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1. Introduction
Many authorities on business management identify five functions of management:
planning,
organizing,
directing,
controlling, and
coordinating.

The planning and controlling functions often get less attention from owner-managers of
businesses than they should. One way to strengthen both of these functions is through
effective goal setting.

Long range goals for sales, profits, competitive position, development of people, and
industrial relations must be established. Then, goals are set for the current year which
will lead towards the accomplishment of the long range goals.

This Guide presents Management by Objectives to the owner-manager of a company
for use in this type of planning and goal setting. MBO includes goal setting by all
managers down to the first level of supervision. Their goals are tied to those of the
company.

Traditionally, people have worked according to job descriptions that list the activities of
the job. The Management by Objectives (MBO) approach, on the other hand, stresses
results.

Let's look at an example. Suppose that you have a credit manager and that his or her
job description simply says that the credit manager supervises the credit operations of
the company. The activities of the credit manager are then listed. Under MBO, the credit
manager could have five or six goals covering important aspects of the work. One goal
might be to increase credit sales enough to support a 15 percent increase in sales.

The traditional job description for a personnel specialist might include language about
conducting the recruiting program for your company. Under MBO, the specialist's work
might be covered in five or six goals - one which could be "recruit five new employees in
specified categories by July 1."

Thus, MBO looks for results, not activities. With MBO, you view the job in terms of what
it should achieve. Activity is never the essential element. It is merely an intermediate
step leading to the desired result.
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2. What Business Am | In?



In making long range plans, the first question you ought to think about is "what business
am | in?" Is the definition you have of your business is right for today's market?

Are there emerging customer needs that will require a changed definition of your
business next year?

For example, one owner-manager's business was making metal trash cans. When sales
began to fall off, the owner was forced to reexamine the business. To regain lost sales
and continue to grow the owner redefined the product as metal containers and
developed a marketing plan for that product.

How you view your business will provide the framework for your planning with respect to
markets, product development, buildings and equipment, financial needs, and staff size.

Your long range objectives for your business will be the cornerstone in the MBO
program for your company. At a minimum, they must be clearly communicated to your
managers; however, for a truly vital program your managers should have a part in
formulating these long range goals. Your managers will base their short range goals on
these objectives. If they have had a role in establishing the long range objectives, they
will be more committed to achieving them.
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3. The Complete MBO Program

Management by Objectives may be used in all kinds of organizations. But not everyone
has had the same degree of success in using this concept. From examining those MBO
programs that failed, it is clear that the programs were incomplete.

The minimum requirements for an MBO program are:
Each manager's job includes five to ten goals expressed in specific, measurable terms.

Each manager reporting to you proposes his or her goals to you in writing. When you
both agree on each goal, a final written statement of the goal is prepared.

Each goal consists of the statement of the goal, how it will be measured, and the work
steps necessary to complete it.

Results are systematically determine at regular intervals (at least quarterly) and
compared with the goals.

When progress towards goals is not in accordance with your plans, problems are
identified and corrective action is taken.

Goals at each level of management are related to the level above and the level below.
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4. Goal Setting

Goals for each of your managers are the crucial element in any MBO system. Goals at
middle level of management must be consistent with those at top levels. Goals of first
line supervisors must relate to those at middle levels. Goals prepared by the manager
responsible for certain steps in a large processing operation must tie in with those of
managers responsible for other steps in the processing. And all goals must relate to and
support your long range objectives for the company.

When all these goals are consistent, then an MBO system will be developed. Until then,
there will be many like the middle manager of a research and development company
who exclaimed in a seminar, "How can | set my goals when | don't know where top
management wants to go?"

Each manager will probably find between five and eight goals enough to cover those
aspects of the job crucial to successful performance. These are the elements which you
will use to judge his or her performance. Of course, other duties which do not fall into
the above goals should not be neglected. But they are of secondary importance.

When you first start your MBO program, your managers will undergo a learning period.
They must learn how to prepare a goal which will make them stretch but is not beyond
their capabilities. They must learn to develop ways to effectively measure real problems
which threaten the achievement of the goals and then take steps to cope with the
problems.

During this learning period, your managers should first set a few goals. Then as they
learn how to develop and achieve goals, the coverage and number of goals can be
extended.
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5. The Miniature Work Plan

Your managers may find the miniature work plan useful. On this work plan the manager
can show each of the major work steps (sub-goals) necessary to reach the goal. Then,
if each work step is performed by the indicated date, the goal will be reached when the
last work step is completed.

You may also use this form to discuss goals with your manager. By looking at this form,
you can see not only the goal but also the plan for reaching that goal. This will allow you
to ask questions about the work steps and anticipated problems, as well as to question
how the goal will be measured. By pointing out the relationship between the manager's
goal and your goal, you'll be helping each of your managers to understand how his/her
goals relate to those of the company.



A Manager's Goal
Instructions for Completing Form

Management by Objectives provides for the establishment of four to ten goals by each
manager. You should set up goals in each of several important areas in your job. You
might try to establish at least one in each of these categories: Regular, Problem

Solving, Innovative, and Development. By following this approach you will be more likely
to see the full range of possibilities open to you through goal setting.

Develop each goal as a miniature work plan. The steps that follow will result in goals
which are complete and useful to both you and your boss.

Goal (Be specific and concise)

Measurement (The bench mark that tells you that you have achieved the goal, should
be expressed in quantitative terms)

Major Problems Anticipated

Work Steps (List three or four most essential steps, give completion dates for each)

Superior's Goal (Give goal at next higher level to which your goal relates).



Whenever a problem is listed on the work plan, the manager should include a work step
to deal with it. For example, suppose the head of your supply department set a goal to
deliver all packages within one day of when they were received. He thought he might
have difficulty in getting his people to follow the new procedures. So, he included a work
step to teach these procedures before the new program went into effect.
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6. Kinds of Goals

When your managers begin to set their goals, they may want to know what areas are
suitable for goal setting. What are the really important aspects of their jobs rather than
that part which is most visible to them? How can they be sure that their program is
balanced for the long haul, rather than just reacting to immediate, pressing problems?
How can they set goals which are most likely to help them control their jobs?

It might be useful for them to have a classification of goals that suggests areas of
opportunity. Generally, each manager should have between five and eight goals. One or
two goals in each of these areas should be helpful:

1. Regular work goals.

2. Problem solving goals.
3. Innovative goals.

4. Development goals.

Regular work refers to those activities which make up the major part of the manager's
responsibilities. The head of production would be primarily concerned with the amount,
quality, and efficiency of production. The head of marketing would be primarily
concerned with developing and conducting the market research and sales programs.
Each manager should be able to find opportunities to operate more efficiently, to
improve the quality of the product or service, and to expand the total amount produced
or marketed.

Problem solving goals will give your managers an opportunity to define their major
problems. There is no danger of anyone ever running out of problems. New problems or
new versions of old problems always seem to replace those overcome.

Innovative goals may be viewed the same way. A goal for innovation may apply to an
actual problem. But, some innovation may not deal with a problem. For example, the
head of building management sets a goal to invigorate the employee suggestion
program by putting five suggestions into effect during the next four months. There was
no specific to be solved, the manager was just trying to do the best job possible.

The development goal recognizes how important the development of your employees
is to your business. Your managers can be encouraged to develop their people just as



they are to produce more effectively. Every manager must be to some extent a teacher
and a coach; each manager must plan for the employees' continued growth in both
technical area and in working together effectively.

By asking your managers to set at least one goal in the four areas listed above, you
may open their eyes to possibilities they had not seen before. the goal setting process
can be a very useful educational step, even for those who are primarily specialists.
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7. Progress Reports

An MBO program without provision for regular reports on progress is worthless. That is
why some articles and books on MBO call the concept MBO/R. The "R" refers to
results. Nothing is accomplished by setting goals or objectives unless the program calls
for a regular review of progress towards results.

A large organization issued nearly 100 pages of goals prepared by many of its
managers. Most of the goals were well developed. The document was very impressive.
But there was absolutely no provision for a reporting system of any kind. It is easy to
imagine the reaction of those who set goals for the first year when they were asked the
following year to draw up new goals.

A monthly or quarterly review of progress towards goals will help you determine where
progress is below expectations. For example, suppose that one of your goals calls for a
reduction of overtime by 50 percent this year, and the first quarter reduction is only 15
percent. A special effort must be exerted in the succeeding quarters to regain the lost
ground or the goal will not be achieved by the end of the year. When progress is below
expectations, the problem or problems holding back progress should be identified and
assigned to someone, usually the manager, for resolution. Make these assignments
part of the company MBO files so that responsibility for correcting the problem areas
cannot be evaded.
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8. Performance Evaluation

You will have to evaluate the performance of every person working for you in some way,
either formally or informally. When your managers are working to achieve a full set of
five to eight goals, their ability to get results on each goal can be a good, objective
measure of performance.

Traditional performance evaluation systems have been strongly criticized because they
deal with subjective matters such as leadership qualities, rather than the more objective
measure of results. Evaluating performance by MBO, while objective, is a complex task,



which must be undertaken with care by someone who fully understands MBO. Failure to
reach goals can be a result of setting the wrong objectives in the first place, the
existence of organizational restrictions not taken into account, inadequate or improper
measures of goal achievement, personal failure, or a combination of factors.
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9. Installing MBO

When installing an MBO program, many owner-managers have found it best to start
their jobs by asking their managers to define their jobs. What are their major
responsibilities? Then, for each responsibility, the manager and the boss decide how
they will measure performance in terms of results.

The result of this exercise may surprise you. Often managers and their bosses do not
even agree on the manager's major responsibilities. Also, you may find that no one is
performing some of the functions that you consider important.

As the owner-manager, you must appreciate what the system will do. You have to show
interest in the concept from the beginning. You have to set the example for your
subordinate managers, if the MBO system is to be a success

The education of your managers may be a formidable task. They have probably thought
in terms of specific functions - managing a sales department, directing a credit office -
rather than in terms of goals which contribute to the organization.

It might be best to start with a seminar of six to nine hours in a classroom. This ought to
be enough to introduce MBO to the managers who will be setting goals. Either you or a
consultant might conduct the seminar. (If you choose a consultant, be sure that you are
there for the entire seminar).

Provide enough time so that your managers can express their doubts, reservations or
opposition to MBO. It is best to get their feelings out into the open as soon as possible.
Other participants can help them deal with their concerns.

A very useful part of such a seminar is the preparation of an actual goal by each
participant. In small group sessions, your mangers can help each other by reviewing
work plans and offering suggestions to improve each others plans.

Working with goal setting, periodic review of goals, and other aspects of MBO will be a
learning experience for most managers. If they set annual goals, it may take three to
four years before good results from this system of managing appear. MBO may look
simple on the surface, but it requires experience and skill to make it work effectively.
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10. Threats to the MBO System

Not all MBO programs are successful. Some of the leading reasons why past programs
failed to reach their potential are:

1. Top management did not get involved.

2. Corporate objectives were inadequate.

3. MBO was installed as a crash program.

4. It was difficult to learn the system because the nature of MBO was not taught.

It is hard to get people to think in terms of results rather than activities relating to their
work. However, it can be done. The sequence of steps one owner-manager uses may
not work for another. It is often an individual matter. Results are what count.

If you feel that you are ready to introduce MBO to your company, why not set this as a
goal for yourself. Turn back and follow through the work plan. List your goal,
measurement, anticipated problems, and the work steps necessary to get your
company managing by objectives.
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