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ABSTRACT 
This paper reviews the major developments in performance appraisal practice and research, current state of performance appraisal briefly and by identifying the 

gap, highlights the need for more study with contextual perspective. This review of relevant literature delineates major organisational contextual factors (intra 

and extra) such as structural and environmental which influence performance appraisal process and outcome.Number of independent variables such as size, life-

cycle stage, industry, sector, technology, unionisation, human resource strategy; economic, political, legal, physical and social environment of the organisation 

have been summarized. Further, this review aims to prepare a model in order to test the influence of these large set of factors on performance appraisal 

practices. In conclusion, this review provides context-specific nature of performance appraisal system and directs the need for future research in Indian context 

which can have implications for developing new appraisal system in India. 

 

KEYWORDS 
performance appraisal, contextual, determinants. 

 

INTRODUCTION 
he present business context is defined by increased complexity, uncertainty and risk. Managing and retaining talent continues to be important to 

organisations not only for gaining competitive advantage but also for sustenance (Milligan 2012).Performance appraisal systems are among the most 

important human resource management practices and also a comprehensively discussed research topic. The performance appraisal is a control 

mechanism for organisational control, through which the employees can view their past performance and take corrective actions. Various human resource 

decisions are also based on information obtained from performance appraisal (Chu and Chen 2007). Always having played such an important role performance 

appraisal has become the important human resource function. Although an importance of performance appraisal system is well documented in literature; as per 

recent research by HR anexi, the concept of performance appraisal is fading and engagement reviews are gaining momentum in practice. However, experts and 

practitioners have emphasised importance of performance evaluation and management system. They argued that there is still need to manage performance. It 

is unlikely that performance management can be replaced, rather what can change are the dimensions of appraisals and the matrix associated with it. Stated 

further, focus is already moving from efforts based to results based. Performance management is an on-going process, that focuses on target setting, periodical 

feedback on progress and working on developmental needs. Whereas engagement reviews only helps to assess the individual attachment to the organisation 

and work on the factors that can be improved to enhance productivity. The survey reported that engaged employees are not only committed but also passionate 

towards their work hence more productive.Global engagement survey reported that 37 percent of Indian working population is fully engaged (engagement 

reviews, the new fad? 2012) and“According to 2012 Gallup research, engagement scores is Indian workplace is a concern. As matter of fact India’s engagement 

number is mere 8 percent, which means that only 8 percent people who come to work are engaged, positive and thrilled about their jobs. 32 percent of them are 

actively disengaged, implying that they come to work and sit with someone who is spirited till his spirit goes away. All the more, 60% of the employees feel not 

engaged at the work place. (Indians don't feel 'engaged' at workplce 2012).” Effective performance appraisal system as an important component of performance 

management system can lead to various outcomes such as trust, commitment and job satisfaction which in turn leads to more engagement and productivity. 

Since, it is said that happy employees are the productive employees.  

Nevertheless this is most praised, criticized and comprehensively discussed topic even today, although the focus of discussion has changed over time. It began 

with information processing and psychometric properties, and then moved on to developments of appraisal format, training programmes, appraisal sources and 

consequences of appraisal etc. However, research on performance appraisal with contextual perspective has received little attention and scholars have 

consistently highlighted the need for empirical research with respect to context in order to make this system effective. Since Performance appraisal is an applied 

topic and the process occurs in social and organisation context.Moreover, the context in which appraisal occurs is dynamic; changing all the time; considering, it 

is useful to periodically study the current state of performance research and practice and its relation to context in which it occurs(Brown and Heywood 2005); 

(Bretz, Milkovich and Read 1992). By identifying various factors affecting performance appraisal process and outcome, this review suggests the context specific 

nature of performance appraisal system and highlight the need for empirically examine the appraisal system in Indian industry.  

This review examines the performance appraisal literature published in academic books and trade journal papers. This paper is organised as follows: review 

briefly discusses (i) the history of performance appraisal, (ii) research trends in performance appraisal research and current state of appraisal research and 

practices (iii) demarcates major determinants of appraisal system and summarizes previous researches (iv) by identifying the research gap this review aims to 

prepare a conceptual framework from contextual perspective for future research in Indian industries.  

 

 

 

T
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EARLY HISTORY OF PERFORMANCE APPRAISAL 
Employee evaluation practice has existed since third century but in the last 40 years, performance appraisal has received considerable attention and uses of 

performance appraisal have been increasing. The first industrial application of merit rating was probably made in the early eighteenth century by Robert Owen 

at his cotton mills in New Lanark, Scotland. Wooden cubes of different colours indicating different degrees of merit were hung over each employee’s work 

station. Wooden cube changed with the change in employee’s performance (Heilbroner 1953)as cited in (Murphy & Cleveland, 1995 pp 3) 

In eighteenth and nineteenth centuries, there is evidence of some forms of appraisals in both Britain and America. In 1813, U.S military implemented appraisal 

system for evaluating its personnel.Then in 1887, Federal Civil Services applied merit rating or efficiency rating for evaluating its employee’s performance. This is 

generally looked upon as the start of formal performance appraisal in the United States but gained popularity by the early 1950s only. And surveys indicated that 

by the 1950s in America and the 1960s in Europe appraisal was appraisals were accepted by around 60 per cent of the bigger organisations. Survey results 

concerning popularity of formal appraisal system also pointed that public sector organisations were more likely to have appraisal system. Large organisations 

had more prevalence of appraisal system than the smaller organisations and lower and middle level managers were more likely to be appraised whereas top 

management was exempted from appraisal practice. Appraisal system became more prevalent in the 1970 in America and in 1980s/90s in Britain, ever since 

government legislation such as Civil Rights Act, 1964 and equal employment opportunity commission (EEOC) exerted strong pressure on organisations to adopt 

formal appraisal system which resulted in rapid improvements in performance appraisal practices (Murphy and Cleveland 1995, pp 4). 

In 1990s, new approach emerged for evaluation of performance such as self-appraisal method especially for middle and top managers in order to motivate them 

and make them feel more responsible (Pratt 1991). Now, in twentieth century, performance appraisal system has become strategic aspect of human resource 

management and the balanced scorecard approach is used by linking strategic, operational and individual performance in organisations. Individual goals are 

continuously aligned with corporate strategies and performance measures are set upon accordingly to evaluate clear contribution of individual level towards the 

achievement of organisational goals (Brudan 2009). 

Murphy et al, 1995 noted that in late 1900s, Performance appraisal seems to be universal and importance of the system has also increased over the time. It has 

become an important management practice which is viewed as critical in monitoring and controlling human capital in desired direction. Further, two major 

trends have been noted so far in history; first, shift from trait oriented towards behavioural and result oriented. Second with the use of appraisal system, uses of 

appraisal system have also increased significantly over the time. Information obtained from appraisal system used for taking number of decisions in order to 

manage the human resources. Organisations tend to use performance appraisal for a variety of purposes simultaneously rather than concentrating on one 

purpose (Cleveland, Murphy and Williams 1989). Although, performance appraisal system is almost universal but still represent a major source of dissatisfaction; 

neither managers nor employees seem to be fully satisfied with the appraisal system and view appraisal system negatively (Furnahm 2004). 

An effective and development oriented appraisal leads to a number of important outcomes such as improved employee productivity and quality, job 

satisfaction, organisational commitment and trust. And, structural features or practices of appraisal construct effective or ineffective systems which in turn 

affect employee motivation and justice perceptions. These features and practices of appraisal system are determined and supposed to vary by the context 

concerned. As(Brewster 1995) pointed out that HR practices are not ‘universal’ but are ‘context-specific’ so ‘socially’ constructed in each society. The process of 

appraisal is conducted in various manners and with different degrees of formality in different organisations. These include the degree of formality, frequency of 

appraisal, purpose and sources of appraisal, criteria and techniques used and the extent of employee participation (Milliman et al, 1998) in (Chiang and Birtch 

2010). 

 

TRENDS IN PERFORMANCE APPRAISAL RESEARCH 
There is an extensive body of research on performance appraisal. Review of historical trends show that first research on performance appraisal had focussed on 

cognitive process of information. Since the rating process is complex and involves cognitive processes, basic research was clearly needed to define that complex 

phenomenon. Study of psychometric properties i.e. rating error and accuracy and rater/ratee characteristics also received considerable attention. Topics such as 

performance appraisal format, feedback issue, rater training, appraisal sources and uses of Performance appraisal have also been researched upon 

reasonably(Bretz, Milkovich and Read 1992).  

Recent contributions analyse the performance appraisal practices in general (Sita, et al., 2000; Jamal and David, 2007; Chu and Chen, 2007), reaction to 

performance appraisal(Shrivastava and Purang 2003) and consequences of performance appraisal on employee’s job satisfaction, turnover intention (Poon, 2004 

& Kuvaas, 2006). Despite this extensive body of research, very little has been studied about the determinants of performance appraisal system(Murphy and 

Cleveland 1995);(Grund and Sliwka 2009).  Moreover, various authors have addressed the need for more research on performance appraisal with organisational 

and contextual perspective. 

Banks and Murphy, 1985 argued that performance appraisal has been extensively researched upon from measurement point of view which has led to the 

assumption that issues dominating the appraisal research are not compatible with the organisational realities so not informing the practice. They suggested that 

it is not wise to continue research on these issues in order to minimize the gap between performance appraisal researches and practice. However, over the past 

several years, researchers have developed several appraisal formats, processes and rater training programs to improve appraisal systems but it has not led to 

significant advancement to performance appraisal practices. In addition, performance appraisal is as applied function which occurs in social and political 

contexts; which is dynamic. Thus considering these developments in appraisal practices and dynamic characteristic of the environment in which appraisals occur, 

it is wise to study the current state of appraisal practices with contextual perspective. 

Murphy & Cleveland, 1995 strongly points out that very little empirical research has been conducted on determining the relationship between environmental 

variables and performance appraisal and the way in which these variables affect the appraisal system. Exceptional studies are Brown and Heywood, 2005 study 

and Grund and Sliwka 2009 which controlled limited variables in their studies. The former included only union coverage and firm size and latter analysed job and 

firm characteristics as determinants of performance appraisal. Other studies (Budhwar and Khatri 2001)&(Budhwar and Sparrow, 1998) are quite broader as far 

as contextual perspective is concerned which studied the link between contextual factors and overall human resource practices. 

 In line with above arguments, researchers have consistently highlighted the role played by context in the process of performance management and need for 

more research on the context of performance appraisal. They opined that in order to minimize that apparent gap between performance appraisal research and 

practice, it is important to have better understanding of the organisational contexts in which appraisal takes place. They emphasised the criticality the social 

context in which appraisal occur in determining the effectiveness of an appraisal system as performance appraisal is constructed differently in different 

environment and (Judge and Ferris 1993);(Murphy and Cleveland 1995). Many organisations invest in most sophisticated performance management practices, 

but fail to consider the organisational context in which such practices are implemented. Effective performance management systems are supported by practices 

and organisational context (Hainess and St-Onge 2012). 

Due to above stated facts such as little empirical research on determinants of performance appraisal system and need highlighted by experts in existing 

literature; it is useful to examine the relationship between contextual factors and performance appraisal system. However, there is theoretical support for the 

hypothesis that organisational characteristics and its environment influence the ways in which performance appraisal practices are carried out(Murphy and 

Cleveland 1995). 

In order to examine the ways in which these intra and extra organisational factors influence performance appraisal process and outcome, we need to demarcate 

the major factors first. And, thereafter, need to review past literature based on those factors in order to find support for the stand that the concept of 

performance appraisal is similar in almost all the countries and organisations but practices are context specific. Based on review of previous literature and 

empirical studies(Budhwar and Khatri 2001)(Brown and Heywood 2005);(Grund and Sliwka 2009);(Murphy and Cleveland 1995);(Cohen and Pfeffer 1986), 

authors summarize following factors those are categorized in below chart. 
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Context
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factors)

Proximal 
(Micro level 

factors)

Individual 
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Job based 
characteristics

Team 
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Appraisal system 
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Distal (Macro level 
factors)

Goals

Culture, Climate 
and Values

Life-cycle stage 

Organisational 
Structure

Size

Nature 

Ownership

Technology

Unionisation

HR Strategy

HRM Department

De/Centralisation

Administrative 
Intesity/Span of Control

Hierarchy Flat/Tall

Complexity

External context 
(environmental 
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Distal (Macro level 
factors)

Economic 

Legal

Techical

Physical 

Societal

Source: (Budhwar and Khatri 2001); (Murphy and Cleveland 1995); and  

(Dalton, et al. 1980) 
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PERFORMANCE APPRAISAL AND CONTEXT: A REVIEW OF PAST RESEARCH 
CONTIGENT FACTORS 

SIZE: As the size of the firm increases there would be strong tendency to adopt appraisal system and use the information obtained from that for various 

purposes because of the need to monitor and control a large and diverse workforce. Another rational behind this stand may be the financial resources available 

to larger firms as compared to their counterpart. 

Grund and Sliwka, 2009 recently investigated the determinants of performance appraisal usage by using establishment data in German firms. They formulated 

the hypothesis based on individual, job and firm based characteristics determining the use of performance appraisal and consequences of appraisal results. 

Concerning the examination related to firm-based characteristics, the study found that firm size has strong impact on the adoption of formal appraisal system 

and the perceived importance of appraisals for promotions but no significant effect on bonus payments. First, results show that larger firms use formal appraisal 

systems more frequently as compared to the smaller firms, as assumed that smaller firms’ employers generally have direct chance to observe the performance 

of their employee so are less likely to adopt formal appraisal system but without systematic appraisals observation of performance is tougher in larger firms so 

more likely to adopt appraisal system. Moreover, operationalization of formal appraisal system is costly that is supposed to be adopted only when benefits 

exceeds cost. And the benefits may vary with the size of organisation; are more likely to exceed in larger firms. Hence, differences were observed in the 

appraisal practices with regard to the firm size. 

Brown and Heywood, 2005 conducted a survey in randomly selected sample of Australian establishments with at least ten or more workers. They categorized 

organisational circumstances into four groups such as workforce characteristics, job characteristics, Human resource management practices, structural features. 

Related to latter circumstances they concluded that implementation and operationalization of formal appraisal system demand fixed cost and will most likely to 

be adopted in those firms in which net benefits exceeds the cost.  The benefits may be expected to vary extensively with different organisations depending on 

the size, nature, technology and other human resources practices of the firm for say, are less likely to exceed cost in smaller firms. They found significant impact 

of firm size on the frequency of appraisal system and use of appraisal as basis for promotion, determining bonuses and training needs. Formers are due to the 

fact that size is associated with greater monitoring difficulties and economies of scale. So the implementation of appraisal system is subjective to ease of 

evaluation and economies of scale (Brown and Medoff 1989). For instance, size of the firm is defined by number of employees, larger the firm means more 

number of workers. As the number of workers increase, per capita cost of implementing formal appraisal decreases. Thus, anticipated, larger firms have 

advantage to increase the benefits over cost so are more likely to adopt it. And latter is due the fact that in order to make promotion related decisions in firms 

where number of employees is greater, it is obvious to use appraisal information for making easy comparison between employees’ performance. Also, Larger 

firms have more probability to follow variable pay system so greater probability to use appraisal information as basis for bonus. Hence, performance appraisals 

and uses of evaluations are more common in larger firms as compared to the smaller firms.  

Larger firms typically offer more formal training so the presence of appraisal system is more likely to determine specific training needs (Pischke 2001). Provision 

of training plays intermediating role between size of the firm and appraisal system,  may be due to the fact that larger corporation may have greater resources 

and managerial slack to devote to training(McCartney and Teague 2001) which in turn determines the need for performance appraisal system. 

Jobber, Hooley and Shipley, 1993 also tested the effect of organisational size on sales force evaluation practices. Based on organisational behaviour and 

economic literature, they expected that there would be differences between evaluation practices of small and large firms and large organisations adopt more 

formal and sophisticated approaches for evaluation of their sales workforce as compared to small organisations. Data was collected from two hundred and 

sixteen (85 small and 131 large) industrial good organisations from U.K. to examine the influence of organisational size on sales force evaluation practices. And 

results of the study revealed significant differences in the evaluation practice of two types of firms separated by size. First, large firms make significantly higher 

use of key output measures than smaller firms. Second difference in evaluation practices is related to quantitative criteria used to view employee performance. 

Large organisations make greater use of pre-determined performance standards against which performance of employees is evaluated whereas smaller 

organisations rely more on informal and simple method of comparing current results to past results. Finally, findings of this study also revealed substantial 

difference in qualitative criteria. Large firms are more likely to use written reports or rating scales whereas small firms are more likely to evaluate their 

salespeople by means of unwritten opinion. There are theoretical support for the proposition that managerial specialisation and resource availability both are 

linked to organisational size so larger the organisation, the more elaborate its structure, more specialised its tasks, the more differentiated its units and the more 

developed its administrative component. Large organisations with well-defined structure and increased specialisation have a greater need for formal 

communication and management practices to be regulated by rules and regulations; which suggests that evaluation practices in such firms may be more formal 

and sophisticated than in smaller organisations. In the latter case a person responsible for one function may also be responsible for another number of 

functional areas and the manager may not have sufficient time to conduct appraisals by using quantitative criteria or formal written evaluation reports based on 

qualitative criteria. 

Furthermore, corporate size has significant influence over the performance based evaluations and training opportunities. Larger organizations tended to 

evaluate employee performance more regularly than did smaller firms and promote greater investment in workers. Larger the corporations, greater the number 

of positions to be filled in; so, promotion decisions in such organisations are solely based on manager’s abilities and performance rather than on factors such as 

age, seniority, gender, the level of education and so forth, are not related to performance(Idson 1989). 

LIFE-CYCLE STAGE: Stage of the organisation, to some extent, determines the structure and functions of the organisation. Life-cycle theory suggests that appraial 

is a dynamic process; as the goals and strategies of the organisations change across different stages, performance appraisal system should be altered in some 

way in order to produce effective results (Whetten 1987) in (Murphy and Cleveland 1995). For say, during growth,size of the organisation and resources 

increases which leads to complexity and increases control and communication problem. Former can be dealt by decentralisation and the latter by formalisation 

and vice versa in declining stage. Resulting, purpose, criteria and method of evaluation may be expected to change as well.  

Similarly, adopting contingency theory, (Chen and Kuo 2004)proposed a framework for appropriate appraisal strategy from the perspective of organisation life-

cycle. They suggest that performance appraisal should be flexible and changed as the competitive status changes. Competitive status is the determinant of 

business strategy and after identifying corporate and HR strategy, performance appraisal strategy should be aligned with them in order to make appraisal 

system effective. In particular, appraisal method and criterion used to evaluate the employees should be changed with respect to the life cycle stage of the 

organisation. They suggested that at inception stage, organisation should emphasise visible competencies; behaviours should be evaluated at growth stage and 

outcome at maturity stage. And with regard to method, qualification oriented method should be adopted at inception and maturity stage and quantification-

oriented should be emphasised at growth stage. Given the rationale behind using different criteria and method lies in the characteristics of performance data 

needed at different stages. 

NATURE OF THE FIRM: Appraisal system metrics are likely to be affected by the nature of the firm. For example, ‘purpose’ of appraisal, ‘criteria’ used for 

evaluation and ‘appraisal personnel’ in service firms and manufacturing firms may vary significantly. Manufacturing firms provides tangible, standardized and 

perishable products which are produced first, then sold and consumed at different places. On the contrary, service firms offer intangible products and are non-

perishable in nature wherein most services are produced and consumed at the same place (Valarie and Mary 2003). Moreover, services are actions or 

performances typically delivered by human by interacting between and among employees and customers (Chu and Chen 2007).  These actions performed by 

interaction between employee and customers are the actual ‘products’ and satisfy the customer’s needs; which makes the performance appraisal more complex 

and subjective as compared to the manufacturing ones where employees have no direct contact with the customers. N.V Tiger Tyagarajan, CEO Genpact says, 

“Particularly in our business, the intellectual capital is really the people. The better people you have and the better processes u have in place to develop them, 

the more chances of a competitive advantage. 

Service firms generally solicit feedback from customers and this is taken as input in appraisals and service improvements as well on the others side 

manufacturing firms seek customer input in terms of product evaluation rather than evaluating the employees.  Service firms, while evaluating performance, 

may focus on ‘quantitative outcome criterion’ whereas manufacturing firms may focus on ‘qualitative process criterion’. Customers are expected to have direct 
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role in appraisals as much of the performance depends upon customer’s perception of evaluation. These theoretical stands have also been supported by below 

mentioned empirical investigations. 

Grund and Sliwka, 2009 study confirmed that appraisal practices are also significantly affected by the type of industry in which firm is involved. Performance 

appraisals are more often used in financial and corporate services and manufacturing as compared to the construction and agriculture industry. There are also 

substantial significant differences concerning the impact of appraisals on bonus payments and promotions across industry. More than half of the appraised 

employees in financial and corporate services receive bonuses based on appraisal results. And in public and private services, promotion decisions are strongly 

based upon appraisal results.  Practices are also further affected by inter-industry job and individual characteristics differences but this review does not include 

such variables. 

Based on assumption that  different organisations demand different appraisal system custom to the needs of its functions and processes, Chu and Chen, 2007 

collected data from 60 services and manufacturing companies selected out of 1000 top largest companies of Taiwan and reported the differences between 

appraisal practices of two type of industries. They aimed at locating the differences between different aspects of appraisal system such as purposes of appraisal, 

criteria and techniques adopted, timings and personnel for evaluation and feedback.Results of the study showed significant differences in the purposes of 

appraisal and criteria used to evaluate employees. Authors concluded that service industry use appraisal information for taking decisions related to salary and 

lay-off’s whereas manufacturing industry pays more attention to developmental purposes such as assistance in  goal identification.While evaluating the 

employees, service industry employers give more preference to ‘outcome’ dimensions; on the contrary, manufacturing industry employers seem to be ‘process’ 

oriented more. However, no noticable differences exist in other aspects of appraisal such as appraisal techniques, personnel, timings and feedback 

communication. This study attempted to examine the relationship between type of industry in which firm operates and performance appraisal practices. 

In line with above studies, based upon some theoretical stands, Murphy & Cleveland, 1995 also expected differences between appraisal practices of the firms 

operating in different types of industries. They also expected customers and clients to play much more direct role in service industry as compared to any other 

industry. And skills needed to evaluate employees working in service industry are less concrete and evaluations are subjective and process oriented than 

manufacturing industry where jobs are more structured so evaluations seem to be objective and output oriented. 

OWNERSHIP: Focusing on type of ownership of the firm, another study compares the functions of performance appraisal systems in private and public sector 

organisation and explores the differences in the ways in which these systems are implemented. Randomly selected sample of 36 public and 38 private Jordanian 

organisations were approached to collect the data. In general, recognition of individual performance and performance feedback were the purposes of appraisals 

preferred in both the sectors. But to drive the significant differences in functions of appraisals in two types of sectors in which firms operate; one way analysis of 

variance were performed. According to the results, private organisations use appraisal results for taking decision related to ‘between-individual comparison’ and 

‘with-in individual comparison’ such as determining promotion, termination, transfers,  layoff’s, identifying training needs etc. on the other hand, public sector 

organisations are not active and had greater impact on documentation. Public organisations used appraisal information as an obligation in complying with or 

meeting legal requirements. Concerning the ways in which appraisals are implemented, study found positive relationship between size of the organisation and 

age of appraisal system i.e. larger the organisation, older the appraisal systems. This study did not report any differences in rest of the dimensions of appraisal 

process between two types of sector. All surveyed organisations conduct appraisal once a year and appraiser’s manager played major role in ratings (Jamal and 

David 2007). 

Sita et. al, 2000 compared performance appraisal practices and management values in foreign and domestic firms within India. To examine the differences in 

appraisal practices, the firms of analysis were selected by the type of ownership:  private investor enterprises, private family owned businesses, public sector 

firms and foreign/ joint ventures. Authors of this study conducted extensive review of literature to form the hypothesis. The study found significant differences 

in appraisal practices in terms of discussion of results and use of appraisal for evaluative/developmental purposes. Results show that MNC’s or Joint venture 

firms discuss performance appraisal results more frequently than any other group and MNC’s and private investor firms and private family owned firms use 

appraisal results for evaluative purposes more often than public sector firms. This is due to the fact that private investors, family firms and MNC’s face pressure 

of competition and increasing market share which is not faced by public sector firms. However, private family owned firms use appraisal for evaluative purposes 

more often than any other group. Even though private family firms are less likely than any other group to discuss appraisal results formally, still use appraisal 

results for taking decisions related to pay, retention and layoffs in order to retain best performers and dismiss poor performers. Former is due to the fact that 

MNC’s face international competition and have a greater and consistent need for formalisation of human resource management practices in general and 

performance appraisal practices in particular. Thus due to global experience of MNC’s and competition faced by private firms, they recognize and conduct 

performance appraisal as a tool for gaining competitive advantage than public firms. 

Since studies determining the cross-cultural impact on appraisal practices have also been conducted significantly, indicated that western organisations were 

more likely to provide formal training and use performance appraisal system (for variety of purposes) than Asian firms. This may be further determined by the 

economic condition and resources available to the firm or country of the firm. And multinational organisations tend to transfer their home country policies 

(Shaw, et al. 1992). 

Country of origin may also influence corporate training activities in turn appraisal activities for employees. It depends upon competitive and economic 

environment of the firm and country. There may or may not be sufficient budget and forces to invest in employees’ training (Chen, Wakabayashi and Takeuchi 

2004). 

Budhwar and Sparrow, 1998 analysis show that 37% Indian managers believe that there are sector type differences for human resource policies which are 

guided by regulations and standards specific to a particular sector (industry). For example, public sector firms which still seriously follow time based promotion 

and increment system. And 10.2% Indian managers think that common strategies, business logic and goals pursued by firms across a particular sector also 

influence their HRM policies and practices. 

TECHNOLOGY: Brown and Heywood, 2005 also examined the impact of technology on appraisal and stated that establishments where production is done by 

team and monitored by machine where results are immediate, for example assembly line production; less likelihood for using performance appraisal system in 

those circumstances. On contrary, organisations where employees have scope in determining their job responsibilities and potential for increasing their efforts 

and results are not immediate for example where managers are larger in numbers or service firms, it is more practical to adopt performance appraisal system 

because worker ability to increase scope, potential and efforts can be used as key performance indicators in appraisal process. 

Furthermore, technical environment of the firm affects the relationship between individuals. From the standpoint of technology-structure relationship, 

technology shapes structure by transforming pattern of interactions and relations of productions. Concerning to appraisal practices, supervisor-subordinate 

relationship and managers decisions may be taken as intervening variable (Barley 1986). Fry, 1982 reviewed the research examining the impact of technology on 

functioning of organisation and found technology of the firm influence the interdependence between individuals in turn functioning of the firm. Firms having 

mediating technology as in Banks would require a lesser degree of interdependence than long linked technologies such as auto assembly line. As technology 

changes and become complex, interdependence between individuals increases and supervisor rely more on employees who are good at using that complex 

technology in order to perform. Firms also adopt less formalized and centralized structures with the change in technology in order to achieve interdependent 

goals. Thus, technical environment of the firm is likely to have several effects on performance appraisal practices. 

HRM DEPARTMENT: Existence of formal HRM department within the firm may serve as a political force to develop and promote sophisticated HR activities. 

Firms with an HRM department had more extensive use of internal labour market, offered more types of training and in turn used extensive appraisal 

system(Pfeffer and Cohen 1984);(Cohen and Pfeffer 1986);(Shaw, et al. 1992);(Budhwar and Khatri 2001) 

HR STRATEGIES AND PRACTICES: In globalised competitive market environment, where competitors have access to physical and human resources, firms employ 

various business strategies and human resource policies for gaining competitive advantage. In this dynamic business environment, organisations are functioning 

with historically different strategies for example growth rather than maintenance of existing profits. And business strategies, in turn, help to determine the 

human resource policies of the firm. However, in a 2008 survey by Hewitt, 78 percent of companies said their human resource strategies are aligned with 
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business strategies to some extent, yet just 17 percent reported that same are aligned companywide (People matters 2012). In place, where human resource 

strategies are aligned with those of business strategies, different business strategies lead to different methods of performance appraisal. Organisational 

orientation towards performance appraisal in terms of purpose of appraisal (administrative vs. developmental), techniques used for evaluation and feedback 

communication all depend on the business strategy pursued by the firm. 

There are empirical evidence in support of above arguments, determining the relationship between human resource management practices and deployment of 

appraisal, findings of Brown and Heywood, 2005 study revealed that formal appraisal systems will more likely to have in those firms where benefit exceeds the 

cost. Benefits of performance appraisal are likely to be greater in those establishments where appraisal results serve as an input for other human resource 

management practices for say, individual compensation is linked to individual performance. Uses of performance appraisal information such as performance 

related pay and determining specific training needs may be positively associated with the adoption of appraisal system. In line with above effects, this study 

revealed that complementary human resource practices such as training and performance related pay are positively associated with the presence of appraisal 

system.  In particular, performance appraisal is more likely to occur in firms those train their employees. Thus above theoretical stand suggests two points that 

first, as anticipated, firm those have provision of training their employees, are more likely to have performance appraisal for determining training needs. Second 

presence of training determines the need to evaluate the success of training a greater likelihood of appraisal system to generate substantial benefits.  Presence 

of training in firms provides another reason for being a positive determinant of performance appraisal.  

However, another study by (Addison and Belfield 2008) offered a replication in Britain of the above analysis in Australia and found few contradictory findings 

and presented differences between two datasets. In consistency with above study, authors recognise positive relationship between human resource 

management practices such as employees training and performance related pay with performance appraisal but do not find any association between size of the 

firm, human resource training, employees influence over scope/potential of work and performance appraisal. 

Performance appraisal is generally seen as a part of an internal labour market (practices of promotion from within) in which firms invest in employees and 

expect to retain them(Brown and Heywood 2005). However, internal labour markets are also known to be determined by external economic conditions, 

organisational characteristics such as (for example, size, industry, and administrative intensity, technological change, provision of training) and transaction costs 

(Pfeffer and Cohen 1984);(Shaw, et al. 1992). An established internal labour market adopts formal approach for taking decisions related to pay, promotion, 

training and career planning such as based on performance. Thus internal labour market is influenced by various factors stated above (interplay between 

internal labour market and appraisal features) and decisions related to performance appraisal, being a part of ILM are also known to be affected by. For 

instance, Performance related pay is implemented in highly structured system (Budhwar and Khatri 2001). 

In addition, many forward thinking organisations are developing succession plans and systems to identify high-potentials within the organisations. Performance 

management system should align people strategy with the business strategy. For example, if the organisation is aware of the fact that it will grow by 20 percent, 

it needs to find out the people within the organisation who can take on the critical roles. It is important to link the business strategy to the tools used for 

assessment.  

Budhwar & Khatri, 2001 surveyed 230 manufacturing firms in India and Britain to analyse the influence of contextual factors on human resource practices 

including performance appraisal. While establishing the relationship between human resource strategy and appraisal system in India, study results revealed that 

Indian firms pursuing a talent acquisition human resource strategy were more likely to adopt performance appraisals to determine specific training needs 

whereas private sector firms pursuing a cost reduction strategy are less likely to adopt such systems. Thus training may be a positive determinant of use of 

performance appraisal system. Firms following talent improvement strategy are more likely to be involved in regular employee meeting as a means of 

communication. On the other hand, firms pursuing cost reduction human resource strategies are also unlikely to organise employee meeting. 

UNIONISATION: Unionisation has been considered as an important contextual factor affecting human resource practices, in general and appraisal practices, in 

particular. Trade unions have played a vital role in not only protecting the interests of workers (in terms of salary regulations here) but also maintaining the 

balance of power equation between workers and employers (Sodhi 1994).  

The Australian workplace and industrial relations survey (AWIRS) conducted by Brown and Heywood, 2005 reveals that presence of union will affect the use of 

performance appraisal for taking pay decisions but other developmental decision may not be resisted. Influences on wages are associated with union density 

which measures the size of union (proportion of all workers who are the members of union). This study revealed that unions do not play any role in determining 

the presence or absence of appraisal system. Highly unionized (density) firms are less likely to have performance appraisal system.  

Similar findings also have been summarised by (Verma 2005) in his extensive review of literature of union effects on management and HRM policies. With 

regards to performance appraisals, studies indicated that union firms are less likely to adopt performance appraisal system. Both union and non-union firms 

were equally likely to use appraisal information for taking developmental decisions such as disciplinary actions and training needs but union firms were less likely 

to employ appraisal results in administrative decisions such as salary, promotion and layoffs. Unions generally view appraisal systems as subjective processes 

that serve management purposes. If used in union firms they limit their applicability to developmental decisions only (Ng and Maki 1994).  

(Addison and Belfield 2008) Offered replication of above study in Britain and presented contradictory findings with AWIRS, union presence was positively 

associated with the operation of appraisal system. One possibility for that may be the difference between influences of trade unions of two countries (Brewster 

1995). For example, membership base in USA has also been decreasing and trade unions are playing more cooperative and less militant role in UK (Sodhi 1994). 

On the counterpart, trade unions are still strong in India as compared to Britain and Indian managers feel considerable influence of trade unions on their HRM 

policies and practices as compared to UK (Budhwar and Sparrow 1998).  

Recent examples of strong impact of unions can be cited as when labour unrest took centre stage in 2011 at Bosch and Maruti to name a few amongst others. 

First it started in March 2011 and again in September 2011, the employees union of Bosch ltd (MEA, MICO) declared a tool down strike. And for Maruti, the 

labour unrest, the third in a row in 2011, estimates suggests that Maruti has suffered a production loss of 75,000 units worth Rs 28 billion. (Top-Picks 2011). The 

strong impact of unions on Indian human resource management practices and institutions on Britain human resource management practices, in another way, 

represent the context specific nature (Budhwar and Sparrow 1998).  

STRUCTURAL FACTORS: (Murphy and Cleveland 1995)and (Fletcher 2001)for instance, highlighted the implications of rapidly changing context of organisations 

for performance appraisal systems.In past few years, dramatically changes have seen in the way organisations are structured- flattened, decentralised, greater 

span of control, less rigid boundaries between functional departments. And changes in the way the organisations functions have also been noted i.e. more 

emphasis on project-based team work, business strategies, integration of individual and organisational objectives and total quality management. An important 

change in the functioning may be cited as flexible work shifts or an office away from office.A survey by Regus states that 51 percent of Indian professional are 

now free from the shackles of their desks other than their company main offices for half a week or more and a global survey conducted by Citrix states that by 

the end of 2013, 93 percent of organisations will have implemented work shift policies (an office away from office 2012). 

Approaching to metrics of performance appraisal in such structures and functions - the opportunity for upward career moves are fewer and infrequent in 

flattened organisations, team based evaluation may propose a dilemma for within and between-individual comparisons. Thus uses of appraisals are expected to 

be affected in such organisations those are oriented towards team based evaluation. They examined the impact of these changes in organisational structures 

and functions on performance appraisal practices in following ways:  

DE/CENTRALISATION: Decentralisation means delegation of authority to make decisions (Dalton, et al. 1980) which presents possibility for customised human 

resource policies including performance appraisal. Focusing on decentralisation, (Murphy and Cleveland 1995)suggest that rather than implementing the same 

appraisal system enforced from corporate headquarters across all sub-units, each unit can develop its own appraisal system tailored to the specific needs of 

organisation. This ability presented by decentralisation not only can develop independent appraisal system across organisations but also across different 

functional groups within an organisation as well which helps to make the system efficient and effective. However, breaking an organisation into number of small 

units may pose barrier for lateral career moves. It may be difficult to maintain long term development of employees in such structures. Here alignment of 

human resource strategies with organisational strategies is needed to develop employees by transferring them to other units of the parent company. 
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HIERARCHY FLAT/TALL: (Dalton, et al. 1980) and (Murphy and Cleveland 1995) for instance, by their extensive review of literature demonstrate the impact of 

organisational structure on uses of performance appraisal system.  Particularly, they found the impact of organisational structure on employee’s career systems. 

Organisations having relatively flat structure (few hierarchical levels) cannot operate such career systems, where individuals are promoted at higher positions 

with greater authority and responsibility, which may have substantial effects on performance appraisal. Moreover, in such organisations, career moves are likely 

to be horizontal rather than vertical (i.e. transfer to another functional area rather than promotion to another level). On the other side, organisations having tall 

structures (many hierarchical levels) tend to operate career systems more frequently.  Such organisations regulate promotion based on merit rather than 

seniority where information obtained from performance appraisal results tend to serve as basis and are likely to generate greater benefits.  

ADMINISTRATIVE AND SPAN OF CONTROL: Furthermore, examining the determinants of appraisal system results confirmed that establishments where 

managers form larger share of workforce, and train their manager in human resource management; are more likely to adopt formal performance 

appraisal(Brown and Medoff 1989). 

Changes in organisational structure and processes had made the use of traditional top down appraisal more difficult. Due to less emphasis on hierarchy and 

fewer managers, new sources of appraisal information or multi-source feedback have become necessary (Fletcher 2001). 

More flattening (few hierarchical levels) structures obviously mean greater span of control (lesser number of managers and supervisor relative to non-

supervisory workforce)(Dalton, et al. 1980); mangers in such corporations are expected to be pressurised to evaluate larger number of subordinates. They may 

not find an opportunity to observe all the subordinates (Judge and Ferris 1993) or even they may not feel motivated in conducting appraisals, which is likely to 

have substantial effects on appraisal process and outcome. 

COMPLEXITY AND FORMALISATION / SPECIALISATION: Cleveland et. al., 1989 surveyed 106 organisations to examine the ways in which structural 

characteristics of organisation influence the uses of performance appraisal system. By review of literature they developed a comprehensive list of twenty 

separate uses of appraisal information defined in four groups and ten structural characteristics of organisation. The study results revealed the relationship 

between structural characteristics of organisations and the way in which appraisal information is used for two of four purposes. Organisations with low 

complexity (have few departments/sub units) and high coordination (employees work closely) are more likely to use appraisal results for within individual 

comparison and system maintenance. Focus of such organisations than others may be developing employees in order to obtain broad range of technical and 

interpersonal skills.  This study also represents the need for more research on organisations correlates of performance appraisal systems. 

ENVIRONMENTAL FACTORS: Since, little empirical researches have directly addressed the relationship between contextual factors and performance appraisal 

system.Murphy & Cleveland, 1995by their extensive review of empirical and non-empirical literature from organisational behaviour and industrial psychology; 

documented the effects of organisational intra and extra environmental factors on performance appraisal practices. They noted that ‘context’ refers to the 

various diverse set of factors classified into proximal and distal factors. Proximal context factors comprise purpose of appraisal, organisational policies regarding 

training, employee communication and feedback. And distal contextual factors take account of economic environment, political/legal environment, 

technological environment, societal values and physical environment in which organisation exists represent the internal and external environment of the firm 

(Katz and Kahn 1978) in Murphy et al., 1995. Their study was majorly concentrated on external environmental aspect of the firm. They suggested the following 

ways in which environment might affect different aspects of appraisal system. These different aspects of performance appraisal process and outcome are; 

performance standards, performance dimensions, appraisal frequency, supervisor-subordinate relationship, consequences of rating and legitimacy of appraisal.  

ECONOMIC: Concerning to economic condition, performance standards, performance dimensions, supervisor-subordinate relationship and consequences of 

appraisal are predicted to be strongly influenced by economic environment whereas frequency of appraisal and legitimacy are moderately affected by economic 

environment of the firm in which appraisal occurs. Performance standards and dimensions are expected to set differently during economic downturn as 

compared to economic growth and stability. When economic environment is not in favour of firm then there is more likelihood of using appraisal frequently in 

order to take administrative (salary, layoffs) and development decisions (to develop poor performers). And supervisor-subordinate relationships become closer 

because in adverse economic situations supervisor may be under pressure to increase the output which in turn increases his dependency on subordinates. 

Where management may be more interested in using appraisal to take decisions related to salary, promotion and layoffs during unfavourable economic 

conditions on other side management may feel strong resistance (legitimacy) from employees for using appraisal because poor performers may be adversely 

affected by low appraisal rating. 

LEGAL: Development and use of firm’s performance appraisal system is also known to be strongly affected by the legal environment of the country in which the 

firm operates. Certain federal guidelines concerning appraisal practices are cited in order to safeguard employees from indiscrimination in turn to make 

appraisal system legal and effective. These guidelines may be related to performance standards, performance dimensions, evaluation techniques used, 

frequency, uses of appraisal, evaluators used and provided training with, reliable information provided to ratee (Feild and Holley 1982). 

Establishing the link between legal environment of the firm and appraisal system,(Murphy and Cleveland 1995) expected that legal system is expected to have 

moderate effect on performance standards, dimensions and frequency but consequences and legitimacy of appraisal are known to be strongly affected by legal 

environment of the firm. A legal system which strongly mandates the evaluation of employees will also support the linkage between appraisal and rewards. If 

legal system accepts the principal of appraisal still legitimacy of appraisal is the major concern to ensure that whether employees are protected against 

indiscrimination. Organisations generally conduct yearly appraisal but in case legal system regulate strong link between appraisal and administrative decisions 

then it is likely to strongly affect the frequency of appraisal.  

Additionally, Cleveland et. al., 1989 supported the above association by surveying 106 organisations to determine the extent to which organisations use 

performance appraisal for taking various decisions. They prepared a list of performance appraisal uses and factored the in four groups. One of the four factors 

was labelled as ‘documentation’ which referred to use of appraisal results to comply with legal guidelines and justify personnel decisions. The survey results 

showed that information obtained from appraisal is used frequently for documenting personnel decisions and meeting legal requirements. 

TECHNICAL: Furthermore technical environment of the firm have strong effect on performance standards, dimensions, supervisor-subordinate relationship and 

legitimacy whereas frequency and consequences are weakly affected by. A company which is not technologically sophisticated might try to increase the 

productivity by setting up high standards (for eg assembly line production) and reverse may be when organisation is technologically running behind the time. 

The importance of performance dimensions whether technical oriented or behavioural oriented may vary across industries and job status. As the technology 

becomes complex, supervisor might become out-dated which in turn increases his dependency on subordinate especially when the supervisor may not be able 

to use new technology such as computers, computerized machines and equipment’s operated by subordinates. So, supervisor-subordinate relationship is 

expected to be strongly affected by level of technology. Technical environment is expected to have weak influence on frequency and consequences of appraisal. 

Where supervisor is not familiar with technology, might be expected to avoid doing appraisal and may be less able / willing to distinguish between good and 

poor performers. 

Scholars have consistently emphasized the importance of studying changing context of performance management. Also, reported the Impact of new technology 

and legal implications that the use of certain appraisal practices may have, are major areas of research interest (Hartog, Boselie and Paauwe 2004). For example, 

work from home flexibility is the result of changing structures and technology. A recent survey conducted by Times Ascent reported that 51% employees are 

working from their home. Providing flexibility of work from home to employees may pose challenge for employers to monitor few aspects of performance and 

have implication for performance appraisal (Ascent 2012). 

PHYSICAL: To a larger extent similar kind of mechanism is predicted as in economic conditions, while evaluating the influence of physical environment in terms 

of supervisor-subordinate relationship, consequences and frequency of appraisal. Nevertheless, performance standards and dimensions are likely to be strongly 

affected by physical environment of the firm. When physical resources are scarce or very costly it may be necessary to adjust performance standards downward. 

And in such environment, efficient worker might get favourable rating than productive worker because the one who conserves resources but produces less will 

be appreciated more. Reverse might be the case when resources are easily available on cheap prices (Murphy and Cleveland 1995). Thus the importance of 

dimensions such as efficiency and productivity depends upon availability of resources.  
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SOCIETAL: Society is expected to have strong influence on performance standards and legitimacy whereas dimension, relationship and consequences are 

expected to be moderately influenced by. A society where competition and accomplishment is more prominent, organisations in such society might set higher 

performance standards as compared to a society which lay more emphasis on satisfaction.Ouchi, 1981compared American and Japanese enterprises and found 

that American enterprises put more emphasis on personal performance, whereas Japanese enterprises emphasise more on ability to perform within group. So, 

importance of performance dimensions may vary across societal norms and values. He also found that Japanese enterprises follow life-time employment, 

implicit control mechanism, and slow evaluation and promotion in contrast to American organisations those follow short-term employment, rapid evaluation 

and promotion and explicit control mechanism(Mroczkowski 1983). These different kinds of norms may have different implications on performance appraisal 

practices.  Societal values are also likely to determine the extent of consequences; whether these values support the linkage between appraisal rating and 

rewards or punishment, whether appraisal process and results are accepted by that society. 

Further,(Budhwar and Khatri 2001)also noted strong influence of economic, political, social, legal and physical environment on firm’s human resource practices 

in India. For example, some firms do not ad-here the rules for taking decisions related to; selection, promotion, layoffs and are therefore easily manipulated by 

the employer. Selection and promotion decision are influenced by social and political interference, lack of training may be due to deficiency of financial or ample 

physical resources available within the firm or human resource strategy and layoff, retrenchments and firing of employees are not based on performance 

appraisal due to weak enforcement of the legislation. 

 

CONCLUSION AND DIRECTION FOR FUTURE RESEARCH 
Performance appraisal is one of the important human resource practices.  It is a mechanism which helps employer to monitor and control the performance of 

employee and through which employee can view their past performance. Despite that information obtained from appraisals serve a wide range of 

administrative and development purposes. Human resource practices are not ‘universal’ but are ‘context-specific’ so ‘socially’ constructed in each society 

(Brewster 1995). Performance appraisal being an important human resource management function is also determined by the context. Major reviews of appraisal 

(Bretz, Milkovich and Read 1992);(Murphy and Cleveland 1995); (Levy and Williams 2004); (Grund and Sliwka 2009) have consistently acknowledged the 

importance of context within which the appraisals are conducted. They also point out the criticality of the context in which appraisals occur in determining the 

effectiveness of such systems. 

Although, the organisational context is viewed as important by these authors still less research have been conducted from this perspective. Major attention has 

given to the topics such as psychometric properties and scale development. There is a little research on organisational differences in appraisal process and 

outcomes, few researchers have investigated the influence of the organisational context within which appraisals are conducted and utilized. And all of these 

exceptional studies stated in this review examined limited number of variables, does not include all the contextual variables. In this study, authors suggest to 

approach performance appraisal from a wider contextual perspective to analyse the influence of a large set of organisational and environmental factors and 

evaluate the differences in performance appraisal practices in particular. 

This review suggests a significant relationship between a number of contingent variables and performance appraisal process/matrix.  However, the degree and 

nature of influence on appraisal process and outcome may vary. Further research should be conducted to confirm this.This review identified that a little research 

has focussed Indian industries to determine the characteristics of those employers operating formal appraisal system and the ways in which performance 

appraisal process and outcome is affected by different factors(Budhwar and Khatri 2001) and (Sita, et al. 2000). Most of the studies available have been 

conducted in western organisations. Researches examining contextual influence on human resource practices in Indian industries have been conducted 

considerably. So, this review directs the avenue for future investigations into the influence of intra and extra organisational factors on performance appraisal 

practices in Indian industries. 

For practitioners, this study should help to clarify the current state of performance appraisal in Indian industry. Moreover, it should have implications for 

developing performance appraisal in Indian Industry tailored to the need of functions and processes of organisation. In theory this information should contribute 

to increase the effectiveness of appraisal in organisations. Particularly, these findings have implications for researchers that seek to demonstrate a link between 

performance appraisal and organisational performance. The present review demonstrates that there are definite patterns in the characteristics of 

establishments that adopt such systems. It would then be useful to test whether performance appraisal in such establishments are more effective in influencing 

productivity than in establishments with fewer characteristics conducive to this form of performance monitoring. 

This paper reviews structural, contingent and environment variables hence does not include individual characteristics and job characteristics affecting appraisal 

system. 
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