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Abstract

Climbing to the top with an Appraisal system focuses on the advantages and disadvantages of a firm specific appraisal system. An appraisal system is always a process of experimenting and mainly ends up in a system of concessions, indicating the performance of your employees. Employees can be empowered or limited by an appraisal system. When limited it is likely that the employees are not performing optimally however when empowered can give the firm a competitive advantage (lower costs combined higher productivity). Our main conclusion related to the Firm is a too complete description in the objective setting and a possibility for direct sabotage when projects become split up in small groups. A secondary conclusion is industry specific and relates indirect sabotage as being a consequence of the up-or-out promotion system.
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1.0
In this thesis I analyze the appraisal system of a specific firm on the basis of scientific literature. For firm using an appraisal system one of the questions they should ask themselves is: does it enhance or limit the organization’s productivity. Many firms have implemented an appraisal system indicating that it helps firms optimizing productivity. Empirical research is academically valid but generally criticized for being too theoretical. My contribution to scientific research is to evaluate one specific appraisal system on the basis of academic knowledge, in order to bridge the gap between theory and practice.
In the process of evaluating a firm specific appraisal system we have split up the appraisal system and thesis into parts. First we will form a basis of theory to evaluate the benefits and challenges of an appraisal system. In the third chapter we will relate the theory to the actual objective setting of the Firm. In the fourth chapter we will discuss the benefits and costs of an online appraisal system and its related scientific literature. In the fifth chapter we will investigate potential forms of sabotage and their likelihood to occur. In the sixth and final chapter we will present our main conclusions. We start with an informative announcement.
To distinguish between firm specific and general information we capitalize the letter F. Small letter f indicates general information whereas capital letter F relates to firm specific information.
2.0
In this chapter we discuss the objectives and purpose of appraisal. We elaborate on the potential benefits as considerations of an appraisal system. From a theoretical perspective we establish the main challenges in making and assessing an appraisal to increase the likelihood the framework can profit from the benefits. We initiate this section with giving reasons to develop an appraisal system.

Why do we appraise? According to Coens & Jenkins (2000) the function of appraisal systems is to improve performance by motivating and helping employees with their careers; gives the employee career perspectives and clarity of the task at hand (Baron and Kreps, 1999); create reliable legal documentation (Meyer and Rowan, 1977); creating fair promotion and pay practices and to correctly document actions and counseling. Furthermore, Murphy and Cleveland (1995) conclude that essentially appraisal systems measure job performance. Appraisal or a form of incentive pay is installed under the belief that productivity improvement is, often cited as, the recipe for sustained growth (Koelliger P., Roessler C., 2009).  Flechter (2001, p473) describes the appraisal system as activities through which firms seek to assess employees and develop their competence, enhance performance and distribute rewards. Firms can reap such benefits as company commitment problems can be overcome or reduced as the effect of moral hazard can be reduced (Baron and Kreps, 1999). 

Without a form of performance measures the firm has one problem: Who do we promote/fire? Firing and promoting an employee can result in legal consequences when the firm fails to have the right documentation to back up its arguments. Gowler and Legge (1981) found that an appraisal system strengthens the legitimacy and provides a defense under questioning. The appraisal system provides these strengths when it is well documented and can be passed on to the court as valid and nondiscriminatory (Roberts, 2003). If the appraisal system lacks these qualities employees may discard it due to internal bias within the performance evaluation system. It may result in the appraisal system becoming personally oriented instead of performance oriented. Indicating that high ability workers cannot distinguish themselves easily and have little incentive to exert high effort without receiving any recognition and/or rewards.
Appraisal systems can validate more practices within Human Resource Management (HRM). Analyzing performance will make firms able to determine their efficiencies and deficiencies. In section 2.1 we will investigate the benefits of an appraisal system as a decision making tool and as a development tool. The benefit as a decision making tool may be in screening and job matching; whereas in the role of a development tool it may help in aligning firm values with employee objectives and evaluate existing training programs on their relation to job performance. Section 2.2 investigates the principal-agent and commitment problems a firm could face. Having established the benefits of an appraisal system it is of importance that the firm forms an appraisal system that will embrace these benefits. Section 2.3 will elaborate on the role of two types of justice (distributive and procedural) on the perception of an employee on the appraisal system. Section 2.4 prolongs this investigation by incorporating the role of employee participation, objectivity and perception of appraisal fairness on its acceptance. The final section 2.5 will conclude the main findings of this chapter.
2.1
An appraisal system facilitates two functions: decision making instrument and development tool (Waldman, 1998). We first discuss how it facilitates as a decision making instrument in the process of screening and job matching. In the second part we investigate the benefit an appraisal system can have as a development tool, namely in evaluating training programs or indicating and aligning firm values with employees.
The use of screening can be refined and perfected when evaluated. Evaluating in the form of appraisal system will highlight the strengths and weaknesses of the screening process; furthermore it will help to accurately assess the employee. Accurately assessing the employees’ strengths and weaknesses contributes to the job selection process.
Job matching is improved when the Firm knows the skills and abilities of its employees. The Appraisal system helps with generating more information and being able to track employee performance. An employee might not perform because the job he has does not fulfill his needs (Baron and Kreps, 1999). Supervisors can adjust their employee choice according to the project, maximizing the strengths of their personnel. 
Appraisal systems can highlight firm values that were not evident to senior management. The evaluators may learn important aspects and problems in lower management. Formalized appraisal systems will make a manager give feedback to his employees improving communication between senior and lower management. An appraisal system communicates firm values and objectives to the employees. Aligning the firm’s objectives and values with its employees is important in making employees representative for your firm; consequently in an appraisal system it will become more evident on the method the employee uses to reach his objectives and whether his course of action is in line with the firms’ interests.
In many instances the training programs employees follow to develop ‘new’ skills can only become useful when they are valid to their line of work (development tool). Does the training increase performance? Which training programs work better than others? These questions can be answered when evaluating performance in an appraisal system. It can also highlight good training programs for senior management or preparing an employee for a promotion. Knowing the strengths, weaknesses and driving force of your employees will enable you to maximize efficiency and in some cases give you a competitive advantage.
2.2
In this section we discuss the principal-agent as commitment problems a firm could face with or without an appraisal system. The principal-agent problem that is focused on is the agency problem. It can be of importance to the Firm as the agent can act on his own behave instead of the Firm´s interests when given the wrong incentives. We explain both problems and give an example.

Appraisal systems are an answer to the principal-agent problem when jobs become unverifiable. Unverifiable jobs indicate that it is difficult for a manager (named supervisor in the Firm) to observe the performance and actions of his employees. Actions that are unverifiable are more likely to incentivize employees in taking unnecessary risk while not being responsible for their consequences. For example, an employee with a stock portfolio at an insurance firm is appraised on his stock returns. We assume that an insurance firm is risk averse, hereby maintaining a portfolio of country bonds and firm obligations. The employee’s incentive to maximize his bonus could lead to risk seeking behavior which can result in the employee investing in turbo’s[footnoteRef:2] (large risk and volatility in short term returns). If the turbo’s fail it could cost the firm millions while for the employee it might cost his job. The employee’s incentive to maximize his bonus has lead to more risk than what the insurance firm would want. The employee and the firm, in this scenario, do not have aligned incentives. The employee normally does not face the financial consequences of his actions leading to more risk seeking actions. An employee having to pay for his losses would be very careful in his investment portfolio. The example above is a situation where both agents do not have the same interests, resulting in an agency problem. Differing interests mainly results in inefficiencies at work which reduce firm performance.  [2:  A stock option that maintains leveraged returns] 

Commitment problems arise when the firm cannot confirm the performance of an employee leading to bonus and promotion subjectivity. A firm mainly gives bonuses when the employee has performed accordingly. Without any proof or record of employee performance the firm can claim it has a bonus structure but is not obliged to actual payout a bonus to its employees. When jobs become unverifiable the firm has great difficulty in distinguishing between employees and their performance. Employees anticipate such behaviour which could lead to several scenarios: employees delivering suboptimal performance and receiving a bonus (misallocation of bonus) or the firm does not payout the bonuses which can reduce employee effort as performance. Commitment problems can be partly overcome by working more than one period in the same firm. Working multiple periods within the firm provides employees some information on how their performance affects their bonus. 
Commitment problems also affect the promotion system. Without a performance record of its employees the firm has great difficulty distinguishing between talent and social relations. Its danger is that the promotion system becomes purely subjective. Old boys’ network would fill in the best jobs foregoing managerial talent, de-motivating high ability workers to exert high effort. Employees failing to exert high effort will back up the motivation to choose from the ‘Old boys’ network, which could lead to inefficiency. Appraisal systems provide firms with an indication of an employee´s performance as providing more information on how the firm should allocate its human capital, making it harder to forego managerial talent. 
2.3
Having discussed the potential challenges an appraisal system must overcome it is also of importance to discuss the fairness of an appraisal system. Cawley, Keeping and Levy (1998) and Lawler (1967) both concluded that an important aspect of an appraisal system is to give the perception to employee´s that the appraisal system is fair and in-line with the general culture and strategy. Employees are likely to accept performance ratings when they perceive a fair decision making process (Roberts, 2003). Moreover, there are two types of justice an appraisal system has to incorporate: distributive and procedural justice (Baron and Kreps, 1999). Distributive justice is when the results are viewed as fair; in procedural justice employees view the evaluation process as fair. This section will place a greater focus on distributive justice; procedural justice is mainly discussed in section 2.4.  
There are two theories to support the distributive justice of an appraisal system: process control theory and social exchange theory. Process control theory states that fairness perceptions are driven by the level of control that individuals are able to exercise over processes that determine outcomes (Thibaut and Walker, 1975). Konovsky (2000) similarly concludes that participants have the largest perception of fairness when they have a kind of control over the outcome. An employee having control over the process results in outcomes that are more favorable for an employee (Kavanagh, Benson and Brown, 2007). Favorable outcomes will motivate the employee to participate in the appraisal system generating acceptance. 
The social exchange theory focuses on the treatment of employees. Social exchange theory generates an expectation of some future return for contributions although the exact nature of return remains unspecified (Konovsky, 2000). An employee, when helped, is willing to return a favor on an unspecified future date. Employees do want a certain level of control in their appraisal system but they also want to be treated with respect and dignity. An example could be that an intern or employee constantly is forced to supply the work floor of coffee; the person in question would feel penalized and would therefore not be as willing to help a colleague. 
2.4
Stimulating employee growth and development hinges on employee participation (measure of distributive justice) which only is likely to be retained under an equitable appraisal system (procedural justice). These types of justice form one of the challenges an appraisal system has to face. In the following section we discuss the validity, objectivity and perception of appraisal fairness and the danger of incorporating both elements of justice in the appraisal system.
As a decision making instrument the appraisal system should at least give the pretension of increasing objectivity as the evaluators could interpret results differently. Different evaluation sources offer valuable information hereby adding more validity to the assessment of the employee (Borman, 1998). According to Stewart (1998) different interpretations can also lead to raters becoming unfair and inconsistent. Unfair judgment insinuates inefficiencies as a poor performer could end up with too much responsibility while a good performer has an undervalued amount of responsibility. 
In theory a well developed appraisal system uses the same metric, is carefully formulated and serves informative about the performance of the employee (van der Heijden and Nijhof, 2004). Penny (2001) states that interpretation differences do not have to occur by the rater but can also occur by the employee.
Roberts (2003) states that an appraisal system aught to assume that the employee has valid, unique and relevant performance information the evaluator is unaware of. The participation of employees in forming an appraisal system leads to more valid and accurate rating. Employee participation could consist of setting the standards of the evaluation process. 
Employee’s participation provides the employees with a voice in the appraisal system. According to Folger (1987) the presence of employee participation empowers employees to rebut ratings, documentation or verbal feedback that they disagree with. Geust (1999) suggested that the impact of human resource practices on the employee’s commitment is determined by the perception and evaluation of these practices. Empowering employees to determine their own rating system may enhance employee participation and can be used for motivational purposes. 
Employee participation encourages employee cooperation and acceptance (Roberts, 2003). It could highlight flaws that senior management is unaware of. Furthermore, it encourages a relationship of coaching and counseling between the evaluator and employee, resulting in less defensive behavior between employee and his evaluator. 
Kavanagh, Benson and Brown (2007) conclude that participation, neutrality of the manager and knowledge of the appraisal system all positively contributed to the perception of appraisal fairness. Blau (1999) concluded that higher perception of fairness positively influenced job satisfaction and organizational commitment. The Firm is stimulated and incentivized to train management in understanding the appraisal system as this may also lead to higher perception of fairness and higher morale. 
A positive attitude can be created between the employee and the evaluator as the employees are likely to feel heard. The opportunity to present their case increases the acceptance of the appraisal system, especially when the rating is subjective. As a result, employees will mostly set higher performance goals than management when possessing the necessary level of independence, authority and support (Latham and Wexley, 1981). Larger acceptance is also an indication that both the procedural justice (evaluation process) as distributive justice (results) is included. 
The danger of letting employees participate in formalizing standards may be that the standards are set lower than necessary. Employees may explicitly act to create lower standards to secure themselves of a bonus. Lefkowitz (2000) concluded from his review of 24 studies that supervisors’ positive regard for subordinates is often found to relate to more lenient appraisal ratings. The effect of lower standards and lenient managers is that there are very few underperforming, large percentage meeting the targets and few exceeding them. Such an appraisal will not stimulate more effort but rather maintain the current level effort. Firm productivity is not stimulated whilst the Firm could bear extra costs.
2.5
Summarizing this chapter we have discussed that the appraisal system can be used as a development tool or decision making tool. As a decision making tool it can improve job matching and job selection. As a development tool it can highlight firm values not yet evident to management; determine effective training programs for employees and management; and give extra information about an employee. 
To form a good appraisal framework a firm has to incorporate both distributive and procedural justice to evoke employee participation. Employee participation gives the employee a voice and a pretension of control in their appraisal. The employee is actively involved within the process and will be more likely to accept the outcome which can lead to motivational benefits. 
A method to increase the perception of fairness and increase morale is to let employee’s participate in formalizing the evaluation standard. The potential pitfall is that it can lead standards that are too low resulting in many employees performing satisfactory but relatively few over or underperforming.
Concluding that from existing academic literature an appraisal system always balances the advantages with its dangers, generally resulting in a system of concessions and an indication of performance. An appraisal system constantly experiments with new techniques or incentives to increase the productivity and satisfaction of its employees. For the system to be perfect we need all interests to be aligned. In the short remark of this thesis we will explain why this is so extremely difficult as certain incentives do not work in certain cultures whereas they do in others (Avolio and Jung, 1999). 
3.0
In the previous chapter we distinguished that employee participation; perceived validity and objectivity are key ingredients for a successful appraisal system. One of the ways to encourage employee participation is by letting the employee participate in his objectives setting. Employee participation increases the perceived validity as there is greater correspondence between the task at hand and the objectives they strive for. 
In this chapter we relate the academic literature related to an appraisal framework to appraisal framework of the Firm, with a special focus on their objective setting. We have build up this chapter into four parts. The first, discusses the objective setting with an emphasis on employee participation. The second assesses types of communication to persuade the employee he is of certain characteristics to increase his effort. In the third part we will briefly discuss the importance of feedback on objectives and relate this to the different type of positions within the firm. In the fourth and final part we will present our main findings.
3.1
Evaluating the process of objective setting in the Firm we will initiate this section with a definition before explaining some theoretically reasoning. Consequently we evaluate the Firm´s current objective setting and recommend potential improvements. 
Objectives are formed because one wants a better outcome; they want future values to be better than present values, implying that they are, in some degree, discontent with the present values. According to Locke and Latham (2006) there exists a positive relationship between objective difficulty and task performance as long as these objectives do not conflict with one another. Conflicting objectives imply that when effort is exerted to reach both objectives, it is likely that the one objective will negatively influence the other and thereby lead to fewer objectives being reached (multitask problem). 
When employees are faced with complex objectives they typically search for new knowledge instead of relying on their private acquired past knowledge (Locke and Latham, 1990). Prescribing the challenges and knowledge needed may make the goal less challenging, in turn reducing the satisfaction of the employee upon reaching his objective. Furthermore Brown, Jones and Leigh (2005) concluded that when there is excess workload, without the necessary tools to accomplish them, the effect of objectives become moderate. The Firm could benefit from limiting the number of challenges as this will stimulate the employee to find the knowledge needed to accomplish his objective; given that the Firm provides sufficient tools to search for the information.

Effective objective setting consists of objectives that are specific, moderately difficult and accepted (Lock and Latham, 1990). Further research indicates that difficult objectives lead to better performance than vague and easy objectives such as ´do your best´ or no goals. Participation and approachable objectives are essential to accepting the objective (Locke, 1982). Locke and Latham (1988, 1990) conclude monetary incentives strengthen objective commitment as long as the objectives are attainable. Indicating that making objectives difficult increases the effort to obtain the objective but when the objective is impossible to attain the amount of effort exerted decreases. The difficulty of the objective combined with sufficient monetary incentives increase the amount of effort exerted as long as the objective remains attainable. Employee participation can indicate the self-efficacy beliefs which may overcome the danger that objectives stated are viewed as impossible.

The multitask problem occurs when encouraging effort on one task crowds out effort on another task (Dewatripot, Jewitt and Tirole, 2000). Given that the employee has conflicting objectives, the employee will exert effort in one task and simultaneously make the other objective increasingly difficult. The employee has a choice or to spread the effort among both objectives and probably not achieving them or choose one objective where the Firm attaches more value to and neglect the other.  Setting objectives on different areas of one’s job that do not conflict will increase the probability that all are achieved. 

Within the Firm an employee is given SMART objectives (specific, measurable, achievable, relevant and time-bound). The Firm’s SMART objective system is split up into two parts: description and target. To give a complete overview of the objective setting we briefly introduce the categories of the employee’s objectives.

Employee´s objectives focus on the key priorities for a performance year and/or for a specific project. The Firm creates three distinguished categories where the objectives contribute to: value creator, people developer and business operator. Value creator focuses on creating value for shareholders and stakeholders; people creator develops your legacy and business operator develops profits aligned with company targets. The three categories should increase clarity about the Firm’s vision and corporate strategy. In the process of aligning employees with the Firm’s vision each employee is given between one and three objectives per category. 

The target explains how success is measured and where you stand once you have accomplished the objectives. To facilitate your destination each employee has a career counselor, who in deliberation with the employee sets out a career path. The targets are the short run goals in order to fulfill your long run career plan; the description is the path to the target. 

The description of the objective explains the type of activity; the significance; any issues or challenges an employee might face; the approach you will take and finally the time frame you have to accomplish the objective. Problems arise by the description of challenges an employee might encounter. Giving a complete description of all possible scenarios is very time consuming. Typical objectives in typical scenarios can be, according to the scenario standard, quickly copied and pasted to make the objectives of the employee. 

Employees however are not uniform and will demand for different descriptions especially since they provide input for objective setting. Further dangers arise when a situation is atypical, causing problems as HRM should write the guided and informed route while they do not have the information about how the scenario unfolds. 

In the execution of the objectives the employee does not have control over his own approach. The path is established and the challenges and/or dangers are already described. Objectives that pose a challenge achieve better results than those focused on the dangers (Drach-Zahavy and Erez, 2002). Complete objective setting is time consuming, to reduce time spend the Firm could limit itself to only mentioning challenges. This limitation can be cost reducing but also gives the employee the idea that they control their path which might enhance employee performance. 

Concluding this section, the employee is involved in the beginning of the process but is enforced with Firm procedures once objectives have been set, limiting the responsibility of the employee. 

3.2
Recommending to limit the description of the objective setting may have an impact on employee performance; another factor that can influence employee performance is the believed self efficacy of an employee. We argue that a supervisor has three options to communicate a believed level of self efficacy: cheap talk, leadership by example and delegation. The purpose of evaluating the communication framework is to arrive at a possible explanation and potential challenges of the current structure of the objective setting. 

This section is initiated by explaining the believed framework of communicating self efficacy in a theoretically perfect scenario. Secondly, we discuss the options of communication in a perfect setting before relaxing some assumptions for more realism. We relate the academic explanation to the current description and target setting of the appraisal framework to come to a recommendation. We end with a note to implement the recommendation.

Self-efficacy and believed self-efficacy determine whether an employee improves its performance. Bandura and Wood (1989) define self-efficacy as the beliefs in one's capabilities to mobilize the motivation, cognitive resources, and courses of action needed to meet a given situational demands. Perceived self-efficacy is a personal judgment (belief) of a person’s capabilities to organize and execute courses difficulty of a certain task (Zimmerman, 2000). 

The appraisal system of the Firm is designed in a classic principal-agent setting (we refer to supervisor and employee). The Firm builds on the setting that the supervisor has superior information about the capabilities of the employee. It assumes that the employee does not have the knowledge to assess their own capabilities. The employee’s belief in his own ability is assumed to stimulate the effort of the employee. We assume that the effort level is chosen according to his ability level. Both levels range between zero and one.
 Theoretically we use a uniform ability continuum, ranging from the lowest possible ability (zero) to the highest achievable ability (one). The probability of an ability level in between zero and one is equal for all abilities. The assumption that the employee cannot assess his own ability results in the belief that his ability is the expected ability along the continuum (one-half). Furthermore we assume that the supervisor benefits from employees exerting higher effort. There is an incentive for the supervisor to give positive feedback and convince the employee he is of high ability. If the employee believes the supervisor’s claim he will adjust his effort level according to newly believed effort level. 
The supervisor has three options to communicate his claim: cheap talk, delegation or giving attention. Cheap talk is a costless non-verifiable claim (Visser and Swank, 2006) such as communicating to a friend where you are going for drinks. The employee will assess whether the claim of the supervisor is credibly. Given that the employee will exert more effort when he is of high ability, the supervisor has the incentive to exaggerate the ability of the employee regardless of his actually observed ability. The employee anticipates this behaviour and discounts the claim made by the supervisor. In equilibrium such claims cannot be exaggerated beyond a certain threshold to remain credible. Empirical research by Visser and Swank (2006) concluded that cheap talk, in the employee’s view, are not found to be credible. As a result the employee discounts the claim made by the supervisor to the expected ability level, one-half. The associated effort level with this ability level also is one-half.
The supervisor can make more credible claims when giving the employee attention. Giving attention is a costly form of leadership (leading by example) such as working long hours to stress the importance of the project. The supervisor will try to convince the employee he is of higher ability than the expected ability level by leading by example. Leading by example implies that the level of attention the supervisor gives determines the effort exerted in the project. If the supervisor makes long hours the employees will follow his lead and do the same. The supervisor will only lead by example when he has the belief the employee has a higher ability than one half as this is a costly form of leadership and therefore not preferred by the supervisor.
Delegation is a costless form of leadership (Visser and Swank, 2006) and when delegation works as a communication device; is preferred by the supervisor (Aghion and Tirole, 1997). Delegation works as a communication device when the supervisor delegates part of his responsibility to the employee. We assume that the employee is receiving a task that enhances his job related responsibility. Extra responsibility of getting more coffee will not have the perceived effect as an extra task that is complementary to his job. A possible consequence is that the employee exerts more effort. The supervisor will have to take into account that delegating can result in larger costs when the correct choices are not made. 
The supervisor delegating part of his responsibility faces a dilemma between loss of control and informational benefits when delegating responsibility (Gautier and Paolini, 2007). The informational benefit is that the employee receives more information about his ability and in response chooses a higher effort level. The supervisor loses control because he will be indirectly responsible for the choices made by his employee. Previously his preferred choice was implemented and now the preferred choice of the employee is implemented. In the supervisor’s decision making process to delegate information he must be reassured that the employee chooses the correct actions, and given he chooses the wrong actions the costs are bearable. When the supervisor truly believes that the employee is of high ability he would trust the employee to choose the correct actions, hereby delegating responsibility to the employee. 
In practice the supervisor is more likely to get an imperfect message about the abilities of the employee. The imperfect message can arise from the employee’s first impression to seeing similarities with other employees. The Firm assumes that the supervisor has superior information about the abilities of the employees justifying that the supervisor should decide upon the objectives that are attainable for the employee and the path they should take to achieve the objectives. The employee could see his objectives as a signal that the supervisor is delegating part of his responsibility to him. In response the employee would determine his ability and choose the corresponding effort level. 
Delegation is useful when the supervisor has superior information and serves as a credible communication device. In the Firm it is much more subtle. The supervisor has superior information (the challenges the manager faced) when the employee begins to work at the Firm and has no previous experience in the same branch; in which case the employee gets an indication of what will be expected of him. The difference in information diminishes as the employee has successfully operated in a couple of projects; indicating that the employee is building up his own experience and is likely to face other challenges.
The supervisor’s past experiences help in creating an accurate description of the objective, however if employees experience other challenges his description becomes inaccurate. Furthermore, the span of the supervisor’s superior information is limited. A supervisor in the Firm is responsible for his team and his projects. The Firm effectively maintains an up or out systems implying that if you are not found capable to promote to the next level you will be fired. An employee normally promotes to supervisor by staying around six years within the company, the supervisor has superior information in, at most, two out of the three categories: Business creator and Value creator. Both these areas contribute to the daily work and are project orientated. Personal developer becomes more difficult as the manager can motivate the employee to undergo certain actions but the employee will always decide about his own legacy. When the manager solely makes the description, employees rely on past information whereby new information can become lost. Personal developer will always be different and customized as employees have different strengths, weaknesses and motivations. The career counselor is largely responsible in coaching the employee into reaching the legacy he strives for. 
The appraisal system of the Firm prescribes the path the employee should follow. For an employee that is not accustomed to the working environment it might give some guidance, as mentioned above, however for an employee that is already accustomed to the Firm’s working methods it might limit their possibilities to fulfill their target. The objectives are made in cooperation between the employee and the supervisor or career counselor. Once an employee is accustomed to his role within the Firm his experiences about the challenges to reach the target can differ from the supervisor. Furthermore, the challenges the supervisor faced can differ from what the employee will face. Not only do most individuals have different strengths and weaknesses, they also experience situations differently.
The information and course of action the supervisor is relying on may be outdated, in which case the path for that specific employee will not be the most efficient. The path can give an accurate description but does not have to be the most efficient for the employee. To limit the objective description to the supervisor’s experience is not maximizing the knowledge that is present within the Firm. The employee carries valuable information, his own challenges and interpretations.
The Firm has let employees construct the criteria which assesses all employees. A similar concept can be developed in prescribing objective descriptions. The Firm can use their employees to contribute to the challenges they faced during projects. The challenges that occur frequently can be recorded and used as an introductory item for new employees or can be used to create an internal information source that describes the challenges of employees and how they overcame those challenges; serving as an up-to-date information source can help employees in achieving their goals. Supervisors can verify if the challenges they faced were similar to the challenges faced by the new generation of employee. Letting the employees contribute will result in saving the supervisor from writing the objective description; make challenges faced by employees always up to date; gives the employees more responsibility which could lead to more effort; creates a tool that helps other employees directly supporting one of the Firms core values, one global network; lists the challenges that have been faced recently serving as a valuable source of information. 
When this system is not anonymous the Firm can also retrieve more information about how an employee copes with certain situations. It will simultaneously make the threshold high as employees will have to be careful in their description as it could harm their career. It is best to make the system anonymous whereby giving the employees the freedom to write about their problems.
3.3

Letting employees participate in their objective description and reducing the number of challenges within an appraisal system has little affect without taking into concern the role of feedback. Becker (1978) concluded that setting objectives without feedback has little long term effect on performance; similarly feedback without goals has little effect on performance (Locke and Bryan, 1969). To sustain the amount of effort exerted to reach the goals, employees should be given feedback in combination with objectives, as feedback alone does not suffice.

Bernardin and Beatty (1984) conclude that giving formal feedback once a year will likely result in feedback deficiency. For maximum effectiveness, of the objectives, there must be ongoing formal and informal performance feedback with the employee (Latham and Wexley, 1981). Constantly updating the employee about his objectives and his progress can reassure or alert the employee about his objective progress. In project based work it remains relatively simple as the supervisor knows roughly the amount of work that needs to be done and can therefore warn the employee if he lags behind. In this way procrastination is avoided among employees. Referring back to the control theory, participation is one of the keys to convince employees that the objective setting is in their best interest.

Within the Firm there are two main types of jobs: position based and project based; consequently both types differ in the frequency of objective setting as the feedback during the year. Employees in the consulting, solutions branch are project based and set their objectives in cooperation with their project supervisor at the beginning of each project. Employees working on position basis set objectives with their supervisor or career counselor at the beginning of each year. 

Employees in the consulting or solutions business will be less likely to have feedback deficiencies. The nature of their work induces them to see the career counselor during and at the end of a project. Furthermore, the supervisor could give extra feedback in the form of tips or progression of work fulfilling the role of continuous feedback. 

For position based personnel receiving a formal mid-year evaluation and a formal final evaluation could face feedback deficiencies if they do not consult their managers informally throughout the year. There do not have to be any feedback deficiencies, although it remains advantageous to give informal feedback throughout the year to make the employees focus and aware of their objectives. Solely formal feedback once in a half year can induce employees to procrastinate their objectives.  The difficulty in establishing feedback deficiency is that informal talks or conversations cannot be measured; however the advantage of feedback is that the Firm can get more information about the performance of the employee. 
3.4
The main contribution of this chapter is that the objective setting of the Firm is too complete. The description should entail all possible challenges the employee should face. It will be more useful to develop a forum describing their objectives and the related challenges in that project. New employees can gather knowledge on possible challenges with certain objectives; as the search for information will motivate the employee to reach his objective (Locke and Latham, 1990). Furthermore, this saves a lot of time in developing the objectives for the employee.
The firm maintains such a system in its Performance factors. Performance factors evaluate performance against a given standard to give consistent and objective performance feedback. They are constructed by employees worldwide and represent typical job situations. The Performance factors test whether the employee can use his skills to respond to typical situations. This is a good example of how appraisal system can become more efficient with the input of its employees. The standard has been developed but needs to be updated by current employees. The scenario setting has already asked for participation and the danger is to fix the standard. The Firm will constantly need to update the scenarios in order to let current employees participate. When the standard is universally accepted by all employees and not changed, the employees will have less ownership over their evaluation resulting in lower acceptance. 
A side note is the role of feedback. It is essential to make the objectives work and to ensure long term successes. Supervisors, career counselors and employees should at least consult a formal feedback meeting twice a year. For short term successes it is helpful that the supervisor also consults informal feedback conversations with employees to see how they cope with their objectives. Benefit of feedback is that both the employee and the Firm gain information about the employee’s ability.
4.0
In the previous chapter we have discussed the objective setting. In this chapter we continue evaluating the Firm’s appraisal by discussing the electronic appraisal system and at times compare it to the traditional paper and pencil appraisal. Traditional paper and pencil appraisal systems have a couple of disadvantages: need of storage area, higher human resource (HR) cost and it is time consuming for the supervisor to retrieve old appraisals for current evaluation. In the next section we will discuss the purpose, benefits and challenges of an online appraisal system. In the second part we will discuss empirical research related to the online appraisal system. Third and final part will conclude this chapter with its main findings.
4.1
We will initiate this section with discussing the purpose of online appraisal systems before discussing the advantages of employee self service (ESS) and managerial self service (MSS) before touching upon some challenges an online appraisal has. ESS and MSS are one of the most recent developments within the electronic human resource (eHR) practices.
The purpose of using online performance appraisal systems is to utilize the employee’s ability more effectively, enabling them to achieve their strategic objectives (Bloom, 2001). Installing an online appraisal system is believed to automate functions of labor intensive human resource (HR) processes (Stone et al. 2003). The benefits of online appraisal systems are: data accessibility, the ease to generate accurate HR reports, monitoring assessors whether they complete their formal feedback on time and enabling HR departments to determine trends in an employee’s performance (Payne et al., 2009). 
ESS progresses the accessibility of their HR information. HR information includes past objectives, own input, new objectives and evaluations of past projects. ESS (in the Firm named Self Input) makes the employee self-reliant as it empowers employees to manage their personal information as attribute to their own career development (Gueutal, 2003). Self Input gives the employees a medium to check their personal information. The benefit for employees is that a system like Self Input should allow the employees to have a form of control over their project rating as they are given a medium to project their voice (importance discussed in chapter 3). 
Another purpose of installing such a system is that HR department becomes much more efficient which leads to lower costs for the Firm (Cedar, 2001). According to Zampetti and Adamson (2001) fifty percent of traditional HR staff time was consumed in answering simple questions as: how many vacation days do I still have? Further benefits, according to Gueutal (2003), are that employees also manage their HR data in their personal time, increasing the working day; moreover it provides a platform for advertisements of the Firm. 
MSS provides managers (will be referred to as supervisors) with access to information about their direct reports and the ability to conduct analyses to increase managerial effectiveness (Gueutal, 2003). It often allows supervisors to track employees’ progress, compare existing abilities to required abilities to identify new objectives and ability gaps. In the Firm this system is named MyPerformance. It is common that employees have limited access to the functions of the MyPerformance system. Employees will have the access over their personal account but are restricted from entering colleague’s accounts. Supervisors are allowed to see the accounts of their employees for evaluation purposes. 
The challenges of online appraisal systems are security, back up and employee acceptance. Lack of acceptance will imply that employees will regard the appraisal evaluations more a paper exercise than actually contributing to the Firm (Roberts, 2003). To guarantee that firm information stays within the Firm, employees will have to trust the security of the system. Colleagues should be unable to hack into another account, implying that there has to be enough security procedures to guard the privacy of HR data (passwords, employee limitations etc). Furthermore computer communication can breach, consequently the Firm should have enough capacity to protect company data as well as having a backup system.
Firms face a challenge in convincing the employees that the online appraisal is better than the traditional paper and pencil appraisal system. It should therefore improve on three categories: rater’s errors, rating accuracy and qualitative aspects of appraisal (Cardy and Dobbins, 1994). Qualitative aspects of the performance appraisal system are the employee´s reaction to the system. Employee´s motivation, productivity and organizational commitment can be influenced by an employee´s reaction to a performance appraisal (Wexley and Klimoski, 1984). 
4.2
Having discussed the purpose, advantages and touched upon the challenges of online appraisal we will continue this investigation but relate it to empirical academic findings. 
According to Dubrovsky et al. (1991) computer communication should give an employee the feeling of privacy and anonymity. Furthermore Beckers and Bsat (2002) concluded that a system as MyPerformance increases satisfaction of employees because it provides HR resources quickly. Payne et al (2009) concluded that employee perception of supervisor accountability increases (more accurate ratings) and that there are higher rates of participation in an online system; however it did not improve the perceived satisfaction nor was there a difference in perceived level of security. 
Electronic human resource (eHR) systems substitute face-to-face communication with electronic communications. Electronic communication will be used more often hereby decreasing face-to-face communication which might decrease the probability of goal attainment (Stone et al., 2006). Katz and Kahn (1978) argue that face-to-face communication has greater explanatory power and is a better coordinator of employee’s actions implying superiority compared to eHR systems.  Stone et al. (2006) warn companies using eHR that it often results in one-way communication, organization to employees, and therefore lacks the information richness of a two-way communication system such as face-to-face communication.
Electronic human resource systems are praised for their anonymity however are criticized for their impersonality, lack of information richness, and lower influence on the employee than traditional forms of communication (Hinds and Kiesler, 1995). Cardy and Miller (2005) concluded that electronic communication increases the probability that an employee does not understand the information provided to him because of the reduced possibility to ask questions. Creder and Crestone (2007) came to the remarkable conclusion that only 14 percent of the companies using eHR reported better HR decisions. 
Kurtzberg et al. (2005) came to the conclusion that in general the information from employees become more negative when compared to face-to-face communication. Reason being is that face-to-face communication creates an obligation to present positive comments whereas eHR lessens the obligation. There are two explanations for this finding: negative comments increase the accuracy of the HR process and employees feel less personal responsibility (McKenna and Bargh, 2000; Herbert and Vorauer, 2003). McKenna and Bargh (2000) argue that as electronic communication increases anonymity it removes the social obligation to present yourself to your supervisor consequently feeling less responsible for your comments. In addition, Sproull and Kiesler (1991) concluded that the impersonal nature of electronic commenting could lead to greater objectivity but less sensitivity and tact in handling the situation. 
Employee’s comments can be less sensitive leading to misinterpretation by the supervisor. Moreover, employees can use this system to their advantage placing comments that are not credible or in the form of sabotage and restrain from taking responsibility for their input (discussed in the next chapter).
Ghorpade (2000) questions the existing findings on their relevance, as above research pointed out eHR positively influences the participation rate and objectivity rate. It has been suggested that greater objectivity leads to more accurate commenting of events, however does this also lead to higher comment validity? Further questions can be placed on the multiple reports by different supervisors; although they broaden the scope of information gathered it does not necessarily mean that the employee report becomes more accurate. 
Self serving, inaccurate and biased information can enter the performance feedback system (Ghorpade, 2000). Inaccurate commenting, supervisor’s pressure to underreport work time can create the tendency of personal credit during successful projects; whereas by failure reassign the responsibility of the project (Miller and Ross, 1975). Furthermore, London and Smither (1995) conclude that when a feedback system is combined with a performance system it can stimulate sabotage in the process. 
4.3
eHR most important benefits are data accessibility and cost reduction. Employees as supervisors are empowered to search for personal human resource information i.e. number of vacation days. Commenting in the online appraisal system is easier and removes the social obligation of facing the supervisor. Empirically these comments become more accurate but also more negative. There remains a discussion on whether the increased negativity of the comments actually leads to a higher validity. Ghorpade (2000) states that a potential danger of the online appraisal system is that inaccurate and biased information may enter. In the following chapter we will explore the possibility of inaccurate and biased information entering the appraisal system of the Firm. 
5.0
In the previous chapter we discussed the purpose, advantages and potential dangers of an online appraisal system. This chapter is related to the promotional incentive structure within the online appraisal system. We investigate the possibility of inaccurate and biased information entering the appraisal system of the Firm and the finding of Herbert and Vorauer (2003) that online comment increase in negativity due to less personal responsibility.
 
We define sabotage as hindering normal operations or any underhand interference with work etc. by employees or enemy agents. Assessing potential sabotage we will first elaborate on the Firm’s promotional structure and whether this gives an incentive to sabotage. We will treat two types of sabotage: direct and indirect. Indirect sabotage is treated in the second section and the direct form of sabotage is discussed in the third section. Our main findings of this chapter are presented in the fourth section.
5.1
To explore the possibility of sabotage we need to evaluate the promotional system. First we explain the promotion structure in two ways: opportunity cost and involuntary unemployment. Evaluation is done by giving an explanation of the promotional structure in the form of a game between a supervisor and two employees.  
An up-or-out system can be explained by opportunity cost or by involuntary unemployment. In the case of opportunity cost the wage is set higher than opportunity cost in order to make the employee tempted in investing effort to make his productivity high enough to be retained (Kahn and Huberman, 1988). The second explanation method is that the Firm will be able to determine the productivity of the employee whereby only the most productive employees are retained (Hahn, 1984). Consequently the system induces employees to exert high levels of effort and have the incentive to seem as productive as possible. In consultancy this is named ghosting which refers to underreporting time to seem more productive (Karreman and Alvesson, 2009).  Employees want to look at their best during evaluations as it increases the probability that they will remain active in the Firm. However, as every employee has this incentive, the competitive advantage is lost, creating a negative externality. The Firm benefits from the negative externality as it implies that employees are focused on their output.
The up-or-out system can be simplified to a game between the supervisor and two employees. The supervisor has to choose to promote one employee at the end of the period and fire the other. The employees know that one of them is promoted whereas the other is fired. We assume they are of the same ability and initially have the same working hours; furthermore they can observe what the other employee does. An important assumption is that the employee values the promotion more than his current function and his outside option (job opportunities when fired). Lastly, the supervisor receives a perfect signal of which employee is the most productive. The promotion is worth more (yields a higher utility) than the current job but is equally valued by both employees. If both employees work 40 hours a week, the chance they will be promoted is fifty percent. To guarantee promotion the employee will work harder, his colleague notices this and undertakes action by doing the same until the marginal benefit of promotion is equal to the opportunity cost of the leisure. In practice the same occurs but they report fewer hours to seem more effective, hereby increasing the chance of being promoted. 
In reality the game is the same, however slightly more complex. Employees know that they can either be promoted or fired. All employees value the function they receive after promotion more than their initial function and their outside option. The supervisor does not have perfect knowledge about the output of each employee, guaranteeing that the supervisor gets an imperfect signal about the ability of the employee. In reality the ability of the employees varies, however the span of ability variation is limited as only individuals with high ability want to the join the firm as they know the value of promotion and the probability to be promoted are sufficient to cover the opportunity cost of hard work. Ghosting is advantageous for the promotional probability of the employee as the ratio between revenue and hours worked increases; increasing the probability of being promoted. 
5.2
More importantly is what forms of potential sabotage can circulate within the Firm and where it can develop. Sabotage can exist in the project based services as in the unit based services branch of the Firm. The potential difference is that unit based services do not receive feedback from different supervisors but from one supervisor. Unit based services are position based functions such as administration. 
We define sabotage as hindering normal operations or any underhand interference with work etc. by employees or enemy agents. Deliberate inaccurate comments placed in self input are, in our definition, classified as underhand interference. An employee deliberately reporting inaccurate work times and/or contributions are relevant forms of sabotage. 
Sabotage is attractive when the benefit of committing sabotage is greater than the costs. As mentioned above the costs are loss in face value, loss of your job and losing respect from co-employees. Advantages are perceived higher productivity leading to higher promotion probabilities. The employee can estimate the cost and benefits since he knows that any colleague will maximally stay on the same level for approximately three years (for project based units). Assuming employees are rational he can estimate the probability of being caught versus the benefit of promotion. Moreover the employee can choose between direct or indirect sabotage.
One example of sabotage which is common in the consultancy world is ghosting. Ghosting is underreporting work time to seem more productive than you really are (Karreman and Alvesson, 2009). Although hurtful to yourself (working more and getting paid the same salary), you deliberately manifestate yourself as a more efficient employee. The purpose of ghosting is to become more attractive for supervisors, hereby being rewarded with bigger projects. Ghosting can described as indirect sabotage towards your colleagues. The game implies that all employees will ghost unless they all collaborate in corresponding their actual hours.
Why do employees not collaborate? We know that when any employee performs to satisfaction they will stay at a consultancy level for approximately three years. Moreover, employees know that they are not part of a fixed team. A rational employee knows the game is at least one period with the probability of encountering the same individual in another project. The probability of encountering the same colleague(s) is dependent on the left over duration period of the colleague(s) at consultancy level. Informally employees will find out how long their colleague(s) have worked within the Firm. Employees also know that at least once a year new employees will enter at their level. The continuous entrance and exit of employees within a limited time span will create a high probability that among your colleagues there are colleague(s) that have one year left to prove themselves capable for promotion. Assuming that the cost of being fired is larger than the indirect sabotage cost (reporting lower hours than you actually worked) will result in the employee ghosting to create a higher chance of being promoted. New employees and existing employees do not want to be known for their low ratio’s, reducing their chance upon promotion, implying that the last generation consultants will force ghosting upon the newer generation consultants. 
Ghosting is advantageous for promotional chances when one employee does it and the others do not. According to the game, one employee’s action to ghost will result in all employees ghosting. The supervisor is not harmed by such actions as employee output increases without hiring more employees. The Firm experiences a positive externality when employees ghost because they become more cost efficient. The employees enforce a negative externality upon themselves in the form of longer working hours for the same salary.
5.3
Direct sabotage can occur in the Self Input section of the appraisal system. In Self Input employees can comment on about their performance and contributions, examples could be ideas or contributions to parts of the project . The system can be used efficiently and truthfully but could also lead to a direct form of sabotage when the keeping the job outweighs the possible cost of losing it. To evaluate possible forms of direct sabotage we define the normal working experience of a consultant and supervisor and state what is expected of them. We investigate the benefits and costs of direct sabotage. Further on we discuss the possibility within the firm. 
Approaching deadlines, following project goals and having to comment on ones’ performance is likely to strain an employee. Supervisors may also be strained as they contribute to the project, approve the report and afterwards evaluate employees before continuing to the next project. The time constraint a supervisor faces to finish the reports and continue with a new project could lead to inaccuracy in their reports. Knowing this the employee can exaggerate its contribution. In chapter 3 we discussed the communication techniques a supervisor can use to convince the employee he has certain characteristics. Employees can do the same in exaggerating their contribution to the project to make them seem more productive.
The benefit of exaggerating your contribution within the group is to create a better track record compared to your colleagues at the expense of your colleagues. It shows similarities to the ghosting example where the employee undertakes certain actions, eventually, for one’s own benefit. This type of behavior is encouraged by the nature of the up-or-out system the Firm maintains.
Generally the larger a group becomes the more difficult it is for the supervisor to assess the direct and indirect contributions of a particular employee. In this setting, direct contribution is defined as the production of the employee; indirect contribution is defined as advice the employee gives to colleagues. As the group increases it becomes less verifiable what the employees’ direct and indirect contribution is to the group output which can lead to comments about their contribution being exaggerated as untrue. The purpose of such behavior is to manifestate yourself as a better and more capable employee than you really are. The risk one takes in undergoing such practices is loss in face value among your colleagues and could in extreme cases result in an unworkable situation. Fehr and Gachter (2000) undertook research about peoples’ concern for fairness and justice. Their conclusion was that people care about both the process and outcome being equitable (procedural and distributive justice) and will spend resources to ‘punish’ individuals who violate the norms of fairness. Punishment on the work floor may be that you are ridiculed at your work or colleagues make your life in the office difficult which can result in an unworkable situation.
 In small project-based work, i.e. consultancy, there is a clear separation of tasks that the supervisor allocates to his employees. Small groups (e.g. up to four) all can be held accountable for their contributions within the project because each employee is assigned a specific part of the project. The supervisor could in such situations find out about your exaggerations and disregard your Self Input as not being credible, which can result in a lower ratings.
When the number of consultants within the project increases the supervisor will allocate tasks to small groups. When a small group is responsible for a part of the project they are held accountable for the group contribution. The supervisor in this case will not always know what the contributions of the employee where. In this setting the employee can weigh the benefits of exaggeration (indirect sabotage) to the costs.
Direct sabotage may occur in the MyPerformance system, more specifically in Self Input. Self Input’s purpose is to give the employees a voice to actively participate in their performance appraisal. The purpose may be abused as employees have the incentive to exaggerate their performance and report performance they did not perform but increases the probability of promotion. 
Commenting in Self Input can be transmitted as long as the project runs, when the project finishes the supervisor will start his rating and prepare his formal feedback. The nature of the up-or-out system is that employees will work harder than they actually want to (ghosting) which could generate levels of stress making the comments less thought over and less sensitive. 
Employees have access to Self Input at all times hereby overcoming the obstacle that an employee can only comment during office hours. Secondly, employees do not have to be confronted with their supervisor overcoming a social barrier and make commenting easier. The questions supervisors need to ask is how credible are employee’s comments? 
When the supervisor does not find the performance comments posted in Self Input credible the supervisor can confront the specific employee. The supervisor can punish him but is more likely to ask for clarification upon comments as firing takes up more time as it requires legal documentation to back up the supervisors’ decision. 
5.4
The purpose of this chapter was to evaluate the promotion structure the Firm entails. The structure places a large amount of stress on performance in a limited time span which could lead to two forms of sabotage: indirect and direct. Indirect sabotage is defined as hurting yourself as direct sabotage is at the expense of your colleagues. 
Academic research has indicated that indirect sabotage is common and cannot be spared as the incentive for third year consultants to defect from cooperation is too large. According to the game, mentioned in 5.2, it creates a negative externality for the employees but a positive externality for the Firm. 
Direct sabotage in the appraisal system is limited to Self Input. It remains difficult for supervisors to assess the truth behind the comments. Moreover, the employee has a large incentive to exaggerate as the cooperation within teams is of temporary existence.
The disadvantage of the direct form of sabotage is the finding by Fehr and Gachter (2000) that people will use resources to punish someone who does wrong. The Firm’s core values also penalize an employee to use the direct form of sabotage but has little reference (legal documentation) to prove misbehavior of the employee. The employee can defend himself with feeling emotional, stressed when comments appear inaccurate. 
The advantage of the consultancy branch is that it is analytical and largely project based. When teams are small (up to four consultants), exaggeration is limited. When teams get larger and tasks are allocated to small groups their contribution becomes more unverifiable and the incentive to exaggerate increases. 
6.0
We set out to evaluate a Firm´s appraisal system on the basis of academic knowledge. We have evaluated its objective setting; online appraisal system and the incentives its promotion structure gives to the possibility of sabotage. We initiate the concluding chapter with a brief overview of our main findings to conclude with a short remark regarding cultural differences.
Aligning firm values with the values of the employees is essential to make employees act in the best interest of the firm. The appraisal system is a method to improve the productivity and aligning the firm values with its employees. Aligning incentives and mind set between the firm and its employees can give it a competitive advantage. We concluded that an appraisal system is an ongoing process of balancing the benefits and advantages with the corresponding challenges and as a consequence always will be a system of concessions and an indication of performance. 
Evaluating the appraisal system of the Firm has resulted in the following conclusions:
Firstly the current objective setting of the Firm is over complete. The objective setting surpasses its goal of guiding the employee. Its description obstructs knowledge gathering from the employee and is too time consuming. It can be made more useful by developing a similar system used in the Firm’s performance factors. 
Secondly the online appraisal system remains a weighing of benefits versus costs. Empirical research is contradictory as it remains a discussion on whether the increased negativity of the comments actually leads to a higher validity. The Firm has chosen that the ease of information retrieval and lower HR costs outweighs the potential costs of increasing security and developing a back-up system that protects data of employees.
Thirdly we discussed the role of potential sabotage opportunities within the Firm’s online appraisal system. Indirect sabotage creates a negative externality for employees and a positive externality for the Firm. The game among employees to secure their future in the Firm gives the employees in the incentive to deviate from the cooperation strategy. The consequence is that the employees will work longer hours for the same salary, implying that the Firm gets more productivity from its employees which results in lower costs. Direct forms of sabotage are likely to be beneficial in Self Input when the group of consultants gets larger and the tasks are allocated to a small group making the overall contribution of the group less verifiable. 


Short Remark
Different cultures can imply different roles in the appraisal process; it can also indicate why an appraisal system in one country is extremely effective whereas in another it is inefficient (den Hartog, Boselie and Paauwe, 2004.) The main difference is the type of culture: individualist or collectivist. In an individualist culture, such as The Netherlands, encourages people acting in their own interest and initiative. Hofstede (1980) concluded that individualists are expected to be more motivated to satisfy their own self-interests. Furthermore, they tend to have a higher priority in gaining personal rewards as recognition for their efforts. Avolio and Bass (1988) concluded that a collectivist culture there is a strong tendency to support organizational values and norms. A collectivist is more readily expected to internalize a new leader’s vision than an individualist. Huo and Von Glinow (1995) found that managers in China where reluctant to engage in two way communication in an appraisal system. The nuances of every culture will influence the result and the setup of an appraisal system. Similar research highlighted that direct feedback is less acceptable in collectivist cultures than in individualist culture.
Objective setting could be slightly altered to give the illusion of a collectivist or individualist culture. Experimentation in this field could give more productive results. 
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