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Abstract

The financial crunch of 2008/9 occasioning the collapse of companies and fi-
nancial institutions worldwide, sparked calls for transparency and accounta-
bility in the dealings of corporate bodies. It engendered more interests on is-
sues concerning corporate governance among researchers, academicians and
practitioners. It is worth noting that Chief Executive Officers (CEOs) are
usually appointed and entrusted with the responsibility of managing corpo-
rate affairs on behalf of shareholders. Dual interests consequently emerge
following the appointment of a CEO comprising the interest of shareholders
and that of the CEO with a probability that the self-interests of CEO might
run counter to the general interest of shareholders. As a result, many firms
are actively incorporating into their corporate governance provisions, strate-
gies to control executives’ performance. A strategic tool used in influencing
the performance of chief executives towards the desired goals of an organisa-
tion is performance appraisal, yet there is little consideration for executive
appraisal in the academic literature. This study seeks to complement the
dearth of scholarly conversation on executive appraisal using a qualitative
single case study approach drawing on an interview with a Chief Executive
Officer of an international bank based in New Zealand. Employing stake-
holder theory as a theoretical lens, the findings suggest that appraising CEOs
can be instrumental in building good relationships, sustain organisation’s
performance and enhance their career advancement.
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1. Introduction

Performance Management (PM) is the process that enables an organisation to
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“evaluate and improve continuously individual, subsidiary unit and corporate
performance against clearly defined, pre-set objectives” [1]. Organisations are
more likely to evaluate employee performance based on corporate goals and
standards [2]. It is on the basis of PM that organisational resources are distri-
buted to business units and individuals. Performance Management is instru-
mental for career planning and development [3] [4] since individual weaknesses
and shortcomings are brought to light in the course of their work performance.
Organisations are also able to draw up corrective action plans to help bridge in-
dividual performance gaps. The fundamental purpose of PM is to ensure that
employees act in accordance with corporate interests [1] [5] [6].

Over the years, performance appraisal has become a prominent part of the ac-
tivities of many organisations whether big or small. [6] indicated that perfor-
mance appraisal is a periodic formal evaluation and rating of individuals usually
by their superiors. It is a management tool for leveraging employee input into
the attainment of organizational goals and objectives. Succinctly, [7] related the
importance attached to performance appraisal that “everybody wants regular
and detailed information on how they are doing and what the boss thinks good
or bad—including executives. It’s the number one thing that is going to help
them grow.” [7] noted that, executives performed the most unstructured,
ill-defined and yet the most important function in an organisation. For this rea-
son, it is important for their performance to be appraised and furnished with the
necessary feedback.

The banking sector is the focus of this research because the sector has domi-
nated New Zealand’s financial system. The sector has also proven resilient to the
financial crisis of the 2008/9 and did not require a major overhaul as experienced
in other countries [8].

Despite the key importance of executive appraisal as outlined above, [7] noted
that “research on appraisal abounds, yet there is little consideration of executive
appraisal.” Thus, there is little research on executive appraisal [7] [9]. Given the
lacuna on the appraisal of executives, the focus of this paper is to seek answers to
the following questions: Aow do chief executives of banks in Auckland perceive
performance appraisalk How does performance appraisal influence their per-
formance? Answers to these questions can help illuminate the extent to which

corporate governance is exercised in the banking sector in Auckland.

2. Literature Review

The financial crisis of 2008/9 resulting in the collapse of companies and financial
institutions worldwide ignited calls for greater transparency and accountability
in the affairs of corporate bodies. The crisis of 2008/9 ignited more interest on
issues concerning corporate governance. Concerns have been expressed that
CEOs entrusted with the responsibility of managing corporate affairs on behalf
of shareholders may tend to serve their own self-interests counter to the interests

of owners. The need to devise a mechanism to measure and control the perfor-
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mance of CEOs therefore is of paramount importance [10]. Appraising the per-
formance of CEOs is crucial for the profitability and sustainability of the bank-
ing sector because CEOs have a profound impact on the strategic direction and
performance of an organisation. They act as important agents in “crafting and
dispersing organizational values and visions to both organization members and
the external environment” [11]. As a result, many firms are making strenuous
efforts to incorporate into their corporate governance provisions, strategies to
control executives’ behaviour [10] [12].

A strategic tool used in influencing the behaviour of chief executives towards
the desired goals of an organisation is performance appraisal. Performance ap-
praisal is an essential part of the board of directors’ governance roles. In ap-
praising a chief executive, the board of directors of a company usually set up a
committee that meets with the chief executive to discuss achievements and chal-
lenges, areas of concern, salary and benefits issues, goals and plans for the next
appraisal period [13].

[14] asserted that companies that practised executive appraisal experienced
positive outcomes such as greater accountability for performance as a result of
formal mutually agreed targets put in place jointly by board and executive. Stra-
tegic goals are usually clarified at the beginning of each year with quantifiable
measures that enabled chief executives to have clearer focus. The strategic focus
cascades down to multiple layers in an organisation and thereby reinforcing the
strategic direction of organisational members. Executive evaluation promotes
healthy relations between the CEO and the board and also provides feedback to
a CEO on areas that need to be improved upon or new skills that may be needed
as a source of leadership development for the CEO. Thus the overall benefit of a
properly administered executive appraisal serves to benefit the board, the CEO
and an entire organisation. A CEO gets constructive feedback from the board on
his or her performance and the board is also in a position to assess the extent to
which organisational goals have been achieved.

There is no universal theoretical approach for performance appraisal for
CEOs in modern organisations. [15] explained CEOs performance appraisal
under the following dimensions: leadership, strategy, people management, fi-
nancial returns and relationship with stakeholders. [16], writing on appraisal of
CEOs of hospitals, noted that appraisals usually centred on finance, executive
team development, organizational culture, strategic planning and relationships
with the board.

[12] categorised executive appraisal into two namely the agency and stake-
holder perspectives. Agency theory seeks shareholders’ interest and wealth
maximisation in the decision making process while that of stakeholder theory
takes into account the interest of multiple stakeholders such as employees, sup-
pliers, creditors and community. Agency approach is based on the premise that
shareholders provide the capital for wealth creation and are therefore more vul-
nerable to risk. Performance measurement of the chief executive according to

the agency theory should be based on financial measures while that of the
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stakeholder theory is based on financial and non-financial measures.
Non-financial measures are equally important as some scholars have argued that
certain CEO behaviours are crucial for the motivation, building good relation-
ships with employees as well as enhancing employee well-being [17]. CEO beha-
viours that may be deemed toxic can negatively impact the “longevity of an ex-
ecutive’s performance” [18]. For, it is in building constructive and positive rela-
tionships with others that a CEO can sustain performance. Governance in the
agency perspective is based on control and compliance while that of the stake-
holder is based on coordination, cooperation and conflict resolution.

This research focuses on stakeholder theory because the theory incorporates a
broader picture. [19] note that non-financial performance measures have incre-
mental information about the performance of CEOs because they include per-
formance dimensions not fully captured in financial measures such as customer
satisfaction. Thus executive performance should not only be assessed in terms of
financial measures which tend to be narrow in focus but also on non-financial
measures such as employee welfare, social responsibility, relationships with sup-
pliers, creditors etc. In combining financial and non-financial measures in ap-
praising the executive, a much more holistic picture of the CEO, the organisa-
tion and its community are taken into consideration.

[13] suggest a number of steps to be followed when conducting an executive
appraisal. First of all, the board sets an ad hoc committee comprising members
drawn from the board. The committee is given a clear mandate with
well-defined guidelines, responsibilities and a time frame to submit its report.
The Chairman of the board usually works with the appraisal committee to plan
the process and also to provide the committee with any external assessment of
the CEO that may be needed. Information that is usually needed by the commit-
tee for its work includes:

1) the organisation’s current strategic plan,

2) the CEO’s job description,

3) the CEO’s regular and annual reports to the board,

4) annual goals with action plans,

5) external feedback or list of people that the committee can interview to gather
external feedback on aspects of the CEO’s work.

The committee then sets dates and agenda for the appraisal after which it
writes its report. From the foregoing, it may be noted that organisations adopt
various approaches in appraising their CEOs but for the purposes of this re-
search, the stakeholder perspective is deemed appropriate to answer effectively
how executive appraisal affects executives’ performance. The stakeholder ap-
proach is suitable because of its broad scope by focusing on both financial and
non-financial performance measures such as innovation, quality, competitive

performance, resource utilisation and flexibility.

3. Methodology

In order to draw closer to experience the world of CEOs, interpret and under-
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stand their behaviour a qualitative case study research was conducted to elicit
the desired information. A case study offers a holistic view and understanding of
social phenomena [20] [21] [22]. Also, a case study offers rich accounts of orga-
nisational practices and in-depth understanding of actors and their worlds. [23]
notes that a case study is appropriate for examining “contemporary phenome-
non within its real-life context, especially when the boundaries between the
phenomenon and context are not clearly evident”. This definition of case study
can aptly be applied to the context of CEOs working in the banking sector in
New Zealand. Executive appraisal is a contemporary phenomenon that is indis-
tinguishable with its context, the banking sector. Chief Executives’ appraisal can
only be understood in their role settings and natural context in terms of how
they relate with employees, board members, client relationships and compliance
with regulations. A case study makes it possible to explore complex situations
from a range of sources of information [24] [25] such as company brochures,
newspaper publications, observations, memoranda and other archival docu-
ments. However, for purposes of this study, observations, company brochures,
newspaper publications and archival documents were utilised alongside
semi-structured interviews. Purposive sampling was used in this research as a
sampling strategy. Chief Executive Officers of banks in Auckland constitute the
key informants for this study since they are in a position to give detailed infor-
mation and responses to the research questions. The first author was responsible
for collecting the data in New Zealand. The preferred venue for the interview
was the manager’s office in order to capture the lived experience characterised
by that “naturalness and role voice”. We assigned pseudo names to the respon-
dent and the bank to ensure anonymity and confidentiality. The researcher in-
terviewed a middle-aged manager of ZENO International Bank. The interviews
were tape-recorded to ensure an accurate account of the conversation and to
avoid missing any part of the data [26]. [25] note that recording and transcribing
interviews allows thorough examination of what people say and permits re-
peated examination of the interviewee’s answers. The interview took place in the
participant’s office at his own convenience. It lasted for about 35 minutes. I
thanked the respondent again for his time and courtesies extended to me.
Interview transcripts were entered as text files to NVivo software version 11
for coding. Key concepts and themes were identified using the research ques-
tions as lenses. The narratives are organised around themes such as job role, key
performance indicators, financial and non-financial measures and the impor-
tance of CEO appraisal. We collected data from multiple sources observations,
documents and the interview which served to enhance the credibility and trust-

worthiness of the research claims [25].

4. Presentation and Discussion of Findings

The narratives are organised around themes such as job role, key performance

indicators, financial and non-financial measures, and usefulness of CEO ap-
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praisal and the effect of performance appraisal on performance. The manager
plays an advisory role to the bank with regards to lending to credit worthy cus-
tomers and to conducting banking businesses in accordance with government
legal requirements e.g. not lending credit for money laundering purposes and
other fraudulent activities.

In response to the question relating to his job role, the manager explained that
“in my present role, I am a leader by example, caring for my employees, allowing
them to enjoy their full holidays, health care benefits and nurturing good work-
ing relationships with all of them”. The CEQ’s relationship-building behaviours
are critical for the prolonged existence of their success within an organisation.

In response to a query about the importance of executive appraisal, the man-
ager minced no words when he emphatically stated “no one can ‘cruise along
unchecked at this level in any corporate environment. Appraisals are linked to
personal development plans and key performance indicators are a key part of
employee engagement’. Thus he likened the executive’s job to a journey where
one is “policed or checked to ensure that corporate regulations are complied
with”. This is further buttressed by the fact that there is a duality of interests
emanating from the CEO and shareholders with a probability that the
self-interests of CEOs might run counter to the general interest of shareholders.
As a result, many firms are making strenuous efforts to incorporate into their
corporate governance provisions, strategies to control executives’ behaviour
[10].

Contrary to our belief that the appraisal process is usually filled with excite-
ment, the manager explained that it was a combination of excitement and nerv-
ousness. He explained it is a period filled with anxiety, nervousness and some-
times excitement. One may become sleepless sometimes, and eagerly waiting to
get over the appraisal process. We were a bit surprised because we least expected
personnel at this level of corporate affairs to feel nervous about appraisal.

The manager explained that financial measures form a key component of ex-
ecutive appraisal and they include “revenues, return on investment, profit mar-
gin”. Taking an accounting perspective to executive performance measurement
is particularly important when linking performance to remuneration; while
non-financial measures are “brand recognition, customer satisfaction, client re-
lationships, employee and customer satisfaction” which are equally crucial in
building fruitful relations with employees, enhancing employee well-being and
sustaining performance [18]. The appraisal in this instance, parallels with the
stakeholders’ perspective that takes into account the interest of multiple stake-
holders [12] [19]. According to the manager, “personal goals jointly established
with the board were regarded as key performance indicators”. He notes further
that the appraisal process at certain times “becomes less formal and held at a caté
over coffee”. The joint establishment of goals between the board and the manag-
er is in consonance with what [14] finding that companies that practise executive

appraisal experience positive outcomes such as greater accountability for per-
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formance as a result of formal mutually agreed targets put in place jointly by
board and executive.

In answer to a question as to how performance appraisal affected his subse-
quent performance, the manager noted that “they (performance appraisals) are
linked directly to bonus structures. So therefore, you set your goals and try to
exceed expectations”. In appraising a chief executive, the board of directors of a
company usually set up a committee that meets with the chief executive to dis-
cuss a range of issues including achievements and challenges, salary and benefits
issues and plans for the next appraisal period [13]. CEO appraisals may therefore
be directly linked to motivation and commitment to one’s job. The Chief execu-
tive might see the board’s efforts in discussing areas of concern and deciding on

salary and other benefits as a genuine desire for him to succeed.

5. Conclusions and Implications for Theory and Practice

The research findings suggest that executive appraisal is an important part of the
corporate governance process and provide a board with the crucial indicators of
a CEO’s characteristics and quality. The research also finds out that many execu-
tives want performance appraisals that will help inform them as to whether they
are on the right path or not. Thus, CEO appraisal helps promote objectivity
about CEO remuneration, accountability and transparency in the operation of
an enterprise, provide early warning signals for problems and encourage CEO’s
career development. The importance of financial and non-financial performance
measures in appraising CEOs cannot be overemphasized as they complement
each other in giving incremental information about the organization.

There is a dearth of research literature that employed a qualitative case study
methodology to research executive appraisal particularly within the banking
sector. Some scholars have also expressed concern about the over-reliance on
quantitative methods for International Business (IB) research [27] [28] [29].
This paper utilises a qualitative approach of inquiry as a contribution towards
filling this “methodological gap generated by the heavy reliance on quantitative
methods” [27]. In so doing, this research extends the methodological literature
on case studies in IB by combining context sensitivity and rigorous explanations
into how chief executives perceive performance appraisal. Findings from this
study may help corporate boards particularly in the banking sector to incorpo-
rate and implement executive appraisal in their various organisations in order to
minimise fraud, improve employee motivation and to achieve corporate strategic

goals.

6. Limitations and Directions for Further Research

The key limitation of this study is that the findings are based on the responses of
a single person. Secondly, the organisational literature in the form of brochures,
newspaper publications that serve to make the findings of a case study robust

could not be accessed due to reasons of business confidentiality. The study relied
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on only the semi-structured interview, memo and observations. The respondent
was very terse and parsimonious in his responses since according to him they
were not allowed to communicate on any topic concerning the bank to an out-
sider without explicit consent from the board and their legal team. As a result,
the in-depth description of the phenomenon studied is limited. Future research
should consider exploring more avenues to access more organisations in order
to broaden the scope of data and the findings. While the qualitative case study
provided in-depth knowledge on executive appraisal, adopting an ethnographic
approach could probably yield greater insights into the appraisal and might pro-
vide a more nuanced understanding of the stakeholders’ perception of CEOSs’

performance.
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