
 
A SUMMARY OF CONVENTIONAL PERFORMANCE EVALUATION 
 
When all is said and done, the conventional performance evaluation system is more like a 
lottery than an objective observation process. It is distorted by evaluator bias and more 
often reflects the unpredictability and instability of the organization's systems. And those 
who promote these activities labor under the mistaken belief that they are achieving a true 
discernment of an employee's achievement. Meanwhile, low-rated employees, sharing in 
this mistaken belief, feel disheartened and bear undeserved personal guilt. Those rated 
high, also sharing the same belief, take undeserved personal credit. Many employees are 
skeptical of the evaluation results and even more skeptical of the competence of those 
managers who indulge in such futilities. 
 
 
V. ALTERNATIVES TO PERFORMANCE APPRAISAL 
 
Before getting into what to do instead of performance appraisals, consider one overall 
suggestion: Just stop doing them. Why such a terse recommendation? Because, like 
drugs, performance evaluations are demonstrably the wrong thing to do. They cannot 
accomplish what they are supposed to do. Just saying "no" to them will rid your 
organization of a time-consuming demoralizing exercise in pretense and folly. People can 
stop smoking without finding a replacement for cigarettes. You do not need a substitute 
for performance evaluation in order to discontinue it. 
 
There are some much more effective alternatives to performance evaluation. In looking 
for an alternative ask this question: 
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"What do we currently expect Performance Evaluation to accomplish for our 
organization?" 
 
Here are the usual responses to that question:  
 
1. Performance Evaluation provides feedback to the employee on his or her work.  
 
2. Performance Evaluation provides a basis for salary increases and bonuses. 
 
3. Performance Evaluation identifies candidates for promotion.  
 
4. Performance Evaluation gives periodic direction to an employee's work.  
 
5. Performance Evaluation provides an opportunity to give recognition, direction and 
feedback to an employee regarding his or her work on special projects.  
 
6. Performance Evaluation identifies an employee's needs for training, education, and 
skill or career development.  
 
7. Performance Evaluation provides an equitable, objective, defensible system that 
satisfies the requirements of the 1964 Civil Rights Act and the Equal Opportunity 
Commission guidelines of 1966 and 1970.  
 
8. Performance Evaluation provides a channel for communication that otherwise would 
probably not occur. 
 
One of the many problems with conventional performance evaluation is that it is a fragile 
vehicle expected to carry too many heavy burdens. In fact, performance evaluation is 
incapable of doing any of the jobs listed above. The alternative to performance 
evaluation, therefore, must be a series of activities that accomplish the expectations listed 
above. The alternative will not be a single effort conducted once or twice per year. The 
alternative will involve several on-going new initiatives. 
 
1. Performance Evaluation Provides Feedback to Employees 
 
As we have seen, performance evaluation provides feedback distorted by evaluator bias 
on events that are usually beyond the employee's ability to control. What credible 
feedback an employee receives is usually too little, too late. 
 
How to work with an employee to help him or her get regular feedback: 
 
A. Identify the major processes in which each employee is involved. Everyone works on 
dozens of processes in one way or another. For each employee, identify the 2 or 3 
processes that constitute the major part of his or her job. 
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B. Identify the major work group or groups to which the employee belongs. Most likely 
these groups share in the work of the processes identified above, otherwise it is legitimate 
to question the need for being part of that group. 
 
C. Develop lists of major feedback resources for each employee. The list should be of 
reasonable length; perhaps 10-15 for each employee. The list should include the 
following: 
 
· Peer feedback among and between those who work in the same process. If the 

supervisor is part of this group, the supervisor gives and receives feedback on their 
contribution to the process, just as every other group member does. 

 
· Key customer feedback. For each process performed by an employee or a group of 

employees there is a customer, usually someone inside the organization who inherits 
his or her work from the employee or the employee's group. A supervisor or manager 
may be a customer, but not by virtue of any hierarchical role. Managers are 
customers when they are part of a process that receives work from another part of the 
process. As "customers" they should give feedback to their "supplier." 

 
· Key supplier feedback. Each employee depends on others for materials, ideas, 

direction, etc. In this sense these others are suppliers to the employee and the 
employee should develop good working relationships with his or her suppliers. 
Customers should elicit feedback from suppliers: what can I do to make it easier for 
you to be an effective supplier to me? 

 
D. Develop, for each feedback resource, an agenda and method for obtaining feedback. 
 
· The Agenda: What are the key items of feedback to receive from this resource? What 

is of particular concern to this customer, group co-member or supplier? 
 
· The Method: What method will get me the kind of feedback I need to improve my 

work? Written or verbal or both? Formal or conversational? How often? How can 
this be made a dependable routine in our working relationship? 

 
The biggest differences between this feedback and conventional feedback: 
 
· The sole purpose of this feedback is improvement. In the conventional system it is 

also a form of managerial control. 
 
· Feedback in this new way comes from all those who are involved directly in the 

employee's work. In the old way, feedback is strictly from the superior to the 
subordinate. 

 
2. Performance Evaluation Provides a Basis for Salary Increases and Bonuses 
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Using performance appraisal of any kind as a basis for reward of any kind is a flat-out 
catastrophic mistake. It is a sure road to demoralizing your workforce. Employees' 
income becomes dependent on capricious factors well beyond their ability to influence. 
Just don't do it. 
 
Base your organization's salaries, wages and bonuses on other things: 
 
· Market rate: What would it cost to hire someone on the open market at this 

employee's current level of capability? 
 
· Accumulation of skills: Pay an employee for having acquired potential for flexibility. 

 
· Accumulation of responsibility: Pay an employee for having acquired a depth of 

contribution to a greater number of processes and for exercising influence over a 
large number of employees. 

 
· Seniority: Recognizing that with years in the company comes an expanded sense of 

how and through whom things can be made to happen; more contacts and networks; 
more business savvy and clout. 

 
· Prosperity: Sharing in the welfare of the entire organization (not just one division, 

product, or operation). This should not be given preferentially to certain groups or 
individuals. 

 
To use performance evaluation to direct a system of monetary rewards will have the 
opposite effect: concern for monetary rewards will inevitably contaminate the feedback 
and evaluation system. The whole activity becomes a charade. 
 
What should companies do when they already have employees paid on the basis of 
performance and output? How can an organization move away from sales commissions, 
production bonuses or piecework pay? The issue here is not "What is the best policy?" 
The dilemma is strategic. 
 
Companies that have constructed a system of bonuses and rewards based on output have 
a difficult job of disassembly ahead of them. "How can we move gracefully from our 
present policy to the best policy?" It probably cannot be done without some 
awkwardness. It would certainly be important to plot data for each employee whose 
income is currently related to performance. The data would tell the range within which an 
employee's income varies. This could provide a basis with which to establish an equitable 
income, with no loss to the employee or the company. The actual negotiating strategy 
will vary from company to company and perhaps from employee to employee. 
 
3. Performance Appraisal Identifies Candidates for Promotion 
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When performance appraisal is used as a pathway to promotion the almost inevitable 
result is the distortion of the evaluation system. The evaluation system is thus made to 
work on behalf of those marked for promotion and work against those deemed 
unpromotable. Even assuming that a performance evaluation system can maintain its 
objectivity, good performance in the present position is by no means an indicator of 
competence in the next position. 
 
How then to identify candidates for promotion? 
 
· Special Assignments that contain elements of the promotion job: Various employees 

will have an opportunity to test a new level of leadership or technical ability. These 
assignments should last long enough and include sufficient coaching to allow, even 
ensure, success. Performance can be monitored carefully using methods similar to 
those described under Employee Feedback.  

 
· Assessment Centers: Specifically designed activities used to observe candidates 

exercising the skills needed in the new position under conditions that simulate the 
actual situations of the new job.  

 
· Involve the "Customers": Find ways to involve those who will be team members, 

customers, or subordinates of whoever gets promoted. Involve them in developing 
criteria, designing methods of selection and in the selection process itself. 

 
· Develop an Organizational Culture and System that Is Less Dependent on 

Promotions: An organization can grow to a stage where leadership is sufficiently 
shared and the power and trappings of the hierarchy are minimized. People should 
not need to climb the promotion ladder to exercise leadership and influence, to get 
rewards and recognition or to stretch and challenge themselves in their job and 
career. 

 
4. Performance Evaluation Gives Periodic Direction to an Employee's Work 
 
Performance evaluation is an inadequate vehicle for giving directions to an employee: 
 
· Once or twice a year is too little contact for giving direction to anyone.  

 
· The evaluation session itself reviews the past. Like looking in a rear view mirror, it is 

too late for giving direction to activities that lie ahead.  
 
· Conventional performance evaluation involves too much posturing and 

game-playing to provide any reliable basis for examining the future.  
 
· In a conventional performance evaluation process the objective-setting sessions are 

focused on goals that are short-term and measurable. Often the most important 
activities are long-term and unmeasurable. 
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How to give direction to the work of employees: 
 
· Managers should develop and communicate the organization's MISSION and 

OPERATING PHILOSOPHY: statements that define its purpose and direction, that 
guide and define everyone's work. 

 
· Managers should spend extensive amounts of time with their employees in 

PLANNING: the next project, the next year, the next three years, the next five to ten 
years. Planning describes how to get to some desired point. Conventional 
performance evaluation, on the other hand, focuses on the goal to be accomplished 
and neglects the "how," the method. 

 
· COMMUNICATION between employees and their supervisors should be a constant 

part of the workaday relationship. The supervisor should have an on-going sense of 
what is going on and how any undertaking is doing; no surprises for the supervisor, 
none for the employee. This everyday communication is when midcourse corrections 
can take place, another important part of direction setting. 

 
5. Performance Evaluation provides an opportunity to give recognition, direction and 
feedback to an employee regarding his or her work on selected responsibilities or 
special projects. 
 
The previous points referred to the evaluation of an employee's everyday work. However, 
some managers use a performance evaluation system only to address special projects or a 
few selected areas of employee performance, areas that may constitute only 10% or 15% 
of the job. 
 
This narrowly focused performance evaluation suffers from the same inadequacies as 
conventional performance evaluation: 
 
· It ignores the system and the group, giving credit or blame to an individual for 

results beyond that individual's contribution or control.  
 
· It is subjective and bias-ridden, though it pretends not to be. 

 
· Whatever feedback and direction occurs is too little, too late. 

 
The alternatives are those described already: teamwork, planning, getting feedback from 
customers and other key resources, communication, communication, and more 
communication. 
 
6. Performance Evaluation identifies an employee's need for training, education and 
skill or career development. 
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Because of the posturing and subjectivity that affects so much of performance evaluation, 
it is unlikely that any real needs for employee development will ever be accurately 
identified. 
 
What to do about assessing an employee's needs for training? 
 
· The starting point is the job and its requirements. When these are accurately defined, 

then an expert can help design methods to determine people's capabilities for each of 
the necessary competencies. The expert can then help design training and 
educational experiences that address the needs. 

 
· An education-minded manager or supervisor will use casual communication during 

informal contacts to identify and explore educational opportunities for the employee. 
 
· Most American businesses are exceedingly pinchpenny when it comes to employee 

development. In companies that out-compete us in the world market, education is 
almost a corporate obsession. Defining an employee's need for training may not be 
the first challenge an organization faces. The first challenge more likely is fostering 
management's commitment to comprehensive, on-going training and education for 
themselves and other employees. When this is clear and unshakable, the rest will 
follow. 

 
7. Performance Evaluation provides an equitable, objective, defensible promotion 
system. It satisfies the requirements of the 1964 Civil Rights Act and the Equal 
Opportunity Commission Guidelines of 1966 and 1970. 
 
Conventional performance evaluation gives only the appearance of an equitable, 
objective system. It is neither; and therefore, it is indefensible. 
 
The issue of substance here is not just conformance to the laws, but commitment to the 
values inscribed in the laws. An organization must ask: Are we committed to the spirit 
and ideals of equal rights and equal opportunity? Are we committed to helping improve 
the job and career accomplishments of those groups who in our society have been the 
victims of discrimination? If there is no commitment to this philosophy and set of values, 
then the company will strive for conformity − or the appearance of conformity − to the 
law. If there is commitment to the philosophy and values, the company will then engage 
in a system of well-planned initiatives to accomplish these goals. Conventional 
performance evaluation may appear equitable to someone who is uninformed, but to 
members of the "protected classes," the "customers" of an equal opportunity or 
affirmative action effort, conventional performance evaluation will be yet another 
capricious judgment of their ability to perform a job. Even when people benefit from a 
capricious judgment, they know that the system can turn against them without warning. 
 
8. Performance Evaluation provides a channel for communication that otherwise 
would probably not occur. 
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As we have discussed, performance evaluation is an unreliable channel for 
communication. There is another issue suggested here: why would the communication 
not have otherwise occurred? This suggests a question of priorities, as though to say, 
"communication is not high enough in our priorities that we will foster communication 
independent of performance evaluation."  
 
Alternatives for effective communication:  
 
Each manager, supervisor and employee should ask and answer this: "With whom is it 
important to maintain communication? For what purpose? With what frequency? What 
kind of setting, format or agenda? One-to-one or group meeting? What groups, if any, 
are appropriate? 
 
The answers to these questions should begin to identify individual needs for 
communication. The next step is the work with the other party or group to develop the 
communications format. 
 
Some possible communication media: 
 
· Meetings: Many people, it seems, would rather complain about meetings than change 

their behavior in order to improve meetings. Meetings are a process and, like any 
process, they can be studied and improved. 

 
· Focus Groups, Feedback Groups: An ad hoc meeting with a specific purpose. 

Applying specific interviewing and opinion-soliciting approaches for collecting data 
from employees. 

 
· M.B.WA.IM.B.S.A.: "Management By Wandering Around" or "Standing Around:" 

This is not aimless, unguided meddling. There are specific guidelines for what to do 
(observe and listen; ask people to talk about what they are doing and what keeps 
them from doing their best work) and what not to do judge, argue, correct, talk too 
much). 

 
Whatever formats for communication a manager selects, the secret for success is 
consistency, persistence, and follow-through.  
 
· Consistency: If the format for communication constantly changes, those involved 

won't have a chance to get used to it, "own" the process and improve it. Participants 
will forever feel like visitors at someone else's communication session. 

 
· Persistence: The first few sessions may be awkward. Participants' reactions may 

range from being overly reserved to abusive. The manager or supervisor conducting 
the communications session may be tempted to call it off as an experiment that 
failed. But he or she must stick with it, making only obvious improvements. After 
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the awkwardness, the sessions will settle down to a more straightforward, less-
artificial interchange. 

 
· Follow-through: Managers should enter the communications sessions prepared to 

answer questions candidly, and quickly follow through on any agreements made. If 
visible changes do not begin to result from such communication, employees will 
conclude that the sessions are a waste of time and speaking out will serve no useful 
purpose. 

 
SUMMARY AND CONCLUSION 
 
Dr. Deming summarizes the difficulty with performance evaluation this way: If you 
know A + B + C = 19, you still will not know the value of C. The sum is known, but each 
part is unknown. With performance appraisal, you may know the sum or the output (tons 
per day, sales, profits, machine up-time, etc.), but you do not know the value of any part 
of that sum. Individual performance is NOT the sum. It is only one part and it is 
unknown, as are most of the other parts. 
 
Performance evaluation is an exercise in futility. It is an activity that lulls us into a belief 
that we understand something, when all we have accomplished is to create an 
oversimplified illusion about something that is very complex. When we act as though our 
evaluations are accurate, when we reward, punish, promote, commend or retrain people 
based on our evaluations, we are making adjustments to a system about which we know 
very little. Adjusting the unknown is called "tampering." We would never consider 
indulging in this kind of blind tampering with our prized possessions, our bodies or even 
our electronic gadgets. (Would you mess around inside your VCR?) Yet, without any 
hesitation, we tamper with the performance of our workforce. 
 
The evaluation of employee performance is usually conducted with good intentions. 
Managers are motivated by a desire to improve the business and the performance of 
employees in the organization. Such ideals should not go to waste. It is the challenge of 
the new quality era to find more effective ways to improve business and employee 
performance. It is our hope that this paper will make some contribution to those worthy 
purposes. 
 


