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ABSTRACT

Forced ranking is common in many corporations today — estimates say the percentage of large firms
using this method in the United States somewhere between 15 and 40 percent. Decision makers
view it as a way to keep a company continuously lean. Is there a dark side, however? Frequently
practitioners talk about subverting forced ranking systems. We suggest that there are substantial
downsides to a forced ranking system overlooked in academic literature, but there is apotential
upside as well. Several contributions are made, including a discussion of potential emerging legal
implications of the practice.
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INTRODUCTION

Forced ranking has been in use for decades in some organizations to measure employee
performance. While it is unquestionably still popular in large firms, the percentage of firms usingit
is unclear — sources give figures of anywhere between 15 percent to 40 percent of large firms using
this practice. Before continuing, it is important to define the concept of forced ranking (alsoknown
as a vitality curve, forced distribution, pareto ranking, and is known by other names as well). The
definition from Pfeffer and Sutton [26] fits nicely:

“It’s a talent management approach in which the performance levels of individuals are plotted along
a bell curve. Depending on their position on the curve,employees fall into groups, with perhaps the
top 20%, the so-called A players, beinggiven outsize rewards; the middle 70% or so, the B players,
being targeted for development; and the lowly bottom 10%, the C players, being counseled or
thrownout of their jobs.”

This mechanism is somewhat commonplace in today’s labor market, based on the earlier statistic.
However, little work has been done on the concept outside of practitioner books and articles. While
those sources are invaluable, particularly when trying to bridge the theory and practice elements of
management, more rigorous, scholarly work is needed to solidify the idea of forced ranking —
considering its merits and its downsides. Earlier work has focused on using reward systems to
improve quality and performance [5] [11], but little has focused on more potentially punitive
systems such as forced ranking.

Jack Welch, who considers the principle an extension of the idea of the Pareto curve, most
famously applied the idea of forced ranking at G. E. [30]. The Pareto curve (or principle), views
situations in such a way that 80% of the effects come from 20% of the causes. This is the same idea
Jack Welch used at G. E. when implementing his forced ranking system. Heviewed his workforce
with a 20-70-10 lens. Twenty percent of the employees were Pareto’s “causes”, i.e. they produced
eighty percent of the benefit the company received from its employees. Seventy percent of the
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employees were considered necessary but unexceptional, and ten percent of the employees were
considered expendable.

Forced ranking became de rigueur in the 1990s, as companies looked to downsize and become
“leaner and meaner”. As work on symbolic management has shown us, frequently companies and
more specifically, decision makers at those companies, frequently implement popular management
techniques to garner the support of the markets [31]. Nevertheless, doing something simply because
G. E. did it, or more specifically, Jack Welch did it, does not necessarily make sense when viewed
with a critical eye and for application at another organization. In fact, this is precisely the kind of
decision-making Simon’s ideas of bounded rationality anticipate [29]. Further, it can be viewed
as part of a sensemaking process, because if G. E. did it and wassuccessful, well, then “we should
too!” [18].

The decision to implement forced ranking could also be viewed as a version of mimetic
isomorphism — in uncertain or ambiguous situations, a follow-the-leader approach is sometimes
taken by decision makers in the absence of better, more specific ideas for an organization [8].
Companies that are struggling who bring in new management oftensuddenly develop radical shifts
in policy, frequently to the benefit but also often to the detriment of the organization.

Consider the case of Ford Motor Company, who implemented a forced ranking system in 2000.
This was the brainchild of Jacques Nasser, a career employee at Ford at the time, with almost 30
years with the company when he was named CEO in 1999. Within a year of adoption, managers
who had been getting satisfactory reviews for decades were being ranked in the lowest performance
group. This led to discrimination lawsuits that Ford decided it had to settle, and ultimately in just a
short period, Ford abandoned the initiative [16]. Nasser resigned in2001, marking his short tenure
as the shortest of all CEOs in Ford’s history. This cautionary tale is not necessarily the exception,
but the broader practitioner literature treats it as such by its lack of scrutiny.

More currently, Yahoo has seen challenges with its own implementation of forced ranking. They
have faced lawsuits filed in 2016 for violating federal and California WARN acts — laws that
require adequate notice be given to regulators regarding layoffs. Yahoo shrunk its workforce by
over 31% in a 2-year period using a forced ranking system — what some have effectively called a
stealth layoff practice [22]. This could be argued as a misuse of the performance method, but it does
show that there are potentially legal implications for firms using this practice in the United States.

Ultimately, despite its checkered history, forced ranking is probably a permanent fixture of the
modern business landscape, at least at many firms. The ramifications of its use and its effect on
organizations become increasingly important research topics. This paper seeks to answer a specific
question with regards to the implementation of a forced ranking system — does the implementation
of a forced ranking system lead to increased deviance in decision-making of managers at the
company? This question will be explored further in the theory development section. For now, a
brief but necessary examination of existing literature on the broader subject isin order.

One of the earliest scholarly works on the subject comes from Klores, where he discusses how
rating bias in reviewers can subvert a forced ranking system [13]. He studied the nature of forced
ranking, demonstrating that a managers’ biases are “passed on” to subordinates because supervisors
were most likely to support promotion of those who had similar philosophical ideas about the
organization. This created a homogenizing process in the firm he studied.



While there are possible downsides to forced ranking, we believe there is a potential upside as well,
that comes about from increased accuracy of team mental models. We will discuss team mental
models generally in the following section, with hypotheses to follow.

TEAM MENTAL MODELS LITERATURE REVIEW

There are two primary ways to examine team cognition identified by researchers working in team
psychology. Some elements of team cognition are viewed perceptually, measuring beliefs and the
like, while others measure knowledge that is more concrete. Team mental models (TMMs) are an
example of the latter, defined as a team’s shared, collective understanding and mental depiction of
knowledge about aspects of their relevant environment [12]. A morecomprehensive definition of
team mental models is given by Cannon-Bowers, Salas, and Converse, (1993) as,

“...knowledge structures held by members of a team that enable them to form accurate explanations
and expectations for the task, and in tum, to coordinatetheir actions and adapt their behavior to
demands of the task and other team members.” [2]

This definition underscores the fact that TMMs measure concrete knowledge as opposed to
perception, and how that knowledge is successfully (or unsuccessfully) leveraged to create team
efficiency and coordination. This may have implications for forced ranking, as we will see later.

The underlying assumptions with respect to team mental models are that teams are more effective
when group members have a coherent and accurate collective understanding of taskwork and
teamwork domains [2]. Research of these elements has consistently shown that cognitive similarity
is a crucial component of success [14]. Thisessentially means that teams require patterns of cognitive
symmetry to anticipate and expect othermember’s needs and allow for synergistic effects in team
efforts [19]. Again, these assumptions underscore the fact that team mental models are about the
team’sconcrete view of reality, not merely about perception.

Researchers have identified two primary properties of team mental models: sharedness and
accuracy. Sharedness is defined as the degree to which members’ mental models are aligned with
each other, and accuracy is generally viewed as how close such models are to “true” views of the
environment. Research has emphasized the former over the latter [20]. This may well be a result of
empirical challenges in establishingwhat a benchmark model should be to compare to a team model.

The idea for team (or shared) mental models was originally borrowed from mental models in
psychology, where research was focused on individual mental models that were defined as
organized knowledge that allowed people to understand the functioning of systems and to generate
predictions and have expectations about how those systems might change [28]. This idea was adapted
into a construct for teams by Cannon-Bowers and Salas [1]. Again, thiswas the idea of how well
expert teams could coordinate their activities without overt communication — merely applying the
individual idea of mental models to a group or team setting.

Many studies have concluded that effective team mental models result in higher performance in
those teams [3]. One theorized reason for such a result is that effectiveteam mental models decrease
the need for intra-team communication and that efforts can instead be directed toward completing
tasks [15]. This is most



pronounced when team mental models have a high level of sharedness, or alignment, amongst team
members [20].

Temporal aspects of team mental models generally show a convergence among team members in
their shared mental models over time [2] [21] [24]. However, exceptions have been found in
specific cases, such as software development project teams, where the contrary result was discovered
[17]. The authors of that study theorize that the lack of convergence (and in fact, divergence) was a
result of less and less interaction among team members over time, as work became increasingly
siloed and specialized. This behavior is commonly found in temporary, task- focused teams [7],
although in Levesque et al.’s study the team were not able to be characterized as temporary.
Interestingly, however, some literature suggests that turnover can be an important part of
developing functional team mental models [12].

As a result, it appears that there are conditions under which the predictions of team mental models
become less predictive. Specifically, this seems to occur more often in teams where communication
diminishes over time, has a temporary aspect, or is particularly task-oriented withvery distinct and
specialized roles for team members. This finding contradicts the earlier theory of why effective
team mental models increase performance by diminishing the need for communication [15]. While
this may still hold true, this diminished communication also leads, potentially, to less effective team
mental models [17]. This paradox is still little understood and under researched by management
scholars.

Operationalizing team mental models is still in a state of infancy, in management. Several papers
have attempted to conceptually quantify various methods for operationalizing TMMs [4] [10] [25].
A meta-analysis suggests a one-size-fits-all approach remains elusive, and that previous work does
an excellent job of measuring certain aspects of TMMSs without measuring the quantifiable whole

[6].

In summary, TMMs generally improve team performance in most situations. The researched
exceptions to this rule are few in number but significant in their findings. TMMs are generally
defined as a team’s shared understanding and knowledge about aspects of their environment. The
more similar the mental model amongst team members, the higher team performance comes as a
result. This is the finding generally of those who study the sharedness aspect of TMMs. The other
aspect of TMMs, accuracy, is underrepresented in management literature, perhaps because of
operationalization difficulties.

THEORY DEVELOPMENT

While there is substantial literature and anecdotal evidence to show arguments for and against
forced ranking, this paper presents a view to date unexplored with regards to forced ranking’s
impact on a firm’s managers and their behaviors.

Ironically, Jack Welch himself provides some insight to the downsides of forced ranking [30]. As
the policy is in place, year after year, and a manager cuts loose the bottom ten percent of their
workforce annually, the average quality of your workforce continuously improves. This is not a bad
thing. However, after several iterations, a manager’s “bottom” ten percent may be very qualified,
and undeserving of termination.

There are many potential managerial responses to a forced ranking system. A manager could useit
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to get rid of dead weight, and arguably, this is the way it would be most likely used when first
implemented in an organization. But in future iterations, there should (in theory) be less dead
weight. What is a manger in this circumstance to do?

Further, we have discussed how stable teams with little turnover develop richer mental models, but
they also tend to communicate less over time, which can lead to divergence in mental models.
Conversely, teams that experience a reasonable amount of turnover may have less well developed
mental models but they are more functional. This potentially results in increased team performance
in certain circumstances.

This creates an ethical dilemma for managers who genuinely care about their employees, and may
feel responsible for their well-being at the company. There are essentially three responses a
manager can take to deal with the institution of a forced ranking policy, and we will discuss eachof
the three in some detail. We label this as the “Forced Ranking Decision Schema”. These can be
seen in Figure 1.

FIGURE 1: FORCED RANKING DECISION SCHEMA

mmm Acquiescence

*The "default" response.
+Could unfairly punish good performers in later iterations.
+Leads to increased accuracy in team mental models.

mmm Decoying

*Does not require any kind of dealing with existing employees.
«Costs the company unnecessarily in employee turnover.
«Increases deviance in management.

«Has little effect on team mental models.

mam Dealmaking

« An under the table strategy requiring buy-in from employees.
«Spreads the 'pain’ of C ranking.

*Rewards taking the hit one year with a higher A ranking the next.
«Increases deviance in management (and possibly employees).
«Has little effect on team mental models.

Regardless of the later choices, initially, most managers would comply with the new policy of
forced ranking. As previously stated, this would be a prime period to reduce dead weight in the
organization, and managers would undoubtedly have a substantial list of ‘targets’ for the first yearly
iteration or two. After this period however, things tend to get more difficult for a decisionmaker,
and that is the period we will be examining.

The first and most obvious response is that managers would simply continue to do as asked. We
label this as “Acquiescence”. Some employees would be unfairly held back or possibly terminated,
but presumably the manager would continue to pick their worst performers for this treatment, even

if that bar kept raising during each iteration. There is nothing inherently wrong with this strategy,
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and in fact, many managers obviously do so. Interestingly, by adding team mental models to the
view, we can see potential upsides from a forced ranking system, namely thatteam mental models are
generally more functional in teams with modest turnover, and turnover increases communication,
which leads to continued improvement of shared mental model sharedness. However, logic and
anecdotal evidence from practitioners suggest other alternative responses to the commencement of a
forced ranking system are available (and frequently see use). The two remaining alternatives would
both be considered “gaming the system”.

In the second method, a manager could respond to a forced ranking system by hiring people
specifically to be the new ‘targets’ of forced ranking. We label this practice as “Decoying”. Rather
than hiring very qualified candidates, they may decide to hire dead weight at a cut-rate cost. These
people would then become the natural candidates for a C ranking that year, allowing the managerto
leave his stable of quality employees intact. This also allows the department to save money,
because average salaries would be lower in the short run, anyway. This has little effect on team
mental models, because the turnover events only occur with essentially temporary workers, leaving
the core of the team (and its model) intact.

We label the third and last way a manager might deal with this problem as “Dealmaking”.
Managers might make deals with moderate performers to quietly give them C rankings, promisinga
future A. This method works better in a looser system that doesn’t guarantee termination of C
ranked employees, in fact, would only work in an organization in which a manager could preventa
C ranked employee from being terminated. This method allows for a relatively stable team
environment, and while not everyone is getting raises annually, it spreads the raises around in a
rotation. This also has little effect on team mental models, as the core of the team remains
unchanged.

Figure 2 shown below is a simple timeline demonstrating the decision-making response process to the
institutionof a forced ranking system imposed on managers.



FIGURE 2: FORCED RANKING TIMELINE
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accomplished. the three
schema.

Managers who choose Acquiescence as the approach to the issue follow the company line. Thereis
no reason to expect that this will have lasting impact on the manager, aside from perhaps a
proclivity toward managerial distancing [9]. This could have negative repercussions on the
organization in the long term but is not the focus of this paper. We also believethat the increased
turnover from an Acquiescence strategy results in higher levels of team mental model sharedness on
ateam. As a result, we propose the following two hypotheses:

Hypothesis 1: Managers who choose the Acquiescence approach to forced ranking exhibit no
change in likelihood for deviance in decision-making.

Hypothesis la: Managers who choose the Acquiescence approach to forced ranking have teams
that have higher levels of sharedness among the team’s mental models.

Managers who choose Decoying are another matter. They see the need to retain their existing
employees after a number of iterations and creatively set up targets for the forced ranking process’C
ranking. Employees underneath the manager likely have no idea that this process is happeningand
may simply suspect tenure bias. Therefore, while this may have no effect on their subordinates, the
manager is another matter. Because of this situation the manager feels forced into getting creative
with their hiring practices in order to preserve their employees. While they may have previously
been somewhat prone to deviate from corporate policies in the past, this newbreach makes future
deviations more likely. We also believe this subversion eliminates the turnover in the ‘core’ of the
team that forced ranking systems attempt to achieve. This will lead to less communication, more
siloing, and while the team mental models may be richer, they will be more likely to diverge
amongst team members. Therefore:

Hypothesis 2: Managers who choose the Decoying approach to forced ranking exhibit a greater
likelihood of deviance in decision-making in future decisions.

Hypothesis 2a: Managers who choose the Decoying approach to forced ranking will have teams
7



that have less sharedness among the team’s mental models.

Managers who choose dealmaking, are in a similar situation. These managers are presented witha
difficult situation and may feel more loyalty to their employees than to the organization. This
creates a bias for deviance in the manager’s mind. While they may have been somewhat prone to
deviate from corporate policies in the past, this new, almost forced subversion leads to other more
deviant decisions on a manger’s part.

Worse, this can also encourage future promotions to behave in similar ways, as they see their
manager as a role model and are aware of the deviance from company policy in this specific case.
This also can create a climate of paternalism, where employees feel more loyalty to their supervisor
than their organization.

Finally, much like with decoying, such a subversion of policy will result in little turnover in the
team. This will again lead to less communication and siloing, and eventually more divergent mental
models. As a result, we propose the following hypotheses:

Hypothesis 3: Managers who choose the Dealmaking approach to forced ranking exhibit more
deviance in decision-making.

Hypothesis 3a: Former (and current) subordinates of a manager who chose the Dealmaking
approach are more likely to also choose the Dealmaking approach with respect to their own
employees.

Hypothesis 3b: Managers who choose the Dealmaking approach to forced ranking will have teams
that have less sharedness among the team’s mental models.

Moreover, in the cases of Decoying and Dealmaking, we argue that this effect is amplified over
time. The longer a period in which the manager is essentially trained to deviate from corporate
policy, the more ingrained the concept becomes in their minds. Deviation eventually becomes the
norm, not the exception. Therefore:

Hypothesis 4: After a forced ranking system has been implemented, a Dealmaking or Decoying
manager’s willingness to deviate from company directives will be positively correlated with the
amount of time under the forced ranking system.

Finally, again speaking about Dealmaking and Decoying supervisors, it is important to recognize
how this deviance came about. The reason for it in the first place was that the manager saw the
forced ranking as a threat to their preferred employees, and as a corollary, as a threat to themselves.
They chose deviance over Acquiescence because they valued their employees or their well-being
more highly than following company policy. This choice has meaningful implications to future
decision-making. Namely:

Hypothesis 5: In managers who chose Dealmaking and Decoying, this deviance in decision- making
will be most pronounced when it will benefit the manager’s career or the well-being of his (or her)
employees, as these are similar reasons why the forced ranking system was subverted in the first
place.

LIMITATIONS AND FUTURE DIRECTIONS



A very valid concern about the proposed study is the lack of true longitudinal data. While patternsin
deviance can be established between different managers in different companies over different
durations of forced ranking systems with a sufficient sample, there is still a potential for bias in not
following the same actors over a period of time. Unfortunately, a longitudinal study of this type
would be difficult because of turnover, role changes, and the like. A case study then might be an
interesting venue to study this phenomenon on a much smaller scale.

Another limitation is that there is a lack of existing academic work on forced ranking systems.
Despite their prevalence, it seems that there is comparatively little academic work on the subject.
This obviously is a challenge for an author on such a topic, as establishing theoretical foundations
becomes more difficult. Regardless, the topic is absolutely worth pursuing, and future efforts can
only help clarify these phenomena (and others) associated with forced ranking.

For future direction, a more organizational behavior approach could be taken such as a study of the
personality of managers involved, compared to their big five personality traits. This could beused to
then establish what personality traits most often lead to deviance in forced ranking management.
This could then be used by companies to better understand the likelihood and risksof implementing
a forced ranking system, given the personalities of their existing managers.

Further, while we argue in many cases that team performance suffers from forced ranking, at leastin
the case of team mental model accuracy the inverse may be true. Empirical testing to determineif
this benefit outweighs the other negatives identified will be of great value to practitioners.

CONTRIBUTIONS AND CONCLUSION

This paper makes several important contributions to decision-making and organizational behavior
literature and is prescriptive to practitioners as well. First, the paper explains a little-understood
mechanism whereby managerial deviance is unknowingly introduced into organizations. Agency
theory and corporate governance work consistently struggles with this agency problem, and forced
ranking systems are shown to exacerbate that problem. This view also provides a rich test bed for
data regarding such agency issues.

Secondly, this paper demonstrates that a forced ranking system can actually have some very
negative unintended consequences for organizations and illustrates those consequencesspecifically.
This obviously can be prescriptive for practitioners and high-ranking decision makersat companies.
This is certainly a circumstance where a decision maker at a firm might get a lot more than they
bargained for with the institution of a forced ranking system.

Thirdly, for the first time in the literature, specific actions managers might take are theorized and
codified in the Decision Schema. This has not been done in prior work and based on practitioner

work and anecdotal interviews with former decision makers, these are likely responses. Note that
there are likely others, but we have simply identified the two we think are most likely.

Fourth, we note some potential legal pitfalls firms that seek to adopt this type of performance
review program may encounter. This is particularly relevant to practitioners in Asia, as they seekto
adopt widespread management practices used in other locations.

Lastly, we identify conditions under which team mental models may ameliorate or even swing the
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negative effects from forced ranking potentially into positive effects. We believe this only could
occur under Acquiescence conditions, and empirical testing will be critical to determine how largea
positive effect this might have.

Ultimately, we are left with an interesting picture regarding forced ranking. Companies have
successfully used it to eliminate dead weight, to the betterment of the firm. Some companies have
paid dearly for it, however, like Ford. It is becoming generally more accepted that forced rankingis
generally not sustainable in an organization over a long period of time, for the reasons previously
stated.

However, we have introduced other possible ramifications besides simple unhappiness with the
system that decision makers should consider when adoption of forced ranking is being considered. A
view of managers creatively subverting the organization’s policies might inspire romanticismin
the eyes of some, this outcome is largely viewed as undesirable in the corporate world. As stated
earlier, agency theory has long identified a problem between manager’s actions and thosein the
best interest of stakeholders [27]. As a manager’s actions drift further and furtherfrom the ones
intended by stakeholders, this problem is only intensified. Decision makers woulddo well to judge
the ramifications of such a choice for their own organization.
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