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The Crisis of Modern Performance Appraisal: Islamic Governance 
Approach as an Alternative1 

Amiruddin Ismail2 

A performance appraisal (PA) system is an important human resources function in an 
organisation, and yet it continues to experience issues that plague organisation.3 Issues in the 
current PA system such as unfair criteria, rating bias, and insufficient feedback have caused 
crises in the modern PA system. Indeed, some organisations, such as Microsoft and Dell, have 
eliminated the practice of PA from their organisations due to various persistent issues.4 This paper 
will examine various issues of existing PA systems and offer an Islamic Governance approach to 
minimise them.  

Evaluations of performance must be based on the job’s specific criteria. When we consider PA 
from the ‘SMART’ perspective, this ‘SMART’ system describes that performance criteria should 
be specific, measurable, attainable, relevant, and have a clear time-frame for completion.5 Issues 
arise when the criteria are too general, do not measure the important aspect of employees’ 
performance, are too difficult for employees to obtain, are not directly relevant to employees’ job, 
and employees are given too short a time to complete them. If employees are experiencing any 
of these issues, the criteria can be deemed ineffective, which may affect employees’ commitment 
to achieving them. 

After setting up performance criteria for employees, managers use them to evaluate employees. 
However, managers do not always give grades that are actual representations of an employee’s 
performance as rating bias can arise. There are three common types of rating bias among 
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managers: halo, strictness, and leniency.1 Halo error occurs when managers’ initial positive 
impression of the employee’s performance influences their overall judgments, regardless of the 
employee’s current performance.2 Strictness refers to ratings that are lower than what the 
employee deserved, while leniency is when managers provide ratings that are higher than an 
employee’s actual performance merits.3 A fourth type of bias, central tendency, refers to 
managers’ tendency to prefer to be neutral in rating performance, unwilling to give particularly 
high or low ratings, resulting in marks near the middle of the rating scale. These four forms of 
rating bias can be recognised from managers’ behaviours, and certain actions should be taken 
to correct these behaviours.  

After evaluation, managers typically conduct face-to-face meetings with employees to discuss 
their performance. This discussion aims to help employees take corrective action to improve 
performance.4 Issues arise because employees tend to respond poorly to performance feedback. 
They may show verbal aggression, such as shouting, and passive aggressive behaviours, such 
as absenteeism and refusal to work.5 These behaviours can be associated with their dislike of 
receiving negative feedback, as this is related to negative emotion.6 Managers may provide 
insufficient or inflated feedback to their employees out of fear of potential adverse reactions.7 For 
instance, they may give inaccurate feedback that covers the only positive aspect of employees’ 
performance.8 Hence, problems with providing performance feedback lie with the unwillingness 
of employees to accept harsh truths, and with managers who tend to avoid providing accurate 
feedback.   

After employees’ performance has been evaluated, managers take follow-up action. This action 
can entail providing rewards to employees such as merit pay, salary increases, recognition, and 
promotion, or planning for action to help improve employee’s performance through training. 
Issues arise when organisations are unable to provide the intended financial rewards, possibly 
due to financial constraints. Employees may feel demotivated when they realised there are no 
incentives for being a top performer and may not perform to their full potential. Another issue is 
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when the provision of follow-up training is unreliable without the commitment of both managers 
and employees.1 The training provided also might not have a link with the strategy of the 
organisation, which may redeem those training as ineffective. With insufficient rewards and 
ineffective training, the goals of the PA system focusing on motivating employees and improving 
their performance may not be achieved.  

As outlined above, existing PA systems are facing a crisis due to multiple issues with their 
implementation. These issues mainly result from the behaviours of managers and employees. 
Hence, an approach based on Islamic Governance is proposed to help guide both managers 
and employees in designing and implementing a PA system ethically, from an Islamic perspective. 
As issues in PA originate from the behaviours of managers and employees, an Islamic 
Governance approach is suitable as Islamic precepts can guide the behavioural approach to PA.   

Before conducting PA, we must first consider the niyyah (intention) behind the PA system. It is 
important to ensure that the intention behind every stage of PA is clear, as Islamic teachings 
specify that every act should be supported by intentions/goals.2 Two common goals in PA are 
focusing on providing a basis for employees’ rewards and improving employees’ performance.3 
However, PA, according to the Islamic system of governance, should ultimately focus on the 
ākhirah (the Life Hereafter). Both Muslim managers and employees should consider the rewards 
and punishments of ākhirah when implementing the PA system, and not just worldly gains.4 
Managers should refresh their niyyah while conducting an evaluation whereby their intention 
should be to help employees improve their performance, thereby eliminating intentions of bias 
from managers’ actions. By taking ākhirah into consideration, employees should be more 
responsible in achieving their performance criteria, as the PA system will lead their performance 
to be transparent for evaluation, as Allah SWT mentioned in Al-Qur’ān that even the smallest 
form of good and evil should be transparent: 

﴾ Then shall everyone who has done an atom’s weight of good, see it. And 
anyone who has done an atom’s weight of evil shall see it ﴿  5  
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This should be the purpose of PA in an Islamic System of Governance—everyone should have a 
clear understanding of their niyyah. Without clear niyyah in the behaviour of everyone involved in 
the PA, the system’s goals will not be achieved. This is related to a verse in Al-Qur’ān: 

 ﴾ Allah does not change the condition of people unless they change what is in 
their hearts﴿ 1 

Shūrā is defined in organisational settings as the co-operative forces and consultations between 
the management and employees in decision-making process.2 In PA, there should be a top-
down consultation about the purposes of the PA system, especially regarding how the PA system 
will contribute to employees’ achievement of organisational goals. Upper management should 
start by informing line managers of the importance of the PA system in their organisation, 
providing line managers with a clear understanding of why it is necessary for them to implement 
the system as intended. From there, they should hold shūrā with their employees, pointing out 
how and why it is necessary for them to achieve their performance criteria, and so the employees 
will see their contributions to the organisation. By practicing shūrā, it will smoothen the 
implementation of the PA system as shūrā will encourage cooperation between managers and 
employees. This concept of shūrā had been mentioned in Al-Qur’ān: 

 ﴾ Those who hearken to their Lord and establish regular prayer; who (conduct) 
their affairs by mutual consultation; who spent out of what We bestow on them 
for sustenance﴿ 3 

This act of sharing knowledge between managers and employees is also in line with a ḥadīth Abd 
Allah ibn Mas’ud attributed to the Prophet Muhammadملسو هيلع هللا ىلص: 

“There shall be no envy but (emulate) two: the person whom Allah has given 
wealth and the power to spend it in the service of Truth, and the person whom 
Allah has granted knowledge of things and he judges by it, and teaches it (to 
others).”4 

Qist, or fairness, is defined as fair treatment of the employees and providing them with equal 
payment5. This means that employees must be treated with respect and courtesy, managers 
should take the employees’ views into consideration, especially when discussing performance 
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criteria and offering feedback on past performance, and eliminate any biases, especially in rating 
employee’s performance. This is in line with a verse in Al-Qur’ān: 

 ﴾ O you who believe! Stand out firmly for Allah, as witnesses to fair dealing, and 
let not the hatred of others to you make you swerve to wrong and depart from 
justice﴿ 1 

Managers and employees should also practice amānah, or trust, meaning they should not misuse 
the trust given to them in carrying out their responsibilities.2 Both managers and employees are 
responsible to each other; managers should value the trust given to them by their employees in 
implementing the PA system, while employees themselves are accountable to their 
organisations, especially in achieving their performance criteria.3 This is because Allah SWT 
entrusted power, wealth, and knowledge to mankind, so they should strive not to abuse the 
amānah given. This is in line with what had been said in Al-Qur’ān: 

 ﴾ O ye that believe! Betray not the trust of Allah and the Messenger, nor 
misappropriate knowingly things entrusted to you﴿ 4 

The Islamic Governance approach offers guidance to managers and employees in the ethical 
design and implementation of a PA system. The use of a PA system that follows Islamic teachings 
has been associated with several organisational outcomes, such as improved employee 
commitment5, increased perceptions of fairness6, and better organisational performance.7 Islamic 
organisations can take steps to help their managers and employees internalise these Islamic 
teachings to avoid issues associated with modern PA systems. The challenge is on how to 
introject these Islamic teachings especially in an organisation where the individuals may represent 
varying degrees of Islamic precepts. 
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