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Management	by	objectives	(MBO)	is	now	practiced	around	the	world.	Yet,	despite	its	wide	application,	it	is	not	always	clear	what	is	meant	by	MBO.	Some	still	think	of	it	as	an	appraisal	tool,	others	see	it	as	a	motivational	technique,	still,	others	consider	MBO	a	planning	and	control	device.	The	concept	of	‘Management	by	Objectives’	(MBO)	was	first
given	by	Peter	Drucker	in	1954	(The	Practice	of	Management’).	Management	by	objectives	(MBO)	is	a	comprehensive	management	system	based	on	measurable	and	participative	set	objectives.	MBO	is	now	widely	practiced	all	over	the	world.	But,	despite	its	large-scale	application,	the	meaning	of	MBO	is	not	yet	always	clear.	To	some	people,	it	is	an
appraisal	tool;	others	consider	it	as	a	motivational	technique,	while	others	look	upon	it	as	an	instrument	of	planning	and	control.	Management	by	objectives	(MBO)	has	been	defined	by	Weihrich	and	Koontz;	“the	comprehensive	managerial	system	that	integrates	many	key	managerial	activities	in	a	systematic	manner	and	that	is	consciously	directed
toward	the	effective	and	efficient	achievement	of	organizational	and	individual	objectives.”	Emphasis	on	management	by	objective	was	not	initiated	or	originated	by	any	single	person.	Such	management	has	been	dictated	by	the	prudence	or	common	sense	of	innumerable	people.	However,	certain	individuals	have	long	placed	emphasis	on
management	by	end	results.	MBO	is	a	comprehensive	management	system	based	on	measurable	and	participative	set	objectives.	It	has	come	a	long	way	since	it	was	first	suggested	by	Peter	F.	Drucker	in	1954	as	a	way	of	promoting	managerial	self-control.	The	common	factor	that	has	made	Management	by	Objectives	programs	so	popular	in	both
management	theory	and	practice	is	the	emphasis	on	objectives	that	are	both	measurable	and	participative	setting.	MBO	is	a	management	technique	for	increasing	employee	involvement	in	the	planning	and	controlling	activities.	Through	involvement,	it	is	believed	that	employee	commitment	to	a	planned	course	of	action	will	be	enhanced	and
performance	will	be	more	efficient.	Many	variations	are	found	in	the	practice	of	MBO.	But	basically,	it	is	a	process	through	which	goals,	plans,	and	control	systems	of	an	organization	are	defined	through	collaboration	between	managers	and	their	subordinates.	Jointly	they	identify	common	goals,	define	the	results	expected	from	each	individual,	and
use	these	measurements	to	direct	the	operation	of	their	unit	and	to	assess	individual	contributions.	In	this	process,	the	knowledge	and	skills	of	many	members	of	the	organization	are	pressed	into	service.	Instead	of	telling	subordinates	about	their	goals,	managers	ask	subordinates	to	participate	and	decide	what	their	goals	should	be.	After	setting	up
an	acceptable	set	of	goals	for	each	employee	through	a	give-and-take	collaborative	process,	the	employee	is	asked	to	play	a	major	role	in	devising	an	action	plan	for	achieving	these	goals.	In	the	final	stage	of	the	MBO	process,	employees	are	asked	to	develop	control	processes,	to	monitor	their	own	performance	and	to	suggest	corrective	measures	if
deviations	from	plans	do	occur.	The	entire	process	is	a	combination	of	planning	and	control.	In	the	light	of	the	above	definitions	of	MBO,	the	following	features	of	it	can	be	identified;	It	is	a	technique	and	philosophy	of	management.	Objective	setting	and	performance	review	are	made	by	the	participation	of	the	concerned	managers.	Objectives	are
established	for	all	levels	of	the	organization.	It	is	directed	towards	the	effective	and	efficient	accomplishment	of	organizational	objectives.	It	is	concerned	with	converting	an	organizational	objective	into	a	personal	objective	on	the	presumption	that	establishing	personal	objectives	makes	an	employee	committed	which	leads	to	better	performance.	The
basic	emphasis	of	MBO	is	on	objectives.	Management	by	Objectives	tries	to	match	objectives	with	resources.	Objectives	in	MBO	provide	guidelines	for	appropriate	systems	and	procedures.	A	periodic	review	of	performance	is	an	important	feature	of	MBO.	MBO	provides	the	means	for	integrating	the	organization	with	its	environment,	its	subsystems,
and	people.	Employees	are	provided	with	feedback	on	actual	performance	as	compared	to	planned	performance.	The	essence	of	MBO	is	participative	goal	setting,	choosing	a	course	of	actions	and	decision-making	process.	An	important	part	of	the	MBO	is	the	measurement	and	comparison	of	the	employee’s	actual	performance	with	the	standards	set.
Management	by	objective	defined	as	a	management	system	in	which	specific	performance	goals	are	jointly	determined	by	employees	and	their	managers,	progress	toward	accomplishing	those	goals	is	periodically	reviewed	and	rewards	are	allocated	on	the	basis	of	this	progress.	Let’s	briefly	look	at	each	of	these.	The	objectives	in	MBO	should	be
concise	statements	of	expected	accomplishments.	It	is	not	adequate,	for	example	merely	to	slate	a	desire	to	cut	costs,	improve	service	or	increase	quality.	Such	desires	need	to	be	converted	into	tangible	objectives	that	can	be	measured	and	evaluated	for	instance	to	cut	departmental	costs	by	8	percent	to	improve	service	by	ensuring	that	all	insurance
claims	processed	within	72	hours	of	receipt,	or	to	increase	quality	by	keeping	returns	to	less	than	0.05	percent	of	sales.	In	MBO,	the	objectives	are	not	unilaterally	set	by	the	boss	and	assigned	to	employees,	as	is	characteristic	of	traditional	objective	setting.	Rather,	MBO	replaces	these	imposed	goals	with	participative	determined	goals.	The	manager
and	employee	jointly	choose	the	goals	and	agree	on	how	they	will	be	achieved.	Each	objective	also	has	a	concise	time	period	in	which	it	is	to	be	completed.	Typically	the	time	period	is	three	months,	six	months,	or	a	year.	The	final	ingredients	in	an	MBO	program	are	continuous	feedback	on	performance	and	goals	that	allow	individuals	to	monitor	and
correct	their	own	actions.	This	continuous	feedback	is	supplemented	by	periodic	formal	appraisal	meetings	in	which	superiors	and	subordinates	can	review	progress	toward	goals,	which	lead	to	further	feedback.	In	addition	to	the	fact	that	goal-orientation	of	management	promotes	a	sense	of	motivation	among	the	people	within	the	organization,	MBO
has	certain	other	benefits	which	are	narrated	as	under:	Objectives	cannot	be	established	without	planning,	and	results-oriented	planning	is	the	only	kind	that	makes	sense.	MBO	forces	managers	to	think	about	planning	for	results,	rather	than	merely	planning	work	or	activities.	In	order	to	make	objectives	realistic,	Management	by	Objectives	also
requires	that	managers	think	of	the	way	they	will	accomplish	results	and	the	resources	and	assistance	they	will	require.	MBO	encourages	employees	to	commit	themselves	to	their	goals	because	they	have	before	them	clearly	defined	objectives.	Moreover,	the	fact	that	they	often	participate	in	goal-	setting,	improves	their	commitment	to	work.	As	a
matter	of	fact,	people	become	enthusiastic	when	they	control	their	own	fate.	MBO	forces	management	to	clarify	organizational	roles	and	structures.	So	far	as	possible,	organizational	positions	are	built	around	the	key	results	expected	of	the	people	occupying	them.	Moreover,	the	companies	that	embark	on	MBO	programs	can	easily	discover
deficiencies	in	their	organization	and	take	the	necessary	steps	to	rectify.	It	serves	as	a	device	for	organizational	control	integration.	MBO	helps	in	making	a	more	systematic	evaluation	of	performance.	There	is	no	better	incentive	for	self-	control	and	no	better	way	to	know	the	standards	for	control	than	having	a	set	of	clear	goals.	When	each	and	every
employee	knows	what	to	achieve,	control	becomes	very	easy	and	automatic.	Management	by	Objectives	helps	in	improving	productivity	as	the	management	team	concentrates	on	the	important	task	of	reducing	costs.	It	stimulates	the	subordinates’	motivation.	It	provides	a	greater	opportunity	to	managers	for	personal	satisfaction	on	account	of
participation	in	objective	setting	and	rational	performance	appraisal.	It	helps	in	locating	weak	and	problem	areas	because	of	improved	communication	and	organization	structure.	MBO	or	management	by	objectives	is	defined	as	a	comprehensive	managerial	system	that	integrates	many	key	managerial	activities	in	a	systematic	process,	and	that	is
consciously	directed	toward	the	effective	and	efficient	achievement	of	organizational	and	individual	objectives.	The	practical	importance	of	objectives	in	management	can	best	be	seen	by	summarizing	how	successful	managing	by	objectives	works	in	practice.	Let’s	briefly	look	at	each	of	these;	Goals	are	critical	issues	to	organizational	effectiveness,
and	they	serve	a	number	of	purposes.	Organizations	can	also	have	several	different	kinds	of	goals,	all	of	which	must	be	appropriately	managed.	And	a	number	of	different	kinds	of	managers	must	be	involved	in	setting	goals.	The	goals	set	by	the	superiors	are	preliminary,	based	on	an	analysis	and	judgment	as	to	what	can	and	should	be	accomplished
by	the	organization	within	a	certain	period.	After	making	sure	that	employees’	managers	have	been	informed	of	pertinent	general	objectives,	strategies,	and	planning	premises,	the	manager	can	then	proceed	to	work	with	employees	in	setting	their	objectives.	The	manager	asks	what	goals	the	employees	believe	they	can	accomplish	in	what	time	period
and	with	what	resources.	They	will	then	discuss	some	preliminary	thoughts	about	what	goals	seem	feasible	for	the	company	or	department.	MBO	process	is	not	only	essential	for	making	line	managers	in	business	organizations	more	effective	but	also	equally	important	for	monitoring	the	performance	and	progress	of	employees.	For	monitoring
performance	and	progress	the	following	are	required;	Identifying	ineffective	programs	by	comparing	performance	with	pre-established	objectives,	Using	zero-based	budgeting,	Applying	MBO	concepts	for	measuring	individuals	and	plans,	Preparing	long	and	short-range	objectives	and	plans,	Installing	effective	controls,	and	Designing	a	sound
organizational	structure	with	clear	responsibilities	and	decision-making	authority	at	the	appropriate	level.	Under	this	MBO	process,	performance	review	is	made	with	the	participation	of	the	concerned	managers.	The	filial	ingredients	in	an	MBO	program	are	continuous	feedback	on	performance	and	goals	that	allow	individuals	to	monitor	and	correct
their	own	actions.	This	continuous	feedback	is	supplemented	by	periodic	formal	appraisal	meetings	in	which	superiors	and	subordinates	can	review	progress	toward	goals,	which	leads	to	further	feedback.	Performance	appraisals	are	a	regular	review	of	employee	performance	within	organizations.	It	is	done	at	the	last	stage	of	the	MBO	process.	With
all	its	advantages,	a	system	of	MBO	may	also	have	a	number	of	weaknesses,	arising	out	of	the	inability	in	applying	the	MBO	concepts	judiciously.	The	weaknesses	are;	Failure	to	teach	the	philosophy	of	MBO	which	is	built	on	concepts	of	self-control	and	self-direction	that	are	aimed	at	making	managers	as	professionals.	Failure	to	give	proper	guidelines
to	goal	setters	by	making	them	well	aware	of	the	corporate	goals	in	advance.	Difficulty	in	setting	verifiable	goals	that	help	in	the	process	of	control.	Emphasis	on	short-run	goals	often	jeopardizes	the	achievement	of	the	long-term	objectives.	The	danger	of	inflexibility	also	causes	a	serious	problem	since	managers	may	strive	for	goals	that	have	been
made	obsolete	by	revised	corporate	objectives,	changed	premises,	or	modified	policies.	Although	MBO	is	generally	taken	as	the	panacea	for	all	the	problems	of	an	organization,	it	is	not	without	weaknesses	or	limitations.	The	following	are	the	limitations	of	Management	by	Objectives;	MBO	cannot	be	implemented	effectively	on	account	of	the	difficulty
in	setting	verifiable	objectives.	The	open	atmosphere	for	appropriate	objective-setting	is	absent	because	of	differences	in	the	status	of	subordinates.	Managers	may	not	get	time	to	do	even	their	normal	work	as	MBO	involves	much	paperwork	and	holding	many	meetings.	There	is	a	tendency	on	the	part	of	the	managers	to	emphasize	short-term
objectives	and	to	become	more	precise	in	objective	setting	and	accomplishment.	MBO	is	a	philosophy	of	managing	an	organization	in	a	new	way.	However,	many	managers	fail	to	understand	and	appreciate	this	new	approach.	MBO	represents	the	danger	of	inflexibility	in	the	organization,	particularly	when	the	objectives	need	to	be	altered.	In	a
dynamic	environment,	a	particular	objective	may	not	be	valid	forever.	The	essence	of	MBO	is	participative	goal	setting,	choosing	the	course	of	actions	and	decision	making.	An	important	part	of	the	MBO	is	the	measurement	and	the	comparison	of	the	employee’s	actual	performance	with	the	standards	set.	The	MBO	should	be	defined	that	management
by	nbjectives	is	a	management	system	in	which	specific	performance	goals	are	jointly	determined	by	employees	and	their	managers,	progress	toward	accomplishing	those	goals	is	periodically	reviewed	and	rewards	are	allocated	on	the	basis	of	this	progress.	A	strategic	approach	to	enhance	the	performance	of	an	organization	Over	2	million	+
professionals	use	CFI	to	learn	accounting,	financial	analysis,	modeling	and	more.	Unlock	the	essentials	of	corporate	finance	with	our	free	resources	and	get	an	exclusive	sneak	peek	at	the	first	module	of	each	course.	Start	Free	Management	by	Objectives	(MBO)	is	a	strategic	approach	to	enhance	the	performance	of	an	organization.	It	is	a	process
where	the	goals	of	the	organization	are	defined	and	conveyed	by	the	management	to	the	members	of	the	organization	with	the	intention	to	achieve	each	objective.	An	important	step	in	the	MBO	approach	is	the	monitoring	and	evaluation	of	the	performance	and	progress	of	each	employee	against	the	established	objectives.	Ideally,	if	the	employees
themselves	are	involved	in	setting	goals	and	deciding	their	course	of	action,	they	are	more	likely	to	fulfill	their	obligations.	Steps	in	Management	by	Objectives	Process	1.	Define	organization	goals	Setting	objectives	is	not	only	critical	to	the	success	of	any	company,	but	it	also	serves	a	variety	of	purposes.	It	needs	to	include	several	different	types	of
managers	in	setting	goals.	The	objectives	set	by	the	supervisors	are	provisional,	based	on	an	interpretation	and	evaluation	of	what	the	company	can	and	should	achieve	within	a	specified	time.	2.	Define	employee	objectives	Once	the	employees	are	briefed	about	the	general	objectives,	plan,	and	the	strategies	to	follow,	the	managers	can	start	working
with	their	subordinates	on	establishing	their	personal	objectives.	This	will	be	a	one-on-one	discussion	where	the	subordinates	will	let	the	managers	know	about	their	targets	and	which	goals	they	can	accomplish	within	a	specific	time	and	with	what	resources.	They	can	then	share	some	tentative	thoughts	about	which	goals	the	organization	or
department	can	find	feasible.	3.	Continuous	monitoring	performance	and	progress	Though	the	management	by	objectives	approach	is	necessary	for	increasing	the	effectiveness	of	managers,	it	is	equally	essential	for	monitoring	the	performance	and	progress	of	each	employee	in	the	organization.	4.	Performance	evaluation	Within	the	MBO	framework,
the	performance	review	is	achieved	by	the	participation	of	the	managers	concerned.	5.	Providing	feedback	In	the	management	by	objectives	approach,	the	most	essential	step	is	the	continuous	feedback	on	the	results	and	objectives,	as	it	enables	the	employees	to	track	and	make	corrections	to	their	actions.	The	ongoing	feedback	is	complemented	by
frequent	formal	evaluation	meetings	in	which	superiors	and	subordinates	may	discuss	progress	towards	objectives,	leading	to	more	feedback.	6.	Performance	appraisal	Performance	reviews	are	a	routine	review	of	the	success	of	employees	within	MBO	organizations.	Benefits	of	Management	by	Objectives	Management	by	objectives	helps	employees
appreciate	their	on-the-job	roles	and	responsibilities.	The	Key	Result	Areas	(KRAs)	planned	are	specific	to	each	employee,	depending	on	their	interest,	educational	qualification,	and	specialization.	The	MBO	approach	usually	results	in	better	teamwork	and	communication.	It	provides	the	employees	with	a	clear	understanding	of	what	is	expected	of
them.	The	supervisors	set	goals	for	every	member	of	the	team,	and	every	employee	is	provided	with	a	list	of	unique	tasks.	Every	employee	is	assigned	unique	goals.	Hence,	each	employee	feels	indispensable	to	the	organization	and	eventually	develops	a	sense	of	loyalty	to	the	organization.	Managers	help	ensure	that	subordinates’	goals	are	related	to
the	objectives	of	the	organization.	Limitations	of	Management	by	Objectives	Management	by	objectives	often	ignores	the	organization’s	existing	ethos	and	working	conditions.	More	emphasis	is	given	on	goals	and	targets.	The	managers	put	constant	pressure	on	the	employees	to	accomplish	their	goals	and	forget	about	the	use	of	MBO	for	involvement,
willingness	to	contribute,	and	growth	of	management.	The	managers	sometimes	over-emphasize	the	target	setting,	as	compared	to	operational	issues,	as	a	generator	of	success.	The	MBO	approach	does	not	emphasize	the	significance	of	the	context	wherein	the	goals	are	set.	The	context	encompasses	everything	from	resource	availability	and
efficiency	to	relative	buy-in	from	the	leadership	and	stakeholders.	Finally,	there	is	a	tendency	for	many	managers	to	see	management	by	objectives	as	a	total	system	that	can	handle	all	management	issues	once	installed.	The	overdependence	may	impose	problems	on	the	MBO	system	that	it	is	not	prepared	to	tackle,	and	that	frustrates	any	potentially
positive	effects	on	the	issues	it	is	supposed	to	deal	with.	Key	Takeaways	Management	by	Objectives	(MBO)	is	an	approach	adopted	by	managers	to	control	their	employees	by	implementing	a	series	of	concrete	goals	that	both	the	employee	and	the	organization	aim	to	accomplish	in	the	immediate	future	and	work	accordingly	to	achieve.	The	MBO
approach	is	implemented	to	ensure	that	the	employees	get	a	clear	understanding	of	their	roles	and	responsibilities,	along	with	expectations,	so	that	they	can	understand	the	relation	of	their	activities	to	the	overall	success	of	the	organization.	If	the	management	by	objectives	strategy	is	not	adequately	set,	decided	upon,	and	controlled	by	organizations,
self-centered	workers	can	be	likely	to	misinterpret	results,	wrongly	portraying	the	achievement	of	short-term,	narrow-minded	goals.	Additional	Resources	Thank	you	for	reading	CFI’s	guide	to	Management	By	Objectives	(MBO).	To	keep	learning	and	developing	your	knowledge	base,	please	explore	the	additional	relevant	CFI	resources	below:
Management	by	objectives	(MBO)	is	a	systematic	and	organized	approach	that	allows	management	to	focus	on	achievable	goals	and	to	attain	the	best	possible	results	from	available	resources.	It	aims	to	increase	organizational	performance	by	aligning	goals	and	subordinate	objectives	throughout	the	organization.	Ideally,	employees	get	strong	input	to
identify	their	objectives,	time	lines	for	completion,	etc.	MBO	includes	ongoing	tracking	and	feedback	in	the	process	to	reach	objectives.	Management	by	Objectives	(MBO)	was	first	outlined	by	Peter	Drucker	in	1954	in	his	book	‘The	Practice	of	Management’.	In	the	90s,	Peter	Drucker	himself	decreased	the	significance	of	this	organization	management
method,	when	he	said:	“It’s	just	another	tool.	It	is	not	the	great	cure	for	management	inefficiency.”	The	main	features	of	MBO	are:	Management	by	Objectives	is	a	philosophy	or	a	system,	and	not	merely	technique.	It	emphasizes	participative	goal	setting.	It	clearly	defines	each	individual	responsibility	in	terms	of	results.	If	focuses	attention	on	what
must	be	accomplished	goals	rather	than	on	how	it	is	to	be	accomplished.	It	converts	objective	needs	into	personal	goals	at	every	level	in	the	organization.	It	establishes	standards	or	yardsticks	(goals)	as	operation	guides	and	also	as	basis	of	performance	evaluation.	It	is	a	system	intentionally	directed	toward	effective	and	efficient	attainment	of
organizational	and	personal	goals.	Steps	in	MBO	Process	Peter	Drucker	outlined	the	five-step	process	for	MBO	shown	in	figure	below.	Each	stage	has	particular	challenges	that	need	to	be	addressed	for	the	whole	system	to	work	effectively.	These	steps	are	explained	below:	1.	Set	or	Review	Organizational	Objectives	MBO	starts	with	clearly	defined
strategic	organizational	objectives	(see	our	article	on	Mission	and	Vision	Statements		for	more	on	this.)	If	the	organization	isn’t	clear	where	it’s	going,	no	one	working	there	will	be	either.	2.	Cascading	Objectives	Down	to	Employees	To	support	the	mission,	the	organization	needs	to	set	clear	goals	and	objectives,	which	then	need	to	cascade	down	from
one	organizational	level	to	the	next	until	they	reach	the	everyone.	To	make	MBO	goal	and	objective	setting	more	effective,	Drucker	used	the	SMART	acronym	to	set	goals	that	were	attainable	and	to	which	people	felt	accountable.	He	said	that	goals	and	objectives	must	be:	Specific	Measurable	Agreed	(relating	to	the	participative	management
principle)	Realistic	Time	related	For	each	objective,	you	need	to	establish	clear	targets	and	performance	standards.	It’s	by	using	these	that	you	can	monitor	progress	throughout	the	organization.	These	are	also	important	for	communicating	results,	and	for	evaluating	the	suitability	of	the	goals	that	have	been	set.	3.	Encourage	Participation	in	Goal
Setting	Everyone	needs	to	understand	how	their	personal	goals	fit	with	the	objectives	of	the	organization.	This	is	best	done	when	goals	and	objectives	at	each	level	are	shared	and	discussed,	so	that	everyone	understands	“why”	things	are	being	done,	and	then	sets	their	own	goals	to	align	with	these.	This	increases	people’s	ownership	of	their
objectives.	Rather	than	blindly	following	orders,	managers,	supervisors,	and	employees	in	an	MBO	system	know	what	needs	to	be	done	and	thus	don’t	need	to	be	ordered	around.	By	pushing	decision-making	and	responsibility	down	through	the	organization,	you	motivate	people	to	solve	the	problems	they	face	intelligently	and	give	them	the
information	they	need	to	adapt	flexibly	to	changing	circumstances.	Through	a	participative	process,	every	person	in	the	organization	will	set	his	or	her	own	goals,	which	support	the	overall	objectives	of	the	team,	which	support	the	objectives	of	the	department,	which	support	the	objectives	of	the	business	unit,	and	which	support	the	objectives	of	the
organization.	4.	Monitor	Progress	Because	the	goals	and	objectives	are	SMART,	they	are	measurable.	They	don’t	measure	themselves	though,	so	you	have	to	create	a	monitoring	system	that	signals	when	things	are	off	track.	This	monitoring	system	has	to	be	timely	enough	so	that	issues	can	be	dealt	with	before	they	threaten	goal	achievement.	With
the	cascade	effect,	no	goal	is	set	in	isolation,	so	not	meeting	targets	in	one	area	will	affect	targets	everywhere.	On	the	other	hand,	it	is	essential	that	you	ensure	that	the	goals	are	not	driving	adverse	behavior	because	they	have	not	been	designed	correctly.	For	instance,	a	call	centre	goal	of	finishing	all	calls	within	seven	minutes	might	be	useful	in
encouraging	the	staff	to	handle	each	call	briskly,	and	not	spend	unnecessary	time	chatting.	However,	it	might	be	that	customers’	calls	were	becoming	more	complex,	perhaps	because	of	a	faulty	new	product,	and	call	centre	operators	were	terminating	the	call	after	6	minutes	59	seconds	in	order	to	meet	their	target,	leaving	customers	to	call	back,
frustrated.	In	this	situation,	the	monitoring	process	should	pick	up	the	shift	in	the	goal	environment	and	change	the	goal	appropriately.	Set	up	a	specific	plan	for	monitoring	goal	performance	(once	a	year,	combined	with	a	performance	review	is	not	sufficient!)	Badly-implemented	MBO	tends	to	stress	the	goal	setting	without	the	goal	monitoring.	Here
is	where	you	take	control	of	performance	and	demand	accountability.	Think	about	all	the	goals	you	have	set	and	didn’t	achieve.	Having	good	intentions	isn’t	enough,	you	need	a	clear	path	marked	by	accountability	checkpoints.	Each	goal	should	have	mini-goals	and	a	method	for	keeping	on	top	of	each	one.	5.	Evaluate	and	Reward	Performance	MBO	is
designed	to	improve	performance	at	all	levels	of	the	organization.	To	ensure	this	happens,	you	need	to	put	a	comprehensive	evaluation	system	in	place.	As	goals	have	been	defined	in	a	specific,	measurable	and	time-based	way,	the	evaluation	aspect	of	MBO	is	relatively	straightforward.	Employees	are	evaluated	on	their	performance	with	respect	to
goal	achievement	(allowing	appropriately	for	changes	in	the	environment.)	All	that	is	left	to	do	is	to	tie	goal	achievement	to	reward,	and	perhaps	compensation,	and	provide	the	appropriate	feedback.	Employees	should	be	given	feedback	on	their	own	goals	as	well	as	the	organization’s	goals.	Make	sure	you	remember	the	participative	principle:	When
you	present	organization-wide	results	you	have	another	opportunity	to	link	individual	groups’	performances	to	corporate	performance.	Ultimately	this	is	what	MBO	is	all	about	and	why,	when	done	right,	it	can	spur	organization-wide	performance	and	productivity.	When	you	reward	goal	achievers	you	send	a	clear	message	to	everyone	that	goal
attainment	is	valued	and	that	the	MBO	process	is	not	just	an	exercise	but	an	essential	aspect	of	performance	appraisal.	The	importance	of	fair	and	accurate	assessment	of	performance	highlights	why	setting	measurable	goals	and	clear	performance	indicators	are	essential	to	the	MBO	system.	Repeat	the	Cycle	Having	gone	through	this	five-stage
process,	the	cycle	begins	again,	with	a	review	of	the	strategic,	corporate	goals	in	the	light	of	performance	and	environmental	monitoring.	When	you	reward	goal	achievers	you	send	a	clear	message	to	everyone	that	goal	attainment	is	valued	and	that	the	MBO	process	is	not	just	an	exercise	but	an	essential	aspect	of	performance	appraisal.	The
importance	of	fair	and	accurate	assessment	of	performance	highlights	why	setting	measurable	goals	and	clear	performance	indicators	are	essential	to	the	MBO	system.	Definition	Management	by	objectives	is	a	management	approach	where	objectives	are	set	by	an	agreement	between	a	manager	and	an	employer	to	incentivize	employee	participation.
Management	by	objectives	(MBO)	is	a	strategic	management	approach	in	which	the	performance	goals	of	an	organization	are	aligned	with	the	objectives	of	its	employees	and	management.	The	goal	is	to	improve	the	organization’s	performance	by	clearly	defining	objectives.	According	to	the	theory,	having	a	say	in	goal	setting	and	action	plans
encourages	participation	and	commitment	among	employees,	and	aligns	objectives	across	the	organization.	Management	by	objectives	(MBO)	is	a	process	in	which	a	manager	and	an	employee	agree	on	specific	performance	goals	and	then	develop	a	plan	to	reach	them.It	is	designed	to	align	objectives	throughout	an	organization	and	boost	employee
participation	and	commitment.There	are	five	steps:	define	objectives,	share	them	with	employees,	encourage	employees	to	participate,	monitor	progress,	and	finally,	evaluate	performance	and	reward	achievements.Critics	of	MBO	argue	that	it	incentivizes	employees	to	achieve	these	goals	by	any	means	necessary,	often	at	the	cost	of	the	company.
Katie	Kerpel	/	Investopedia	Management	by	objectives	(also	known	as	management	by	planning)	is	the	establishment	of	a	management	information	system	(MIS)	to	compare	actual	performance	and	achievements	with	the	defined	objectives.	Practitioners	claim	the	major	benefits	of	MBO	are	that	it	improves	employee	motivation	and	commitment	and
allows	for	better	communication	between	management	and	employees.	However,	a	cited	weakness	of	MBO	is	that	it	unduly	emphasizes	setting	goals	to	attain	objectives,	rather	than	working	on	a	systematic	plan	to	do	so.	Critics	of	MBO,	such	as	W.	Edwards	Deming,	argue	that	setting	particular	goals	like	production	targets	leads	workers	to	meet
those	targets	by	any	means	necessary,	including	shortcuts	that	result	in	poor	quality.	In	his	book	that	coined	the	term,	Peter	Drucker	set	forth	several	principles	for	MBO.	Objectives	are	laid	out	with	the	help	of	employees	and	are	meant	to	be	challenging	but	achievable.	Employees	receive	daily	feedback,	and	the	focus	is	on	rewards	rather	than
punishment.	Personal	growth	and	development	are	emphasized,	rather	than	negative	feedback	for	failing	to	reach	objectives.	MBO	is	not	a	cure-all	but	a	tool	to	be	utilized.	It	gives	organizations	a	process,	with	many	practitioners	claiming	that	the	success	of	MBO	is	dependent	on	the	support	from	top	management,	clearly	outlined	objectives,	and
trained	managers	who	can	implement	it.	MBO	outlines	five	steps	that	organizations	should	use	to	put	the	management	technique	into	practice.	Either	determine	or	revise	organizational	objectives	for	the	entire	company.	This	broad	overview	should	be	derived	from	the	firm’s	mission	and	vision.	Translate	the	organizational	objectives	to	employees.	In
1981,	George	T.	Doran	used	the	acronym	SMART	(specific,	measurable,	acceptable	(or	achievable	or	attainable),	realistic	(or	relevant),	time-bound)	to	express	the	concept.	Stimulate	the	participation	of	employees	in	setting	individual	objectives.	After	the	organization’s	objectives	are	shared	with	employees	from	the	top	to	the	bottom,	employees
should	be	encouraged	to	help	set	their	own	objectives	to	achieve	these	larger	organizational	objectives.	This	gives	employees	greater	motivation	since	they	have	greater	empowerment.	Monitor	the	progress	of	employees.	In	this	way,	managers	can	measure	and	track	the	goals	set	by	employees.	As	step	two	states,	a	key	component	of	the	objectives	is
that	they	are	measurable	for	employees	and	managers	to	determine	how	well	they	are	met	across	a	given	time	frame.	Evaluate	and	reward	employee	progress.	This	step	includes	honest	feedback	on	what	was	achieved	and	not	achieved	for	each	employee.	MBO	comes	with	many	advantages	and	disadvantages.	Employees	take	pride	in	their	work	and
are	assigned	goals	they	know	they	can	achieve	that	match	their	strengths,	skills,	and	educational	experiences.	Assigning	tailored	goals	brings	a	sense	of	importance	to	employees,	boosting	their	output	and	loyalty	to	the	company.	Communication	between	management	and	employees	is	increased.	Management	can	create	goals	that	lead	to	the	success
of	the	company.	As	MBO	is	focused	on	goals	and	targets,	it	often	ignores	other	parts	of	a	company,	such	as	the	culture	of	conduct,	a	healthy	work	ethos,	and	areas	for	involvement	and	contribution.	Strain	is	increased	on	employees	to	meet	the	goals	in	a	specified	time	frame.	Employees	are	encouraged	to	meet	targets	by	any	means	necessary,
meaning	that	shortcuts	could	be	taken	and	the	quality	of	work	compromised.	If	management	relies	solely	on	MBO	for	all	management	responsibilities,	it	can	be	problematic	for	areas	that	don’t	fit	under	MBO.	Management	by	objectives	(MBO)	uses	a	set	of	quantifiable	or	objective	standards	against	which	to	measure	the	performance	of	a	company	and
its	employees.	By	comparing	actual	productivity	to	a	given	set	of	standards,	managers	can	identify	problem	areas	and	improve	efficiency.	Both	management	and	workers	know	and	agree	to	these	standards	and	their	objectives.	A	company	can	set	various	goals	with	its	employees.	In	the	case	of	a	call	center,	an	MBO	could	increase	customer	satisfaction
—say,	by	10%—while	reducing	call	times	by	one	minute.	The	onus	is	now	on	finding	ways	to	achieve	this	goal.	Once	that’s	decided	on,	it’s	important	to	get	employees	on	board	and	then	monitor	their	progress,	provide	feedback,	and	reward	those	who	do	a	good	job.	As	MBO	is	entirely	focused	on	goals	and	targets,	it	often	ignores	other	parts	of	a
company,	such	as	the	corporate	culture,	worker	conduct,	a	healthy	work	ethos,	environmental	issues,	and	areas	for	involvement	and	contribution	to	the	community	and	social	good.	In	management	by	exception	(MBE),	management	only	addresses	instances	where	objectives	or	standards	are	transgressed.	Thus,	workers	are	left	alone	unless
productivity	is	not	met.	As	a	theory,	MBO	makes	a	lot	of	sense:	If	employees	are	involved	in	setting	company	goals,	they	are	more	likely	to	share	management’s	objectives,	work	harder,	and	deliver.	However,	there’s	also	a	good	reason	why	MBO	is	widely	criticized.	Like	most	things	that	look	good	on	paper,	it	doesn’t	always	work	in	practice.	The	keys
are	to	be	aware	of	its	drawbacks,	customize	the	plan	according	to	your	organization,	ensure	that	everyone	is	fully	on	board,	and	identify	objectives	that	are	clear	and	reasonable	before	putting	them	into	action.	A	strategic	approach	to	enhance	the	performance	of	an	organization	Over	2	million	+	professionals	use	CFI	to	learn	accounting,	financial
analysis,	modeling	and	more.	Unlock	the	essentials	of	corporate	finance	with	our	free	resources	and	get	an	exclusive	sneak	peek	at	the	first	module	of	each	course.	Start	Free	Management	by	Objectives	(MBO)	is	a	strategic	approach	to	enhance	the	performance	of	an	organization.	It	is	a	process	where	the	goals	of	the	organization	are	defined	and
conveyed	by	the	management	to	the	members	of	the	organization	with	the	intention	to	achieve	each	objective.	An	important	step	in	the	MBO	approach	is	the	monitoring	and	evaluation	of	the	performance	and	progress	of	each	employee	against	the	established	objectives.	Ideally,	if	the	employees	themselves	are	involved	in	setting	goals	and	deciding
their	course	of	action,	they	are	more	likely	to	fulfill	their	obligations.	Steps	in	Management	by	Objectives	Process	1.	Define	organization	goals	Setting	objectives	is	not	only	critical	to	the	success	of	any	company,	but	it	also	serves	a	variety	of	purposes.	It	needs	to	include	several	different	types	of	managers	in	setting	goals.	The	objectives	set	by	the
supervisors	are	provisional,	based	on	an	interpretation	and	evaluation	of	what	the	company	can	and	should	achieve	within	a	specified	time.	2.	Define	employee	objectives	Once	the	employees	are	briefed	about	the	general	objectives,	plan,	and	the	strategies	to	follow,	the	managers	can	start	working	with	their	subordinates	on	establishing	their
personal	objectives.	This	will	be	a	one-on-one	discussion	where	the	subordinates	will	let	the	managers	know	about	their	targets	and	which	goals	they	can	accomplish	within	a	specific	time	and	with	what	resources.	They	can	then	share	some	tentative	thoughts	about	which	goals	the	organization	or	department	can	find	feasible.	3.	Continuous
monitoring	performance	and	progress	Though	the	management	by	objectives	approach	is	necessary	for	increasing	the	effectiveness	of	managers,	it	is	equally	essential	for	monitoring	the	performance	and	progress	of	each	employee	in	the	organization.	4.	Performance	evaluation	Within	the	MBO	framework,	the	performance	review	is	achieved	by	the
participation	of	the	managers	concerned.	5.	Providing	feedback	In	the	management	by	objectives	approach,	the	most	essential	step	is	the	continuous	feedback	on	the	results	and	objectives,	as	it	enables	the	employees	to	track	and	make	corrections	to	their	actions.	The	ongoing	feedback	is	complemented	by	frequent	formal	evaluation	meetings	in
which	superiors	and	subordinates	may	discuss	progress	towards	objectives,	leading	to	more	feedback.	6.	Performance	appraisal	Performance	reviews	are	a	routine	review	of	the	success	of	employees	within	MBO	organizations.	Benefits	of	Management	by	Objectives	Management	by	objectives	helps	employees	appreciate	their	on-the-job	roles	and
responsibilities.	The	Key	Result	Areas	(KRAs)	planned	are	specific	to	each	employee,	depending	on	their	interest,	educational	qualification,	and	specialization.	The	MBO	approach	usually	results	in	better	teamwork	and	communication.	It	provides	the	employees	with	a	clear	understanding	of	what	is	expected	of	them.	The	supervisors	set	goals	for	every
member	of	the	team,	and	every	employee	is	provided	with	a	list	of	unique	tasks.	Every	employee	is	assigned	unique	goals.	Hence,	each	employee	feels	indispensable	to	the	organization	and	eventually	develops	a	sense	of	loyalty	to	the	organization.	Managers	help	ensure	that	subordinates’	goals	are	related	to	the	objectives	of	the	organization.
Limitations	of	Management	by	Objectives	Management	by	objectives	often	ignores	the	organization’s	existing	ethos	and	working	conditions.	More	emphasis	is	given	on	goals	and	targets.	The	managers	put	constant	pressure	on	the	employees	to	accomplish	their	goals	and	forget	about	the	use	of	MBO	for	involvement,	willingness	to	contribute,	and
growth	of	management.	The	managers	sometimes	over-emphasize	the	target	setting,	as	compared	to	operational	issues,	as	a	generator	of	success.	The	MBO	approach	does	not	emphasize	the	significance	of	the	context	wherein	the	goals	are	set.	The	context	encompasses	everything	from	resource	availability	and	efficiency	to	relative	buy-in	from	the
leadership	and	stakeholders.	Finally,	there	is	a	tendency	for	many	managers	to	see	management	by	objectives	as	a	total	system	that	can	handle	all	management	issues	once	installed.	The	overdependence	may	impose	problems	on	the	MBO	system	that	it	is	not	prepared	to	tackle,	and	that	frustrates	any	potentially	positive	effects	on	the	issues	it	is
supposed	to	deal	with.	Key	Takeaways	Management	by	Objectives	(MBO)	is	an	approach	adopted	by	managers	to	control	their	employees	by	implementing	a	series	of	concrete	goals	that	both	the	employee	and	the	organization	aim	to	accomplish	in	the	immediate	future	and	work	accordingly	to	achieve.	The	MBO	approach	is	implemented	to	ensure
that	the	employees	get	a	clear	understanding	of	their	roles	and	responsibilities,	along	with	expectations,	so	that	they	can	understand	the	relation	of	their	activities	to	the	overall	success	of	the	organization.	If	the	management	by	objectives	strategy	is	not	adequately	set,	decided	upon,	and	controlled	by	organizations,	self-centered	workers	can	be	likely
to	misinterpret	results,	wrongly	portraying	the	achievement	of	short-term,	narrow-minded	goals.	Additional	Resources	Thank	you	for	reading	CFI’s	guide	to	Management	By	Objectives	(MBO).	To	keep	learning	and	developing	your	knowledge	base,	please	explore	the	additional	relevant	CFI	resources	below:	A	strategic	approach	to	enhance	the
performance	of	an	organization	Over	2	million	+	professionals	use	CFI	to	learn	accounting,	financial	analysis,	modeling	and	more.	Unlock	the	essentials	of	corporate	finance	with	our	free	resources	and	get	an	exclusive	sneak	peek	at	the	first	module	of	each	course.	Start	Free	Management	by	Objectives	(MBO)	is	a	strategic	approach	to	enhance	the
performance	of	an	organization.	It	is	a	process	where	the	goals	of	the	organization	are	defined	and	conveyed	by	the	management	to	the	members	of	the	organization	with	the	intention	to	achieve	each	objective.	An	important	step	in	the	MBO	approach	is	the	monitoring	and	evaluation	of	the	performance	and	progress	of	each	employee	against	the
established	objectives.	Ideally,	if	the	employees	themselves	are	involved	in	setting	goals	and	deciding	their	course	of	action,	they	are	more	likely	to	fulfill	their	obligations.	Steps	in	Management	by	Objectives	Process	1.	Define	organization	goals	Setting	objectives	is	not	only	critical	to	the	success	of	any	company,	but	it	also	serves	a	variety	of	purposes.
It	needs	to	include	several	different	types	of	managers	in	setting	goals.	The	objectives	set	by	the	supervisors	are	provisional,	based	on	an	interpretation	and	evaluation	of	what	the	company	can	and	should	achieve	within	a	specified	time.	2.	Define	employee	objectives	Once	the	employees	are	briefed	about	the	general	objectives,	plan,	and	the
strategies	to	follow,	the	managers	can	start	working	with	their	subordinates	on	establishing	their	personal	objectives.	This	will	be	a	one-on-one	discussion	where	the	subordinates	will	let	the	managers	know	about	their	targets	and	which	goals	they	can	accomplish	within	a	specific	time	and	with	what	resources.	They	can	then	share	some	tentative
thoughts	about	which	goals	the	organization	or	department	can	find	feasible.	3.	Continuous	monitoring	performance	and	progress	Though	the	management	by	objectives	approach	is	necessary	for	increasing	the	effectiveness	of	managers,	it	is	equally	essential	for	monitoring	the	performance	and	progress	of	each	employee	in	the	organization.	4.
Performance	evaluation	Within	the	MBO	framework,	the	performance	review	is	achieved	by	the	participation	of	the	managers	concerned.	5.	Providing	feedback	In	the	management	by	objectives	approach,	the	most	essential	step	is	the	continuous	feedback	on	the	results	and	objectives,	as	it	enables	the	employees	to	track	and	make	corrections	to	their
actions.	The	ongoing	feedback	is	complemented	by	frequent	formal	evaluation	meetings	in	which	superiors	and	subordinates	may	discuss	progress	towards	objectives,	leading	to	more	feedback.	6.	Performance	appraisal	Performance	reviews	are	a	routine	review	of	the	success	of	employees	within	MBO	organizations.	Benefits	of	Management	by
Objectives	Management	by	objectives	helps	employees	appreciate	their	on-the-job	roles	and	responsibilities.	The	Key	Result	Areas	(KRAs)	planned	are	specific	to	each	employee,	depending	on	their	interest,	educational	qualification,	and	specialization.	The	MBO	approach	usually	results	in	better	teamwork	and	communication.	It	provides	the
employees	with	a	clear	understanding	of	what	is	expected	of	them.	The	supervisors	set	goals	for	every	member	of	the	team,	and	every	employee	is	provided	with	a	list	of	unique	tasks.	Every	employee	is	assigned	unique	goals.	Hence,	each	employee	feels	indispensable	to	the	organization	and	eventually	develops	a	sense	of	loyalty	to	the	organization.
Managers	help	ensure	that	subordinates’	goals	are	related	to	the	objectives	of	the	organization.	Limitations	of	Management	by	Objectives	Management	by	objectives	often	ignores	the	organization’s	existing	ethos	and	working	conditions.	More	emphasis	is	given	on	goals	and	targets.	The	managers	put	constant	pressure	on	the	employees	to	accomplish
their	goals	and	forget	about	the	use	of	MBO	for	involvement,	willingness	to	contribute,	and	growth	of	management.	The	managers	sometimes	over-emphasize	the	target	setting,	as	compared	to	operational	issues,	as	a	generator	of	success.	The	MBO	approach	does	not	emphasize	the	significance	of	the	context	wherein	the	goals	are	set.	The	context
encompasses	everything	from	resource	availability	and	efficiency	to	relative	buy-in	from	the	leadership	and	stakeholders.	Finally,	there	is	a	tendency	for	many	managers	to	see	management	by	objectives	as	a	total	system	that	can	handle	all	management	issues	once	installed.	The	overdependence	may	impose	problems	on	the	MBO	system	that	it	is	not
prepared	to	tackle,	and	that	frustrates	any	potentially	positive	effects	on	the	issues	it	is	supposed	to	deal	with.	Key	Takeaways	Management	by	Objectives	(MBO)	is	an	approach	adopted	by	managers	to	control	their	employees	by	implementing	a	series	of	concrete	goals	that	both	the	employee	and	the	organization	aim	to	accomplish	in	the	immediate
future	and	work	accordingly	to	achieve.	The	MBO	approach	is	implemented	to	ensure	that	the	employees	get	a	clear	understanding	of	their	roles	and	responsibilities,	along	with	expectations,	so	that	they	can	understand	the	relation	of	their	activities	to	the	overall	success	of	the	organization.	If	the	management	by	objectives	strategy	is	not	adequately
set,	decided	upon,	and	controlled	by	organizations,	self-centered	workers	can	be	likely	to	misinterpret	results,	wrongly	portraying	the	achievement	of	short-term,	narrow-minded	goals.	Additional	Resources	Thank	you	for	reading	CFI’s	guide	to	Management	By	Objectives	(MBO).	To	keep	learning	and	developing	your	knowledge	base,	please	explore
the	additional	relevant	CFI	resources	below:	Management	by	objectives	(MBO)	is	a	strategic	approach	to	increasing	company	performance	by	aligning	company	and	team	objectives.	In	this	article,	we’ll	explain	how	the	MBO	process	works	and	some	pros	and	cons	of	using	the	MBO	model.The	idiom	“It	takes	a	village”	refers	to	the	idea	that	success
stems	from	collaboration.	As	a	project	manager,	you	experience	this	firsthand.	You	rely	on	your	village—or	your	team—to	complete	projects.	Companies	also	rely	on	the	collective	to	meet	their	objectives.	But	how	do	team	members	stay	motivated	to	work	toward	the	objectives	of	others?	Management	by	objectives	(MBO)	is	a	strategic	approach	to
increase	company	performance	by	aligning	company	and	team	objectives.	In	this	article,	we’ll	explain	how	the	MBO	process	works.	We’ll	also	discuss	the	pros	and	cons	of	using	the	MBO	model.The	journey	of	AI	adoption	is	no	longer	uncharted	territory.	Supported	by	research	from	our	Work	Innovation	Lab	in	partnership	with	frontier	AI	safety	and
research	company,	Anthropic,	this	guide	offers	a	how-to	for	navigating	the	journey	of	AI	adoption.What	is	management	by	objectives	(MBO)?Management	by	objectives	(MBO)	aligns	team	member	goals	with	company	objectives	so	team	members	feel	more	motivated	and	included	at	work.	The	MBO	model,	which	Peter	Drucker	first	published	in	his
1954	book	"The	Practice	of	Management,"	also	emphasizes	using	reporting	tools	and	performance	reviews	to	monitor	team	member	performance.	MBO	uses	objective	standards	to	measure	team	member	and	company	performance.	Objective	standards	outline	what	is	fair,	reasonable,	or	acceptable	in	an	agreement.	You	can	use	these	standards	to
assess	team	member	productivity	and	identify	opportunity	areas	within	the	team.	MBO	works	because	part	of	the	MBO	process	involves	management	and	team	members	aligning	and	agreeing	on	these	objective	standards.The	5-step	management	by	objectives	(MBO)	processThere	are	five	steps	to	the	MBO	technique.	Implementing	this	process
involves	creating	organizational	goals	and	turning	those	goals	into	a	set	of	individual	objectives	that	team	members	can	follow.1.	Define	organizational	objectivesThe	first	course	of	action	is	to	define	your	organizational	objectives.	As	a	project	manager,	your	job	may	be	to	co-create	company	objectives	or	translate	company	objectives	to	your	team	in
an	understandable	way.	You	can	use	a	business	goals	template	to	structure	your	specific	goals	at	this	stage.Read:	22	types	of	business	objectives	to	measure	success	2.	Translate	goals	of	the	organization		into	employee	objectivesAfter	you’ve	defined	the	company’s	objectives,	use	a	top-down	approach	to	translate	the	company	objectives	into	individual
goals	for	each	team	member.	Make	sure	you’re	using	the	SMART	goals	framework	to	ensure	your	team	members’	goals	are	measurable	and	achievable.When	team	members	have	personal	goals	that	ladder	up	to	larger	company	goals,	they	understand	how	they	fit	into	the	bigger	picture.	According	to	our	research,	only	26%	of	employees	have	a	clear
understanding	of	how	their	individual	work	relates	to	company	goals	and	just	16%	say	their	company	is	effective	at	setting	and	communicating	goals.3.	Monitor	performance	and	progressAs	your	team	members	work	toward	their	specific	objectives,	you’ll	need	to	monitor	their	performance.	You	can	monitor	progress	of	each	team	member	by	gathering
success	metrics	from	your	project	management	tool	and	assessing	whether	objectives	and	key	results	(OKRs)	are	being	met.	Monitoring	employee	performance	will	also	help	you	assess	team	members	productivity.4.	Evaluate	employee	objectives		and	progressYou	can	evaluate	team	member	progress	by	setting	up	performance	appraisals.	Performance
appraisals	will	allow	you	to	give	personal	feedback	on	what	each	team	member	is	doing	well	and	where	they	can	improve	on	their	individual	goals	so	they	can	better	serve	the	company	as	a	whole.	This	step	in	performance	management	is	crucial	because	it	emphasizes	effective	communication	between	management	and	the	team.	Team	members	may
look	forward	to	performance	evaluations	because	feedback	can	provide	a	boost	to	team	productivity.5.	Provide	feedback	and	rewardsThe	last	step	in	the	MBO	system	is	rewarding	the	team	for	their	achievements.	This	increases	team	morale	and	keeps	teammates	motivated	to	work	hard	during	the	next	MBO	process.	You	can	reward	your	team	in	both
intrinsic	and	extrinsic	ways.	You	can	promote	intrinsic	motivation	by	challenging	team	members,	recognizing	their	hard	work,	ensuring	they	feel	a	sense	of	belonging,	and	offering	team-building	activities.	With	these	actions,	you’ll	help	team	members	develop	self-confidence	and	self-motivation.		Extrinsic	rewards	may	include	praise,	a	paid	bonus,	a
salary	increase,	promotions,	extra	responsibility	in	their	current	role,	or	paid	time	off.	These	rewards	may	be	tangible	or	intangible,	but	they’ll	likely	incentivize	team	members	to	continue	working	toward	their	individual	objectives	and	the	company’s.Set	and	achieve	goals	with	AsanaManagement	by	objectives	examplesAn	example	of	MBO	in	action
would	be	a	company	that	has	a	quarterly	objective	to	earn	30%	of	overall	revenue	from	their	marketing	efforts.	To	achieve	this	objective,	they	break	it	down	into	personal	objectives	for	each	team	member.	For	the	digital	marketers	on	the	team,	their	personal	objectives	are	to	secure	three	new	marketing	clients	for	the	quarter.	Managers	monitor	team
member	performance	over	the	quarter	to	identify	how	each	team	member	plans	to	achieve	their	personal	goal	and	whether	they’re	making	progress	toward	the	goal.	If	a	team	member	reaches	their	goal	at	the	end	of	the	quarter,	they	are	rewarded	with	a	paid	bonus.Pros	and	cons	of	MBOAfter	Drucker	first	introduced	MBO,	it	became	a	well-liked
management	technique	in	the	1960s	and	1970s.	However,	widespread	usage	of	the	model	has	since	decreased	as	companies	tested	out	new	styles	of	management.	Some	companies	today	still	use	MBO,	but	there	are	arguments	for	and	against	it.		Advantages	and	benefits	of	MBOSupporters	of	the	MBO	approach	believe	that	using	this	form	of
management	within	a	larger	system	creates	a	simpler	management	structure.	Other	benefits	include:Increased	team	productivity:	When	team	members	have	personal	objectives,	they	have	more	clarity	about	why	their	work	matters.	As	a	result,	their	motivation	and	productivity	increases.	Improved	team	communication:	The	MBO	model	can	improve
team	communication	and	create	a	more	open	work	environment	because	team	members	understand	the	objectives	of	the	company	and	know	that	their	personal	goals	align	with	those	objectives.	Personalized	team	member	objectives:	Because	the	MBO	system	personalizes	team	member	objectives	and	makes	it	a	priority	for	team	members	to	reach
their	highest	potential,	everyone	in	the	company	understands	how	their	work	makes	an	impact.Disadvantages	and	limitations	of	MBOOpponents	of	MBO	believe	that	the	model	risks	overlooking	company	ethics	and	values	by	placing	so	much	focus	on	individual	goals.	Other	drawbacks	include:Prioritization	of	goal-setting	over	strategic	planning:
Prioritizing	personal	objectives	for	team	members	may	come	at	the	expense	of	long-term	strategic	planning.	Companies	that	spend	so	much	time	setting	goals	may	have	less	time	to	focus	on	company	culture,	operational	issues,	and	other	areas	of	involvement.	Increased	strain	on	team	members	to	meet	goals:	Because	MBO	focuses	on	the	individual,
team	members	may	feel	too	much	pressure	to	reach	their	goals.	This	can	be	a	drawback	of	MBO	because	team	members	may	become	overworked	in	this	type	of	work	environment,	which	can	lead	to	low	retention	and	low	morale.	Competition	between	team	members:	The	extrinsic-focused	reward	system	incorporated	in	MBO	may	promote	competition
between	team	members,	which	may	get	in	the	way	of	creating	a	healthy	work	environment.	Healthy	team	dynamics	in	the	workplace	should	include	teamwork	and	supporting	one	another	to	reach	personal	and	company	goals.	Comparing	MBO	to	other	goal-setting	frameworksManagement	by	Objectives	(MBO)	is	just	one	of	several	popular	goal-setting
frameworks	used	in	modern	business.	Here's	how	it	compares	to	other	well-known	approaches.Read:	The	importance	of	setting	short-term	goals	(with	examples)Management	by	objectives	(MBO)	vs.	management	by	exception	(MBE)MBE	focuses	on	identifying	and	addressing	deviations	from	standard	performance,	while	the	MBO	approach
emphasizes	setting	and	achieving	specific	objectives.	MBE	is	more	concerned	with	maintaining	a	status	quo	and	intervening	when	issues	arise,	whereas	MBO	proactively	sets	goals	to	drive	performance	improvements.MBO	vs.	SMART	goalsSMART	goals	provide	a	structured	approach	to	goal-setting,	stipulating	that	objectives	should	be	Specific,
Measurable,	Achievable,	Relevant,	and	Time-bound.	While	MBO	shares	these	principles,	it	is	a	more	comprehensive	framework	that	includes	cascading	goals,	progress	monitoring,	and	performance	evaluation.Read:	Write	better	SMART	goals	with	these	tips	and	examplesMBO	vs.	objectives	and	key	results	(OKR)The	OKR	framework,	popularized	by
Google,	shares	similarities	with	the	MBO	approach	in	terms	of	setting	objectives	and	measuring	progress.	However,	OKRs	place	greater	emphasis	on	defining	measurable	key	results	and	conducting	regular	check-ins	to	track	performance	against	these	metrics.Download	ebook:	The	Asana	playbook	to	OKR	settingChoosing	the	right	goal-setting
frameworkThe	choice	of	goal-setting	framework	depends	on	factors	such	as	organizational	culture,	industry,	and	management	style.	Consider	the	following	when	selecting	an	approach:Alignment	with	company	values	and	missionLevel	of	employee	involvement	and	autonomyEmphasis	on	individual	vs.	team	performanceFrequency	of	progress	reviews
and	feedbackIntegration	with	performance	appraisal	and	rewards	systemsRegardless	of	the	framework	chosen,	effective	goal-setting	involves	clearly	defining	objectives,	aligning	them	with	company	goals,	and	regularly	monitoring	progress	to	ensure	success.	By	comparing	and	adapting	elements	from	different	approaches,	organizations	can	develop	a
goal-setting	system	that	best	fits	their	unique	needs	and	drives	long-term	achievement.Read:	7	strategic	planning	models,	plus	8	frameworks	to	help	you	get	startedImplementing	effective	management	by	objectivesImplementing	a	successful	MBO	program	requires	careful	planning	and	execution.	Follow	these	steps	to	ensure	an	effective	MBO
process	in	your	organization:1.	Define	organizational	objectivesStart	by	clarifying	your	company's	overall	strategic	objectives.	These	should	be	specific,	measurable,	and	aligned	with	your	mission	and	vision.	Involve	key	stakeholders	to	ensure	buy-in	and	a	shared	understanding	of	these	high-level	goals.Free	company	objectives	template2.	Cascade
objectives	to	departments	and	individualsBreak	down	organizational	objectives	into	specific	goals	for	each	department	and	individual	employee.	Ensure	that	these	goals	are	achievable,	relevant	to	job	roles,	and	contribute	to	the	overarching	company	objectives.	Engage	employees	in	the	goal-setting	process	to	foster	ownership	and	accountability.3.
Establish	metrics	and	milestonesDetermine	how	progress	and	success	will	be	measured	for	each	objective.	Define	clear	metrics,	KPIs,	or	OKRs	that	allow	you	to	track	performance.	Set	interim	milestones	to	maintain	momentum	and	enable	course	corrections	if	needed.Read:	How	to	set,	achieve,	and	celebrate	project	milestones4.	Implement	regular
progress	reviewsSchedule	frequent	check-ins	between	managers	and	their	team	members	to	discuss	progress,	identify	obstacles,	and	make	necessary	adjustments.	These	performance	reviews	should	be	supportive	and	focus	on	problem-solving	rather	than	blame.5.	Evaluate	employee	performance	and	provide	feedbackConduct	formal	performance
appraisals	at	regular	intervals	(e.g.,	quarterly	or	annually).	Assess	individual	and	team	achievements	against	their	defined	objectives.	Provide	constructive	feedback	and	recognize	successes.	Use	the	insights	gained	to	inform	future	goal-setting	cycles.Read:	15	types	of	employee	performance	reviews	(with	templates	and	examples)6.	Align	rewards	and
recognition	with	goal	achievementTie	rewards,	bonuses,	and	promotions	to	the	accomplishment	of	individual	and	team	objectives.	This	helps	reinforce	the	importance	of	the	MBO	process	and	motivates	employees	to	stay	engaged	and	driven.7.	Foster	a	supportive	work	environmentEncourage	open	communication,	collaboration,	and	a	growth	mindset.
Provide	resources,	training,	and	support	to	help	employees	reach	their	goals.	Regularly	assess	and	address	any	barriers	to	success,	such	as	conflicting	priorities	or	insufficient	tools.By	following	these	steps	and	continually	refining	your	MBO	process,	you	can	harness	the	power	of	this	management	technique	to	drive	organizational	success,	boost
employee	performance,	and	enhance	job	satisfaction	and	retention.Set	goals	and	achieve	company	objectives	with	MBOMBO	is	most	effective	when	used	as	one	part	of	a	more	comprehensive	management	plan.	When	team	members	have	goals	that	connect	to	the	company's	mission,	they’ll	feel	more	motivated	to	collaborate.	With	goal-tracking
software,	you	can	help	your	team	members	stay	on	track	with	their	goals	and	help	them	meet	those	goals	in	real	time.Set	and	achieve	goals	with	AsanaFAQ:	Management	by	objectives	(MBO)What	are	the	three	types	of	MBO	objectives?The	three	types	of	MBO	objectives	are	strategic	objectives	(long-term	goals	aligned	with	the	company's	mission),
tactical	objectives	(short-term	goals	that	support	strategic	objectives),	and	operational	objectives	(day-to-day	goals	that	keep	the	business	running	smoothly).	These	objectives	should	be	attainable	and	contribute	to	overall	customer	satisfaction.Is	the	MBO	process	time-consuming?While	the	initial	setup	of	an	MBO	program	may	require	some	time
investment,	the	long-term	benefits	often	outweigh	the	initial	effort.	By	clearly	defining	objectives	and	streamlining	the	goal-setting	process,	MBO	can	actually	save	time	and	increase	efficiency	in	the	long	run.What	are	the	four	steps	of	management	by	objectives?The	four	steps	of	management	by	objectives	are:	setting	objectives,	developing	action
plans,	monitoring	progress,	and	evaluating	performance.	This	objectives	process	helps	align	individual	goals	with	organizational	objectives,	fostering	employee	engagement	and	improved	decision-making.How	can	human	resources	support	the	implementation	of	MBO?Human	resources	can	play	a	crucial	role	in	implementing	MBO	by	communicating
the	program's	benefits,	training	managers	on	setting	achievable	goals,	and	aligning	performance	evaluations	with	MBO	objectives.	Additionally,	HR	can	leverage	social	media	and	other	internal	communication	channels	to	keep	employees	informed	and	engaged	throughout	the	process.	Share	—	copy	and	redistribute	the	material	in	any	medium	or



format	for	any	purpose,	even	commercially.	Adapt	—	remix,	transform,	and	build	upon	the	material	for	any	purpose,	even	commercially.	The	licensor	cannot	revoke	these	freedoms	as	long	as	you	follow	the	license	terms.	Attribution	—	You	must	give	appropriate	credit	,	provide	a	link	to	the	license,	and	indicate	if	changes	were	made	.	You	may	do	so	in
any	reasonable	manner,	but	not	in	any	way	that	suggests	the	licensor	endorses	you	or	your	use.	ShareAlike	—	If	you	remix,	transform,	or	build	upon	the	material,	you	must	distribute	your	contributions	under	the	same	license	as	the	original.	No	additional	restrictions	—	You	may	not	apply	legal	terms	or	technological	measures	that	legally	restrict
others	from	doing	anything	the	license	permits.	You	do	not	have	to	comply	with	the	license	for	elements	of	the	material	in	the	public	domain	or	where	your	use	is	permitted	by	an	applicable	exception	or	limitation	.	No	warranties	are	given.	The	license	may	not	give	you	all	of	the	permissions	necessary	for	your	intended	use.	For	example,	other	rights
such	as	publicity,	privacy,	or	moral	rights	may	limit	how	you	use	the	material.	Organizations	of	all	kinds	need	effective	management	frameworks	to	follow	in	order	to	best	reach	their	individual	goals.	Management	by	Objectives	is	one	such	framework	that	aims	to	create	a	cohesive	communication	between	all	associates	within	a	company,	from	the
management	to	the	employees.	Most	impossible	goals	can	be	met	simply	by	breaking	them	down	into	bite	size	chunks,	writing	them	down,	believing	them	and	going	full	speed	ahead	as	if	they	were	routine.	Management	by	Objectives,	also	known	as	MBOs,	is	a	strategic	model	used	by	organizations	to	clearly	outline	specific	objectives	and	major
company	goals	that	are	agreed	upon	by	both	management	and	employees.	The	process	of	MBOs	consists	of	five	steps	that	aim	to	enhance	performance.	In	this	article	we	will	explore	the	origin	of	MBOs	and	the	key	steps	within	its	process.	We	will	also	discuss	other	components	on	MBOs	such	as	the	three	types	of	objectives,	the	pros	and	cons	of	this
strategy,	examine	real	life	examples,	and	dissect	how	MBOs	compares	to	other	modern	performance	management	system.	The	Origin	of	MBOs	The	theory	of	Management	by	Objectives	was	first	described	by	Peter	Drucker	in	1954	in	his	book	The	Practice	of	Management.	This	original	outline	was	further	developed	throughout	the	1950s	to	1970s,
which	was	also	the	timeframe	in	which	it	was	most	commonly	used.	The	Management	by	Objectives	model	runs	off	the	principle	that	a	company’s	effectiveness	is	a	more	important	skill	than	its	efficiency.	This	puts	a	focus	of	management	on	the	quality	of	performance	rather	than	speed.	One	of	the	later	developers	of	the	model,	Douglas	MacGregor,
insisted	that	MBO	as	a	system	was	better	at	helping	the	superiors	of	a	company	more	effectively	assess	their	subordinates.	After	the	70’s,	however,	widespread	usage	of	MBO	largely	decreased,	especially	as	new	styles	and	systems	of	management	began	to	be	developed.	There	was	some	critique	that	MBO	was	simply	not	a	comprehensive	enough
system	of	management,	especially	in	the	sense	of	MBO	being	too	short-sighted,	according	to	HR	Zone.	Has	MBO	Become	Obsolete?Despite	its	fall	from	popularity,	MBO	is	still	a	system	of	management	that	is	utilized,	either	in	whole	or	in	part,	by	many	companies.	There	are	many	principles	laid	out	within	MBO	that	can	be	seen	echoed	through	more
modern	management	styles,	as	MBO	focuses	tightly	on	the	core	aspects	of	performance	management.	As	such,	MBO	is	still	an	important	management	model	to	examine	for	companies	today.	The	principles	outlined	have	the	potential	to	work	as	solid	tools	within	a	broader	scope	of	knowledge	about	management	styles.	The	Key	Steps	and	Components
of	MBOThe	MBO	system	is	defined	by	five	steps,	but	there	are	actually	a	few	additional	components	to	consider.	Each	of	these	do	come	into	play	in	the	steps	but	may	require	extra	attention	or	reorganizing	in	the	event	that	the	system	seems	to	be	non-effective.	These	additional	components	are	the	types	of	MBO	objectives,	quantification	of	objectives,
and	performance	appraisals.	Each	of	these	contributes	not	only	to	the	success	of	MBO	but	to	the	greater	organizational	understanding	of	the	wants	and	needs	of	a	company.	The	Five	Steps	1.	Set	Company	Objectives:	A	company’s	management	team	must	identify	clear	and	measurable	goals	that	are	within	a	reasonable	realm	of	achievement	and	align
with	the	company’s	mission,	ideals,	and	ethics.	2.	Translate	Objectives	to	Employees:	The	objectives,	once	decided	upon,	must	then	be	delivered	to	and	aligned	with	employees	of	the	company.	3.	Employees	Set	Individual	Objectives:	Once	given	the	broad	company-oriented	objectives,	employees	should	plan	their	own	personal	objectives	that	will	help
them	to	arrive	at	the	larger	company	goal	4.	Monitoring	of	Employees:	The	employees	are	now	monitored	by	management	for	how	well	they	perform	and	deliver	on	both	the	agreed	upon	individual	and	company	objectives.	5.	Evaluation:	The	final	step	is	an	evaluation	and	provision	of	feedback	for	employees	by	management.	Those	doing	well	and
staying	on	track	with	the	objectives	are	rewarding,	providing	incentive	for	employees	to	stay	focused	and	work	hard.	The	3	Types	of	Objectives	Generally	speaking,	objectives	within	any	sort	of	strategic	management	can	be	divided	into	three	overarching	categories.	These	apply	to	MBOs	objectives,	but	they	can	also	apply	to	objectives	in	different
management	systems	and	scenarios	as	well.	They	are	as	follows:	1.	Strategic	Objectives:	These	are	the	broad,	all-encompassing	objectives	determined	by	company	management	in	step	one.	These	should	always	be	set	first	and	then	used	to	determine	later	objectives.	2.	Tactical	(Team)	Objectives:	These	are	more	specific	objectives	within	a	company
that	set	groups	or	teams	should	work	towards	accomplishing.	This	can	include	tasks	that	require	teams	from	different	departments	to	intersect	and	collaborate	to	achieve	a	common	goal.	3.	Operational	(Individual)	Objectives:	These	are	highly-specific	goals	that	belong	to	either	an	individual	employee	or	to	a	singular	department.	These	objectives	will
vary	greatly	from	person	to	person	depending	on	what	their	overall	role	in	the	larger	objective	is.	Quantification	of	ObjectivesQuantification	of	objectives	is	providing	a	clear	outlining	and	definition	of	the	requirements	of	the	specified	objective.	This	can	be	simplified	by	the	use	of	the	acronym	SMART,	which	means:	Specific:	The	objective	should	exist
within	a	well-detailed	set	of	parameters	with	a	clear	target	in	mind.	Measurable:	Progress	carried	out	by	the	employee	or	department	should	be	documentable	or	measurable,	meaning	clear	milestones	are	being	assigned	and	completed.	Achievable/Assignable:	The	objective	should	be	achievable	by	a	certain	employ	or	department.	This	also	means	the
company	must	have	proper	staff	or	department	available	to	assign	the	objective	to.	Realistic:	The	objective	should	have	an	expectation	of	results	within	reasonable	limits	given	the	amount	of	time	and	resources	available.	Time-Bound:	The	objective	should	be	set	within	a	specific	time	period	with	a	clear	deadline	outlined.	Performance	AppraisalsThe
final	step	involved	in	MBO	are	the	performance	appraisals,	or	evaluations.	Like	the	other	components,	there	are	multiple	layers	to	a	performance	appraisal	that	must	be	considered	in	order	for	them	to	be	effective,	such	as:	Initial	Evaluation:	The	manager	or	management	team	observes	and	assesses	employee	productivity	and	objective	achievement.
Feedback:	Management	discusses	the	evaluation	with	the	employee,	providing	useful	and	valuable	feedback	on	the	employee’s	strengths	and	weaknesses,	and	how	to	improve.	Reward:	Employees	who	have	done	well	with	their	objectives	will	be	adequately	rewarded.	These	rewards	also	serve	as	incentives	for	others	to	complete	higher	quality	work.
Pros	and	Cons	of	MBOArguments	both	for	and	against	MBO	exist	today.	As	mentioned	earlier,	some	critiques	of	MBO	include	the	idea	that	the	system	is	too	short-sighted	in	terms	of	business	growth	and	productivity.	This	is	due	to	limitations	brought	on	by	setting	objectives	too	strictly	and	not	allowing	for	natural	innovation	amongst	employees.
According	to	Harvard	Business	Review:	“With	pre-established	goals	and	descriptions,	little	weight	can	be	given	to	the	areas	of	discretion	open	to	the	individual	but	not	incorporated	into	a	job	description	or	objectives”	However,	others	argue	that	when	MBO	is	used	as	a	tool	within	a	larger	and	more	comprehensive	management	plan,	it	can	greatly	help
to	simplify	management	and	optimize	it	for	efficiency.	The	truth	of	the	matter	is	the	MBO	comes	with	both	advantages	and	disadvantageous.	Being	aware	of	its	strengths	and	weaknesses	is	key	in	utilizing	the	system	as	effectively	as	possible.	Below	are	outlined	the	main	pros	and	cons	of	Management	by	Objectives:	Pros	Personalization	of	Objectives:
Employees	are	given	tasks	that	fit	their	specific	skillsets	and	best	employ	their	individual	strengths,	rather	than	having	to	focus	on	a	myriad	of	tasks	that	may	not	be	as	knowledgeable	of.	Efficiency:	The	highly	structured	nature	of	MBO	plus	the	requirement	of	quantifying	the	objectives	to	be	time-bound	tends	to	lead	towards	higher	levels	of
productivity	and	efficiency.	Clear	Boundaries:	The	extent	to	which	objectives	are	discussed	amongst	both	management	and	subordinates	makes	for	clear-cut	expectations	and	boundaries	for	employees	to	follow.	Increased	Communication:	MBO	requires	detailed	discussions	between	company	associates	at	all	levels	in	order	to	run	smoothly.	Thus,
employee	to	employee,	employee	to	management,	and	inter-management	communication	is	all	improved	and	heightened.	Self-Direction:	Thanks	to	MBO	requiring	employees	to	establish	their	own	personal	and	individual	objectives	in	order	to	reach	the	greater	business	goals,	employees	tend	to	be	more	self-directed	in	day	to	day	activities.
Transparency:	MBO	requires	a	break	down	of	all	elements	and	task	required	in	order	to	achieve	an	objective.	Moreover,	it	requires	companies	to	be	totally	transparent	about	their	main	objectives	with	employees.	Increased	Commitment	and	Accountability:	The	structure,	communication,	and	transparency	of	MBO	helps	to	strengthen	the	commitment
of	employees	by	giving	them	a	clear	idea	of	their	role.	Additionally,	higher	levels	are	accountability	are	seen	thanks	to	the	personalized	nature	of	individual	objectives.	Cons	Inhibits	Growth:	Due	to	employees	staying	within	their	clearly	set	lanes	of	tasks	and	production,	there	is	limited	opportunity	for	them	to	grow	outside	their	comfort	zones.	Weak
Infrastructure:	The	focuses	on	broad	objectives	and	company	goals	can	lead	to	a	negligence	towards	company	infrastructure	and	mundane	operations.	This	can	in	turn	lead	to	errors	and	mistakes	by	employees	unsure	how	to	resolve	issues	within	the	infrastructure	of	the	business.	Slow	to	Set-Up:	While	the	overall	system	of	MBO	can	ultimately	make
the	achieving	of	objectives	more	efficient,	the	process	of	establishing	and	agreeing	upon	objectives	can	become	quite	lengthy	if	management	has	difficulty	deciding	upon	the	most	important	goals,	and	can	thus	cancel	out	the	aforementioned	efficiency.	Negative	Competition:	The	evaluation	and	reward	system	has	the	potential	to	cause	tensions
between	employees.	This	can	lead	to	negative	competition	wherein	employees	begin	to	be	less	cooperative	and	communicative	with	each	other	in	order	to	try	and	best	one	another.	Limited	Innovation:	Because	employees	decide	upon	their	own	set	of	objectives,	this	can	lead	to	them	becoming	to	narrow-sighted	and	unwilling	to	try	out	creative	or
innovative	solutions	when	problems	arise	if	those	solutions	stray	outside	of	the	rules	and	boundaries	that	have	been	set	for	them.	No	Room	for	Mistakes:	Managers	may	begin	to	expect	too	much	precision	and	perfection	from	employees,	making	small	errors	or	mistakes	suddenly	seem	like	much	more	drastic	issues.	Not	Enough	Emphasis	on	Results:
The	steps	of	MBO	may	lead	to	too	much	emphasis	being	placed	on	the	setting	of	objectives	rather	than	the	planning	and	execution	of	strategy	on	how	to	reach	that	objective.	Real-World	MBO	ExamplesThere	are	many	fields	that	can	utilize	and	potentially	benefit	from	MBO.	Here	are	some	real-world	examples	of	how	MBO	can	be	used:	Human
Resources:	MBO	can	be	used	for	such	things	as	improving	employee	satisfaction,	hosting	company	events,	or	increasing	employee	engagement.	Company	Performance:	Using	MBO	to	increase	gross	margins,	reduce	carbon	footprints,	expand	sales,	etc.	Marketing:	Goals	achieved	with	MBO	can	include	increasing	newsletter	subscription,	increasing
social	media	following,	and	doubling	web	traffic.	Customer	Support:	Reducing	incident	rates,	improving	availability	of	associates	to	aid	in	customer	conflicts,	and	increasing	speeds	of	conflict	resolutions.	In	truth,	all	aspects	of	a	company	–	from	human	resources	to	marketing	to	sales	to	information	technology	and	everything	in	between	–	can	benefit
from	clear	objective	setting	in	areas	where	the	company	may	currently	fall	short.	How	MBO	Compares	to	AlternativesMBO	paved	the	way	for	many	modern-day	and	commonly	used	management	systems.	Here	are	three	popular	alternative	styles	and	systems	of	management	and	a	brief	description	of	what	they	entail:	OKR	(Objectives	and	Key	Results):
OKR	also	focuses	on	objectives,	like	MBO,	but	according	to	Bernard	Marr	&	Co.,	it	takes	the	process	further	by	breaking	down	strategy	and	execution	more	comprehensively.	This	management	system	focuses	not	only	on	objectives	but	on	key	results	that	build	up	to	the	achievement	of	the	objectives.	SoPK	(System	of	Profound	Knowledge):	SoPK	was
developed	by	Dr.	W.	Edwards	Deming.	The	primary	goal	of	this	system	of	management	is	to	“provide	a	framework	of	thought	and	action	for	any	leader	wishing	to	transform	and	create	a	thriving	organization,	with	the	aim	for	everybody	to	win,”	according	to	NHS	Foundation	Trust.	This	system	focuses	much	more	heavily	upon	quality	knowledge	and
leadership.	Scorecard	Management:	Similar	to	the	evaluations	of	MBO,	scorecard	management	focuses	on	tracking,	monitoring,	updating,	and	improving	key	performance	indicators	within	an	organization,	according	to	Lumen	Learning.	These	evaluations	are	considered	much	more	diversified	and	comprehensive	than	those	offered	by	MBO.	Final
ThoughtsThough	Management	by	Objectives	is	a	bit	outdated,	it	can	serve	as	a	great	foundational	point	and	tool	within	a	larger	toolkit	for	many	companies	looking	to	improve	their	style	of	management.	MBO	focuses	on	objectives	and	setting	up	employees	for	high	productivity	and	success.	Management	teams	should	just	be	wary	of	becoming	too
narrow-sighted	when	using	MBO	and	stay	alert	to	potential	complications	that	may	arise.	Additionally,	integrating	MBO	with	modern	performance	management	software	can	enhance	its	effectiveness	by	leveraging	technology	to	track,	monitor,	and	evaluate	objectives	more	efficiently.	Management	by	Objective	is	a	process	whereby	the	superior	and
the	subordinate	managers	of	an	enterprise	jointly	identify	its	common	goals.	It	is	a	rational	and	systematic	approach	to	management	wherein	measurable	goals	are	set	up	in	consultation	with	subordinate	managers	and	the	contribution	of	each	individual	is	judged	in	terms	of	such	goals.	This	concept	was	originated	by	"Peter	F.	Drucker"	in	the	year
1954	in	his	book	-	The	Practice	of	Management	and	he	is	also	known	as	the	Father	of	MBO	(Management	by	Objectives).	MBO	guides	the	subordinates	to	fulfil	the	specified	objectives	within	the	given	time	deadline.	It	critically	reviews	organizational	performance	on	a	regular	basis.	As	many	changes	have	come	about	due	to	the	new	economic	world	so,
the	demands	and	expectations	from	subordinates	working	in	the	organization	have	been	modified	extremely.	So,	the	old	techniques	got	redundant	to	deal	with	the	changes.	As	a	result,	new	techniques	originated	and	Management	by	Objectives	is	one	of	that	new	techniques.	Management	by	Objectives	is	considered	to	be	an	important	process	because
it	makes	it	easy	for	the	organization	to	achieve	its	objectives	and	enhance	its	productivity.	Definitions	of	Management	by	Objectives	(MBO)	According	to	Koontz	and	Weihrich,"Management	by	Objectives	is	a	comprehensive	managerial	system	that	integrates	many	key	managerial	activities	in	a	systematic	manner	and	it	consciously	directed	toward	the
effective	and	efficient	achievement	of	organizational	and	individual	objectives."According	to	George	Odiorne"MBO	is	a	process	whereby	the	superior	and	subordinate	managers	of	an	organization	jointly	identify	its	[the	organization's]	common	goals,	de-	fine	each	individual's	major	area	of	responsibility	in	terms	of	the	results	expected	of	an	individual,
and	use	these	measures	as	guides	for	operating	the	unit	and	assessing	the	contribution	of	each	of	its	members."Features	of	Management	by	Objectives	(MBO)Goal-oriented:	MBO	is	goal-oriented	rather	than	work-oriented	as	it	focuses	on	what	must	be	accomplished	rather	than	on	how	it	is	to	be	accomplished.Participation	of	all:	It	involves	the
participation	of	subordinate	managers	in	the	goal-setting	process.	It	requires	all	key	personnel	to	contribute	the	maximum	to	achieve	the	overall	objectives.Focuses	on	KRAs:	MBO	focuses	on	measurable	and	verifiable	goals	in	the	key	result	areas.	It	helps	to	balance	the	goals	of	all	the	key	personnel.Dynamic:	MBO	is	a	dynamic	system	which
integrates	company's	needs	to	achieve	the	objective.Managerial	philosophy:	Management	by	Objectives	is	a	managerial	philosophy	and	not	just	a	simple	technique	or	method.	Because	a	philosophy	directs	and	influences	every	element	of	management,	whereas	a	technique	is	only	useful	in	certain	areas.	MBO	is	an	approach	involving	different
techniques	to	more	finest	management.Serve	as	a	criterion:	To	evaluate	the	complete	performance	of	the	organization,	corporate,	functional	and	personal	goals	under	Management	by	Objectives	serve	as	a	criterion.	Managers	will	be	able	to	assess	the	efficiency	of	subordinates	through	the	comparison	of	goals	and	actual	results,	and	in	some	ways,	the
top	level	can	assess	the	efficiency	of	other	managers	too.Continuous	process:	MBO	is	a	continuous	process	of	goal	setting,	periodic	appraisals	and	modification	of	goals	and	performance.			Objectives	of	Management	by	Objectives	(MBO)The	objectives	of	Management	by	Objective	are:	To	aid	employees	in	realizing	their	responsibilities	at	work.	Each
employee	has	key	result	areas	customized	to	their	interest,	areas	of	expertise,	and	academic	background.	The	staff	members	are	aware	of	what	is	required	of	them	because	of	MBO.To	make	employees	feel	valuable	in	the	organization.	Every	employee	plays	a	unique	role	in	helping	the	company	achieve	its	goals	and	objectives.	Each	employee	plays	a
different	role	at	work.	Each	person	eventually	begins	to	feel	devoted	to	the	group	and	feels	valuable	in	the	organization.	They	typically	stay	with	the	company	for	a	longer	period	and	provide	significant	contributions.To	guarantee	the	effectiveness	among	employees.	It	fosters	an	encouraging	atmosphere	at	work,	allowing	people	to	appreciate	their	jobs
rather	than	viewing	them	as	an	obligation.	Employees	who	use	the	MBO	process	are	extremely	enthusiastic	and	dedicated.To	produce	clearly	specified	hierarchies.	It	guarantees	open-mindedness	on	all	fronts.	The	Managing	Director	is	not	approachable	directly	by	any	superior	in	any	company.	First,	he	or	she	would	communicate	with	their	reporting
boss,	who	would	then	convey	the	information	to	the	senior,	and	so	on.	Each	person	understands	where	they	fit	within	the	company.To	set	a	benchmark	for	every	employee.	For	each	member	of	the	team,	the	managers	establish	different	organizational	and	personal	goals.	Detailed	job	lists	are	provided	to	each	employee.	Eventually,	it	eliminates
unnecessary	complications	and	works	incompatibility.To	serve	as	a	device	for	organizational	control	and	integration.To	serve	as	a	basis	for	judgements	about	salary	and	promotions.Advantages	of	Management	by	Objectives	(MBO)The	following	are	the	certain	advantages	regarding	Management	by	Objectives	(MBO):	More	Clarity	towards	Objectives:
MBO	aids	in	defining	organizational	structures	and	responsibilities.	According	to	the	demands	of	the	job	given,	authority	and	responsibility	are	allocated.	Setting	objectives	without	giving	the	necessary	people	the	necessary	power	is	useless.	The	organizational	roles	should	be	designed	around	the	primary	outcomes	predicted	by	those	holding	them.
Adopting	Management	by	Objectives	in	the	organization	will	help	the	organization	in	identifying	its	shortcomings.Better	Management:	MBO	leads	to	enhanced	and	superior	management.	Setting	goals	for	each	action	and	person,	and	ensuring	that	they	are	met,	are	necessary	for	better	management.	In	addition	to	assisting	in	goal-setting,	MBO	also
makes	sure	that	goals	and	resources	are	coordinated.	Better	and	more	goal-oriented	preparation	is	required	for	setting	goals.	MBO	encourages	strategic	planning	as	opposed	to	simply	scheduling	tasks	or	activities.	Managers	will	come	up	with	strategies	for	accomplishing	goals.	The	goals	also	serve	as	performance	standards	and	controls.Enhanced
Individual	Commitment:	The	primary	advantage	of	MBO	is	that	it	motivates	employees	to	dedicate	themselves	to	achieving	predetermined	goals.	People	typically	just	complete	the	tasks	that	have	been	given	to	them.	They	carry	out	their	job	as	usual	and	adhere	to	the	directives	of	their	superior.	But	in	the	case	of	MBO,	each	individual's	goal	is	well
stated	and	with	their	own	agreement.	Individuals	in	the	organization	get	the	chance	to	present	their	own	thoughts	to	employers,	debate	the	benefits	and	drawbacks	of	different	recommendations,	and	take	part	in	determining	the	ultimate	goals.	Establishing	Controls:	MBO	system	aids	in	the	creation	of	efficient	controls.	Setting	standards	and
determining	any	variations	from	those	standards	are	necessary	steps	in	establishing	controls.	Verifiable	targets	are	established	in	MBO,	and	overall	performance	will	help	in	determining	any	shortcomings	in	the	outcomes.	Everyone	knows	what	is	required	of	them,	these	yardsticks	serve	as	unambiguous	checks.	In	order	to	achieve	control,	MBO	must
be	observed.Improved	Communication:	Managers	and	staff	members	establish	and	manage	goals	collectively,	so	they	get	to	communicate	more	frequently	to	discuss	these	goals'	progress.	This	provides	employees	with	more	choices	to	communicate	issues	or	ask	queries	from	managers.	Success	requires	effective	communication,	which	can	lead	to
increased	productivity,	improved	interpersonal	relationships,	and	work	satisfaction.	It	is	for	this	reason	that	it	is	said	communication	is	the	key.Motivation	and	Morale:	Because	of	MBO	interpersonal	relations	are	better	as	there	is	involvement	and	recognition	of	people	at	all	levels.	It	provides	greater	opportunities	to	make	personal	contributions	and
accept	more	responsibility.	Commitment	and	morale	of	the	employees	are	high	because	of	participative	goal	setting	and	two-way	communication.Disadvantages	of	Management	by	Objectives	(MBO)The	following	are	some	of	the	disadvantages/limitations	related	to	the	Management	by	Objectives:	Goal-setting	problem:	The	primary	focus	of	the	MBO
technique	is	to	set	targets	or	goals.	Setting	goals	is	not	a	simple	process.	To	reach	the	findings,	a	lot	of	knowledge	is	needed.	In	order	to	assess	the	performance,	the	goals	must	be	provable.	Some	goals	might	not	be	able	to	be	verified,	so	caution	should	be	observed	while	identifying	them.	The	targets	should	not	be	established	immediately	otherwise
MBO	could	hold	the	company	accountable.Time-consuming:	As	MBO	requires	a	great	deal	of	time	in	setting	measurable	goals	through	consensus,	it	is	a	time-consuming	process.	Several	meetings	have	to	be	held	to	instil	confidence	in	subordinates.		More	focus	on	short-term	objectives:	Short-term	goals	are	frequently	established	in	the	majority	of
MBO	programs.	The	tendency	of	managers	to	establish	goals	for	a	year	or	less	is	to	place	an	excessive	emphasis	on	short-term	objectives	at	the	expense	of	long-term	objectives.	They	should	accomplish	their	short-term	objectives	in	a	manner	that	also	aids	in	the	accomplishment	of	their	long-term	objectives.	It's	possible	that	a	specific	issue	will	make
short-term	and	long-term	goals	incompatible.	Therefore,	both	short-term	and	long-term	targets	should	be	properly	prioritized.Incapable	to	provide	guidelines	to	goal	setters:	MBO	will	not	be	successful	if	the	people	who	set	goals	aren't	provided	with	the	right	instructions	for	doing	so.	The	managers	who	will	assist	in	establishing	goals	should	be	aware
of	the	key	organizational	policies	and	the	position	they	are	placed	at.	They	should	be	knowledgeable	about	future	planning	theories	and	assumptions.	If	these	crucial	elements	are	not	understood,	this	method	or	this	new	technique	will	actually	fail.Inflexibility:	MBO	may	introduce	inflexibility	in	the	organization.	Once	the	goals	are	set	down,	the
superior	may	not	like	to	modify	them	due	to	fear	of	resistance	from	the	subordinate.		Increased	paperwork:	MOB	requires	lots	of	newsletters,	booklets,	manuals,	reports,	etc.,	Employees	have	to	fill	in	forms	and	submit	detailed	reports	on	their	performance,	which	reduces	the	effectiveness	of	MBO.		Management	Management	:	Meaning,
Characteristics,	Objectives,	and	Importance	Nature	of	Management	as	a	Science,	Art	and	Profession	Coordination	in	Management	:	Concept,	Features	&	Importance	Coordination-	Nature,	Criteria,	Objectives	and	Purpose	Nature	and	Significance	of	Principles	of	Management	14	Principles	of	Management	by	Henri	Fayol	Principles	of	Scientific
Management	Techniques	of	Scientific	Management	Forecasting:	Meaning,	Nature,	Planning	and	Forecasting,	Importance	and	Limitations	A	strategic	approach	to	enhance	the	performance	of	an	organization	Over	2	million	+	professionals	use	CFI	to	learn	accounting,	financial	analysis,	modeling	and	more.	Unlock	the	essentials	of	corporate	finance
with	our	free	resources	and	get	an	exclusive	sneak	peek	at	the	first	module	of	each	course.	Start	Free	Management	by	Objectives	(MBO)	is	a	strategic	approach	to	enhance	the	performance	of	an	organization.	It	is	a	process	where	the	goals	of	the	organization	are	defined	and	conveyed	by	the	management	to	the	members	of	the	organization	with	the
intention	to	achieve	each	objective.	An	important	step	in	the	MBO	approach	is	the	monitoring	and	evaluation	of	the	performance	and	progress	of	each	employee	against	the	established	objectives.	Ideally,	if	the	employees	themselves	are	involved	in	setting	goals	and	deciding	their	course	of	action,	they	are	more	likely	to	fulfill	their	obligations.	Steps	in
Management	by	Objectives	Process	1.	Define	organization	goals	Setting	objectives	is	not	only	critical	to	the	success	of	any	company,	but	it	also	serves	a	variety	of	purposes.	It	needs	to	include	several	different	types	of	managers	in	setting	goals.	The	objectives	set	by	the	supervisors	are	provisional,	based	on	an	interpretation	and	evaluation	of	what	the
company	can	and	should	achieve	within	a	specified	time.	2.	Define	employee	objectives	Once	the	employees	are	briefed	about	the	general	objectives,	plan,	and	the	strategies	to	follow,	the	managers	can	start	working	with	their	subordinates	on	establishing	their	personal	objectives.	This	will	be	a	one-on-one	discussion	where	the	subordinates	will	let
the	managers	know	about	their	targets	and	which	goals	they	can	accomplish	within	a	specific	time	and	with	what	resources.	They	can	then	share	some	tentative	thoughts	about	which	goals	the	organization	or	department	can	find	feasible.	3.	Continuous	monitoring	performance	and	progress	Though	the	management	by	objectives	approach	is
necessary	for	increasing	the	effectiveness	of	managers,	it	is	equally	essential	for	monitoring	the	performance	and	progress	of	each	employee	in	the	organization.	4.	Performance	evaluation	Within	the	MBO	framework,	the	performance	review	is	achieved	by	the	participation	of	the	managers	concerned.	5.	Providing	feedback	In	the	management	by
objectives	approach,	the	most	essential	step	is	the	continuous	feedback	on	the	results	and	objectives,	as	it	enables	the	employees	to	track	and	make	corrections	to	their	actions.	The	ongoing	feedback	is	complemented	by	frequent	formal	evaluation	meetings	in	which	superiors	and	subordinates	may	discuss	progress	towards	objectives,	leading	to	more
feedback.	6.	Performance	appraisal	Performance	reviews	are	a	routine	review	of	the	success	of	employees	within	MBO	organizations.	Benefits	of	Management	by	Objectives	Management	by	objectives	helps	employees	appreciate	their	on-the-job	roles	and	responsibilities.	The	Key	Result	Areas	(KRAs)	planned	are	specific	to	each	employee,	depending
on	their	interest,	educational	qualification,	and	specialization.	The	MBO	approach	usually	results	in	better	teamwork	and	communication.	It	provides	the	employees	with	a	clear	understanding	of	what	is	expected	of	them.	The	supervisors	set	goals	for	every	member	of	the	team,	and	every	employee	is	provided	with	a	list	of	unique	tasks.	Every
employee	is	assigned	unique	goals.	Hence,	each	employee	feels	indispensable	to	the	organization	and	eventually	develops	a	sense	of	loyalty	to	the	organization.	Managers	help	ensure	that	subordinates’	goals	are	related	to	the	objectives	of	the	organization.	Limitations	of	Management	by	Objectives	Management	by	objectives	often	ignores	the
organization’s	existing	ethos	and	working	conditions.	More	emphasis	is	given	on	goals	and	targets.	The	managers	put	constant	pressure	on	the	employees	to	accomplish	their	goals	and	forget	about	the	use	of	MBO	for	involvement,	willingness	to	contribute,	and	growth	of	management.	The	managers	sometimes	over-emphasize	the	target	setting,	as
compared	to	operational	issues,	as	a	generator	of	success.	The	MBO	approach	does	not	emphasize	the	significance	of	the	context	wherein	the	goals	are	set.	The	context	encompasses	everything	from	resource	availability	and	efficiency	to	relative	buy-in	from	the	leadership	and	stakeholders.	Finally,	there	is	a	tendency	for	many	managers	to	see
management	by	objectives	as	a	total	system	that	can	handle	all	management	issues	once	installed.	The	overdependence	may	impose	problems	on	the	MBO	system	that	it	is	not	prepared	to	tackle,	and	that	frustrates	any	potentially	positive	effects	on	the	issues	it	is	supposed	to	deal	with.	Key	Takeaways	Management	by	Objectives	(MBO)	is	an	approach
adopted	by	managers	to	control	their	employees	by	implementing	a	series	of	concrete	goals	that	both	the	employee	and	the	organization	aim	to	accomplish	in	the	immediate	future	and	work	accordingly	to	achieve.	The	MBO	approach	is	implemented	to	ensure	that	the	employees	get	a	clear	understanding	of	their	roles	and	responsibilities,	along	with
expectations,	so	that	they	can	understand	the	relation	of	their	activities	to	the	overall	success	of	the	organization.	If	the	management	by	objectives	strategy	is	not	adequately	set,	decided	upon,	and	controlled	by	organizations,	self-centered	workers	can	be	likely	to	misinterpret	results,	wrongly	portraying	the	achievement	of	short-term,	narrow-minded
goals.	Additional	Resources	Thank	you	for	reading	CFI’s	guide	to	Management	By	Objectives	(MBO).	To	keep	learning	and	developing	your	knowledge	base,	please	explore	the	additional	relevant	CFI	resources	below:	Definition	Management	by	objectives	is	a	management	approach	where	objectives	are	set	by	an	agreement	between	a	manager	and	an
employer	to	incentivize	employee	participation.	Management	by	objectives	(MBO)	is	a	strategic	management	approach	in	which	the	performance	goals	of	an	organization	are	aligned	with	the	objectives	of	its	employees	and	management.	The	goal	is	to	improve	the	organization’s	performance	by	clearly	defining	objectives.	According	to	the	theory,
having	a	say	in	goal	setting	and	action	plans	encourages	participation	and	commitment	among	employees,	and	aligns	objectives	across	the	organization.	Management	by	objectives	(MBO)	is	a	process	in	which	a	manager	and	an	employee	agree	on	specific	performance	goals	and	then	develop	a	plan	to	reach	them.It	is	designed	to	align	objectives
throughout	an	organization	and	boost	employee	participation	and	commitment.There	are	five	steps:	define	objectives,	share	them	with	employees,	encourage	employees	to	participate,	monitor	progress,	and	finally,	evaluate	performance	and	reward	achievements.Critics	of	MBO	argue	that	it	incentivizes	employees	to	achieve	these	goals	by	any	means
necessary,	often	at	the	cost	of	the	company.	Katie	Kerpel	/	Investopedia	Management	by	objectives	(also	known	as	management	by	planning)	is	the	establishment	of	a	management	information	system	(MIS)	to	compare	actual	performance	and	achievements	with	the	defined	objectives.	Practitioners	claim	the	major	benefits	of	MBO	are	that	it	improves
employee	motivation	and	commitment	and	allows	for	better	communication	between	management	and	employees.	However,	a	cited	weakness	of	MBO	is	that	it	unduly	emphasizes	setting	goals	to	attain	objectives,	rather	than	working	on	a	systematic	plan	to	do	so.	Critics	of	MBO,	such	as	W.	Edwards	Deming,	argue	that	setting	particular	goals	like
production	targets	leads	workers	to	meet	those	targets	by	any	means	necessary,	including	shortcuts	that	result	in	poor	quality.	In	his	book	that	coined	the	term,	Peter	Drucker	set	forth	several	principles	for	MBO.	Objectives	are	laid	out	with	the	help	of	employees	and	are	meant	to	be	challenging	but	achievable.	Employees	receive	daily	feedback,	and
the	focus	is	on	rewards	rather	than	punishment.	Personal	growth	and	development	are	emphasized,	rather	than	negative	feedback	for	failing	to	reach	objectives.	MBO	is	not	a	cure-all	but	a	tool	to	be	utilized.	It	gives	organizations	a	process,	with	many	practitioners	claiming	that	the	success	of	MBO	is	dependent	on	the	support	from	top	management,
clearly	outlined	objectives,	and	trained	managers	who	can	implement	it.	MBO	outlines	five	steps	that	organizations	should	use	to	put	the	management	technique	into	practice.	Either	determine	or	revise	organizational	objectives	for	the	entire	company.	This	broad	overview	should	be	derived	from	the	firm’s	mission	and	vision.	Translate	the
organizational	objectives	to	employees.	In	1981,	George	T.	Doran	used	the	acronym	SMART	(specific,	measurable,	acceptable	(or	achievable	or	attainable),	realistic	(or	relevant),	time-bound)	to	express	the	concept.	Stimulate	the	participation	of	employees	in	setting	individual	objectives.	After	the	organization’s	objectives	are	shared	with	employees
from	the	top	to	the	bottom,	employees	should	be	encouraged	to	help	set	their	own	objectives	to	achieve	these	larger	organizational	objectives.	This	gives	employees	greater	motivation	since	they	have	greater	empowerment.	Monitor	the	progress	of	employees.	In	this	way,	managers	can	measure	and	track	the	goals	set	by	employees.	As	step	two
states,	a	key	component	of	the	objectives	is	that	they	are	measurable	for	employees	and	managers	to	determine	how	well	they	are	met	across	a	given	time	frame.	Evaluate	and	reward	employee	progress.	This	step	includes	honest	feedback	on	what	was	achieved	and	not	achieved	for	each	employee.	MBO	comes	with	many	advantages	and
disadvantages.	Employees	take	pride	in	their	work	and	are	assigned	goals	they	know	they	can	achieve	that	match	their	strengths,	skills,	and	educational	experiences.	Assigning	tailored	goals	brings	a	sense	of	importance	to	employees,	boosting	their	output	and	loyalty	to	the	company.	Communication	between	management	and	employees	is	increased.
Management	can	create	goals	that	lead	to	the	success	of	the	company.	As	MBO	is	focused	on	goals	and	targets,	it	often	ignores	other	parts	of	a	company,	such	as	the	culture	of	conduct,	a	healthy	work	ethos,	and	areas	for	involvement	and	contribution.	Strain	is	increased	on	employees	to	meet	the	goals	in	a	specified	time	frame.	Employees	are
encouraged	to	meet	targets	by	any	means	necessary,	meaning	that	shortcuts	could	be	taken	and	the	quality	of	work	compromised.	If	management	relies	solely	on	MBO	for	all	management	responsibilities,	it	can	be	problematic	for	areas	that	don’t	fit	under	MBO.	Management	by	objectives	(MBO)	uses	a	set	of	quantifiable	or	objective	standards	against
which	to	measure	the	performance	of	a	company	and	its	employees.	By	comparing	actual	productivity	to	a	given	set	of	standards,	managers	can	identify	problem	areas	and	improve	efficiency.	Both	management	and	workers	know	and	agree	to	these	standards	and	their	objectives.	A	company	can	set	various	goals	with	its	employees.	In	the	case	of	a
call	center,	an	MBO	could	increase	customer	satisfaction—say,	by	10%—while	reducing	call	times	by	one	minute.	The	onus	is	now	on	finding	ways	to	achieve	this	goal.	Once	that’s	decided	on,	it’s	important	to	get	employees	on	board	and	then	monitor	their	progress,	provide	feedback,	and	reward	those	who	do	a	good	job.	As	MBO	is	entirely	focused	on
goals	and	targets,	it	often	ignores	other	parts	of	a	company,	such	as	the	corporate	culture,	worker	conduct,	a	healthy	work	ethos,	environmental	issues,	and	areas	for	involvement	and	contribution	to	the	community	and	social	good.	In	management	by	exception	(MBE),	management	only	addresses	instances	where	objectives	or	standards	are
transgressed.	Thus,	workers	are	left	alone	unless	productivity	is	not	met.	As	a	theory,	MBO	makes	a	lot	of	sense:	If	employees	are	involved	in	setting	company	goals,	they	are	more	likely	to	share	management’s	objectives,	work	harder,	and	deliver.	However,	there’s	also	a	good	reason	why	MBO	is	widely	criticized.	Like	most	things	that	look	good	on
paper,	it	doesn’t	always	work	in	practice.	The	keys	are	to	be	aware	of	its	drawbacks,	customize	the	plan	according	to	your	organization,	ensure	that	everyone	is	fully	on	board,	and	identify	objectives	that	are	clear	and	reasonable	before	putting	them	into	action.	A	strategic	approach	to	enhance	the	performance	of	an	organization	Over	2	million	+
professionals	use	CFI	to	learn	accounting,	financial	analysis,	modeling	and	more.	Unlock	the	essentials	of	corporate	finance	with	our	free	resources	and	get	an	exclusive	sneak	peek	at	the	first	module	of	each	course.	Start	Free	Management	by	Objectives	(MBO)	is	a	strategic	approach	to	enhance	the	performance	of	an	organization.	It	is	a	process
where	the	goals	of	the	organization	are	defined	and	conveyed	by	the	management	to	the	members	of	the	organization	with	the	intention	to	achieve	each	objective.	An	important	step	in	the	MBO	approach	is	the	monitoring	and	evaluation	of	the	performance	and	progress	of	each	employee	against	the	established	objectives.	Ideally,	if	the	employees
themselves	are	involved	in	setting	goals	and	deciding	their	course	of	action,	they	are	more	likely	to	fulfill	their	obligations.	Steps	in	Management	by	Objectives	Process	1.	Define	organization	goals	Setting	objectives	is	not	only	critical	to	the	success	of	any	company,	but	it	also	serves	a	variety	of	purposes.	It	needs	to	include	several	different	types	of
managers	in	setting	goals.	The	objectives	set	by	the	supervisors	are	provisional,	based	on	an	interpretation	and	evaluation	of	what	the	company	can	and	should	achieve	within	a	specified	time.	2.	Define	employee	objectives	Once	the	employees	are	briefed	about	the	general	objectives,	plan,	and	the	strategies	to	follow,	the	managers	can	start	working
with	their	subordinates	on	establishing	their	personal	objectives.	This	will	be	a	one-on-one	discussion	where	the	subordinates	will	let	the	managers	know	about	their	targets	and	which	goals	they	can	accomplish	within	a	specific	time	and	with	what	resources.	They	can	then	share	some	tentative	thoughts	about	which	goals	the	organization	or
department	can	find	feasible.	3.	Continuous	monitoring	performance	and	progress	Though	the	management	by	objectives	approach	is	necessary	for	increasing	the	effectiveness	of	managers,	it	is	equally	essential	for	monitoring	the	performance	and	progress	of	each	employee	in	the	organization.	4.	Performance	evaluation	Within	the	MBO	framework,
the	performance	review	is	achieved	by	the	participation	of	the	managers	concerned.	5.	Providing	feedback	In	the	management	by	objectives	approach,	the	most	essential	step	is	the	continuous	feedback	on	the	results	and	objectives,	as	it	enables	the	employees	to	track	and	make	corrections	to	their	actions.	The	ongoing	feedback	is	complemented	by
frequent	formal	evaluation	meetings	in	which	superiors	and	subordinates	may	discuss	progress	towards	objectives,	leading	to	more	feedback.	6.	Performance	appraisal	Performance	reviews	are	a	routine	review	of	the	success	of	employees	within	MBO	organizations.	Benefits	of	Management	by	Objectives	Management	by	objectives	helps	employees
appreciate	their	on-the-job	roles	and	responsibilities.	The	Key	Result	Areas	(KRAs)	planned	are	specific	to	each	employee,	depending	on	their	interest,	educational	qualification,	and	specialization.	The	MBO	approach	usually	results	in	better	teamwork	and	communication.	It	provides	the	employees	with	a	clear	understanding	of	what	is	expected	of
them.	The	supervisors	set	goals	for	every	member	of	the	team,	and	every	employee	is	provided	with	a	list	of	unique	tasks.	Every	employee	is	assigned	unique	goals.	Hence,	each	employee	feels	indispensable	to	the	organization	and	eventually	develops	a	sense	of	loyalty	to	the	organization.	Managers	help	ensure	that	subordinates’	goals	are	related	to
the	objectives	of	the	organization.	Limitations	of	Management	by	Objectives	Management	by	objectives	often	ignores	the	organization’s	existing	ethos	and	working	conditions.	More	emphasis	is	given	on	goals	and	targets.	The	managers	put	constant	pressure	on	the	employees	to	accomplish	their	goals	and	forget	about	the	use	of	MBO	for	involvement,
willingness	to	contribute,	and	growth	of	management.	The	managers	sometimes	over-emphasize	the	target	setting,	as	compared	to	operational	issues,	as	a	generator	of	success.	The	MBO	approach	does	not	emphasize	the	significance	of	the	context	wherein	the	goals	are	set.	The	context	encompasses	everything	from	resource	availability	and
efficiency	to	relative	buy-in	from	the	leadership	and	stakeholders.	Finally,	there	is	a	tendency	for	many	managers	to	see	management	by	objectives	as	a	total	system	that	can	handle	all	management	issues	once	installed.	The	overdependence	may	impose	problems	on	the	MBO	system	that	it	is	not	prepared	to	tackle,	and	that	frustrates	any	potentially
positive	effects	on	the	issues	it	is	supposed	to	deal	with.	Key	Takeaways	Management	by	Objectives	(MBO)	is	an	approach	adopted	by	managers	to	control	their	employees	by	implementing	a	series	of	concrete	goals	that	both	the	employee	and	the	organization	aim	to	accomplish	in	the	immediate	future	and	work	accordingly	to	achieve.	The	MBO
approach	is	implemented	to	ensure	that	the	employees	get	a	clear	understanding	of	their	roles	and	responsibilities,	along	with	expectations,	so	that	they	can	understand	the	relation	of	their	activities	to	the	overall	success	of	the	organization.	If	the	management	by	objectives	strategy	is	not	adequately	set,	decided	upon,	and	controlled	by	organizations,
self-centered	workers	can	be	likely	to	misinterpret	results,	wrongly	portraying	the	achievement	of	short-term,	narrow-minded	goals.	Additional	Resources	Thank	you	for	reading	CFI’s	guide	to	Management	By	Objectives	(MBO).	To	keep	learning	and	developing	your	knowledge	base,	please	explore	the	additional	relevant	CFI	resources	below:
Ambiguity	is	the	arch-nemesis	of	corporate	success.	In	competitive	markets,	businesses	cannot	operate	based	on	rough	estimates	and	guesses.	It	is	imperative	to	have	clearly	defined	objectives	in	place	to	help	the	leadership	and	departmental	teams	plan	their	course	of	action.	This	is	where	the	process	of	MBO	comes	to	the	rescue	of	enterprises
struggling	to	create	a	coherent	approach	to	achieve	business	goals.Under	Management	by	Objectives,	employees	and	management	have	a	say	in	setting	the	company	goals,	developing	the	action	plans,	encouraging	equal	participation,	and	aligning	the	objectives	across	the	organization.	As	a	strategic	management	tool,	the	MBO	process	is	leveraged
by	many	companies	operating	in	hypercompetitive	environments.What	is	Management	By	Objective	MBO?MBO,	Management	by	Objectives,	is	a	strategic	tool	used	to	boost	the	performance	of	an	enterprise.	Herein,	the	business	goals	are	clearly	defined	by	the	management	and	are	shared	with	every	team	member	with	the	motive	of	achieving	every
objective.	At	intervals,	such	as	quarterly	or	annually,	you	compare	actual	performance	with	stated	objectives.	Many	experts	agree	that	one	of	the	advantages	of	management	by	objectives	is	that	it	boosts	employee	commitment	and	motivation,	and	also	facilitates	better	communication	between	employees	and	management.What	are	the	three	types	of
MBO	objectives?Here	are	the	three	common	types	of	Management	By	Objectives:1.	Strategic	objectivesThese	objectives	are	focused	on	long-term	goals	and	the	overall	direction	of	the	organization.	Strategic	objectives	define	the	broad	outcomes	that	the	organization	aims	to	achieve	to	fulfill	its	mission	and	vision.	They	typically	encompass	areas	such
as	market	growth,	competitive	positioning,	expansion	into	new	markets,	innovation,	and	financial	performance.	Strategic	objectives	provide	a	framework	for	setting	more	specific	operational	and	tactical	objectives	throughout	the	organization.2.	Operational	objectivesOperational	objectives	are	concerned	with	the	day-to-day	activities	and	processes
necessary	to	support	the	achievement	of	strategic	goals.	These	objectives	are	typically	more	specific	and	tangible	than	strategic	objectives	and	focus	on	improving	efficiency,	productivity,	quality,	and	customer	satisfaction	within	various	functional	areas	of	the	organization.	Examples	of	operational	objectives	may	include	increasing	sales	revenue,
reducing	production	costs,	improving	customer	retention	rates,	or	enhancing	employee	engagement.3.	Tactical	or	individual	objectivesTactical	or	individual	objectives	are	specific	goals	set	at	the	departmental,	team,	or	individual	level	to	support	the	accomplishment	of	operational	and	strategic	objectives.	These	objectives	are	directly	linked	to	the
roles	and	responsibilities	of	employees	and	are	designed	to	align	their	efforts	with	broader	organizational	goals.	Tactical	objectives	may	include	targets	related	to	individual	performance,	project	deadlines,	task	completion,	skill	development,	or	other	measurable	outcomes	relevant	to	the	employee's	role	and	contribution	to	the	organization.Process	of
MBO	-	five	stepsThe	purpose	of	management	by	objectives	is	to	help	a	company	enjoy	better	performance	through	clearly	defined	and	communicated	goals.	To	complete	the	MBO	process,	you	must	follow	the	following	steps:1.	Define	organizational	objectivesHaving	clearly	defined	organizational	objectives	is	essential	for	the	success	of	an	enterprise.
However,	this	exercise	has	several	other	purposes	also.	To	define	these	objectives,	you	must	include	all	departmental	managers	and	company	leadership.	The	objectives	are	defined	based	on	the	understanding	of	what	the	business	can	and	must	attain	in	a	given	time	frame.2.	Translate	organizational	objectives	to	team	membersAfter	the	organization's
objectives	have	been	set,	you	must	brief	the	employees	regarding	the	broad	plans	and	strategies	to	achieve	these	goals.	Herein,	you	must	also	have	a	one-on-one	discussion	with	every	team	member	to	help	define	their	personal	goals.	Your	team	members	will	also	share	their	feedback	about	the	targets	and	convey	the	resources	required	to	achieve
those	objectives.3.	Monitor	employee	performance	To	leverage	the	benefits	of	management	by	objectives	process,	it	is	vital	for	you	to	constantly	monitor	the	performance	of	every	team	member	in	every	department.	On	top	of	that,	you	must	monitor	the	efficiency	of	every	manager	to	identify	any	changes	that	may	be	required.4.	Evaluate	progress	with
milestonesIt	is	now	time	to	review	every	employee's	performance	according	to	the	defined	MBO	framework.	To	do	this,	you	must	enlist	the	departmental	managers	to	conduct	in-depth	reviews.	5.	Reward	achievementsevery	employee's	performance	according	to	the	defined	MBO	framework.	To	do	this,	you	must	enlist	the	departmental	managers
Under	the	process	of	MBO,	it	is	imperative	to	share	continuous	feedback	on	the	objectives	and	results	with	the	employees.	This	would	enable	them	to	track	their	performance	and	take	corrective	actions.	Herein,	you	must	also	evaluate	and	reward	employee	progress	with	incentive	compensation	plans.	You	also	need	to	share	an	honest	performance
review	to	help	the	employees	understand	their	performance.MBO	examples	for	different	teamsHere	are	some	examples	of	MBO	for	some	of	the	common	functions	in	an	organization:Marketing	MBO	examplesMarketing	is	a	data-driven	process	that	focuses	on	the	results.	Some	useful	MBO	examples	for	the	marketing	department	can	be	as
follows:Ensure	a	33%	growth	in	social	media	likes	and	shares.Increase	regular	website	visitors	by	25%	per	week.Boost	the	time	spent	by	visitors	on	the	website	by	two	minutes.Generate	500	new	leads	per	month	through	the	website.Sales	MBO	examplesManagement	by	Objectives	(MBO)	in	sales	involves	setting	specific,	measurable	goals	for
salespeople	and	then	evaluating	their	performance	based	on	the	achievement	of	these	goals.	The	process	typically	includes:Setting	key	sales	objectives:	Manager	clearly	defines	individual	and	team	sales	goals.	It	can	include	things	such	as	revenue	brought,	customer	retention,	pipeline	generated.	Each	can	have	different	weigtage	helping	reps	to
prioritize.Action	plans:	Manager	develops	plans	and	strategies	to	achieve	these	objectives	with	the	teamMonitoring	progress:	Everyone	regularly	tracks	progress	toward	the	goals.Performance	evaluation:	Manager	assesses	performance	based	on	the	attainment	of	objectives	with	HR.Feedback	and	rewards:	Providing	feedback	and	rewards	based	on
performance.Read	about	sales	performance	reviews,	quotes	and	tipsSales	are	one	of	the	most	common	teams	in	any	company.	Some	important	MBO	examples	for	sales	teams	can	be	as	follows:Reduce	the	sales	cycle	by	15	days.Increase	the	average	ticket	size	by	33%	in	a	year.Onboard	100	new	customers	in	six	months.Expand	overseas	sales	by
20%.Human	Resources	MBO	examplesSetting	clearly	defined	HR	MBOs,	you	can	ensure	perfect	sync	between	the	employees	and	company	MBOs.	Some	examples	of	HR	MBOs	are	as	follows:Ensure	compensation	levels	are	at	8%	more	than	the	industry	standard.Develop	and	implement	a	leadership	training	program.Meet	with	the	finance	team	to
understand	new	hiring	requirements.Improve	employee	satisfaction	levels	by	25%.Finance	MBO	examplesAnother	key	operational	area	is	where	it	is	easy	to	set	quantifiable	MBOs.	Some	examples	of	finance	MBOs	are	as	follows:Prepare	a	plan	to	raise	$20	million	in	the	next	fiscal	year.Increase	asset-to-debt	ratio	by	5%.Review	new	compensation
agreements.Ensure	compliance	with	new	statutory	regulations.	What	are	the	Management	By	Objectives	(MBO)	advantages	and	disadvantages?	Here	are	some	of	the	most	important	management	by	objectives	pros	and	cons	to	help	you	understand	the	various	aspects	of	this	concept.Benefits	of	management	by	objectivesBetter	communication	between
company	leadership	and	team	members	brings	transparency	to	the	goal-setting	process.Employees	have	a	higher	motivation	to	give	their	best	efforts	to	achieve	the	stated	goals	as	they	would	match	their	skills	and	strengths.Employees	feel	a	sense	of	loyalty	towards	the	enterprise	as	their	goals	have	been	tailored	as	per	their	capabilities.Specific
MBOs	for	different	departments	offer	clarity	to	team	members	regarding	the	path	to	success.Disadvantages	of	management	by	objectivesSometimes	employees	can	interpret	that	their	only	target	is	to	meet	the	stated	goals.	This	can	result	in	taking	shortcuts	which	compromises	the	quality	of	work.Employees	are	under	stress	to	push	themselves	to	the
limit	to	achieve	goals	within	a	given	timeframe.The	focus	of	management	can	deviate	from	other	non-quantifiable	aspects	like	work	ethos,	work	culture,	and	scope	for	employee	involvement.Management	can	get	too	focused	on	working	per	MBOs.	Operations	that	are	not	covered	under	MBO	can	be	left	behind.Should	you	implement	Management	By
Objectives?If	your	organization	lacks	clarity	regarding	its	goals	and	objectives,	implementing	MBO	can	help	align	efforts	and	focus	resources	on	achieving	specific	outcomes.	By	communicating	organizational	expectations	in	clear	terms,	MBO	ensures	that	employees	are	in	a	better	position	to	meet	those	goals.While	MBO	provides	a	structured
approach	to	goal	setting,	it	may	not	be	suitable	for	organizations	that	require	high	levels	of	flexibility	and	adaptability.	Consider	alternative	management	approaches	that	may	better	suit	your	organization's	needs	and	goals	such	as	Management	by	Exception	(MBE),	Agile	Management,	or	Results-Based	Management	(RBM),	before	deciding	on	MBO.5
tips	for	implementing	MBO	in	salesIf	you	are	looking	at	implementing	MBO	for	your	sales	team,	here	are	some	tips:Set	realistic	and	attainable	goals:	Ensure	that	the	objectives	are	challenging	yet	achievable	to	keep	salespeople	motivated.Involve	your	sales	folks	while	goal	setting:	Engage	salespeople	in	the	process	to	ensure	they	buy	into	the
objectives	and	understand	their	importance.Provide	regular	feedback	during	meetings:	Offer	continuous	feedback	and	support	to	help	salespeople	stay	on	track	and	adjust	strategies	as	needed.Align	objectives	with	company	and	individual	goals:	Ensure	that	individual	and	team	goals	are	aligned	with	the	broader	company	objectives	to	maintain
strategic	focus.	Also,	try	to	ensure	team	members	are	aligned	and	that	the	goals	help	with	their	personal	development.Leave	room	for	adjustments:	Regularly	review	progress	and	be	flexible	enough	to	adjust	objectives	and	strategies	in	response	to	changing	market	conditions.2	alternative	approaches	to	Management	by	Objectives	in	SalesOKRs
(Objectives	and	Key	Results):	The	methodology	involves	setting	ambitious	and	qualitative	objectives	and	then	defining	specific,	measurable	key	results	to	track	progress	towards	these	objectives.	So,	a	sales	rep	will	have	clarity	on	the	end	goal	and	the	steps	to	be	achieved	to	meet	it.For	example,Objective:	Increase	sales	revenue	by	15%Key
results:	Increase	sales	calls	by	30%Upsell	to	5%	of	the	customersBased	on	the	overall	achievement	with	the	objective,	sales	incentives	are	paid.SMART	Goals	+	commissions:	Similar	to	MBO	but	emphasizes	setting	Specific,	Measurable,	Achievable,	Relevant,	and	Time-bound	goals.	And	these	goals	are	tied	to	commissions.	Upon	achieving	this,	they	get
commissions	paid.	For	example,	a	sales	target	of	$1mn,	and	upon	achieving,	they	get	a	10%	commission.	Commissions	are	also	SMART.Both	of	these	modern	alternatives	aims	to	address	some	of	the	limitations	of	MBO	by	emphasizing	flexibility,	continuous	improvement,	and	a	holistic	approach	to	performance	management.FAQs	on	management	by
objectives1.	What	is	meant	by	management	by	objectives?It	is	a	management	system	that	evaluates	the	performance	of	employees	against	a	series	of	targets	that	would	help	them	understand	their	overall	performance	during	a	given	period.2.	Is	management	by	objectives	good?Whether	Management	by	Objectives	(MBO)	is	considered	"good"	depends
on	various	factors	such	as	organizational	culture,	industry,	and	implementation	effectiveness.	MBO	can	be	beneficial	for	companies	of	any	size	that	want	to	set	goals,	align	employee	efforts	with	organizational	objectives,	and	improve	performance.	However,	it	also	has	limitations,	including	potential	rigidity,	and	administrative	burdens.	3.	What	are	the
4	steps	of	management	by	objectives?The	four	steps	of	MBO	are:Define	organizational	objectivesCommunicate	objectives	to	team	membersMonitor	performance	and	evaluate	progressReward	achievements4.	What	are	the	advantages	and	disadvantages	of	management	by	objectives?There	are	many	advantages	and	disadvantages	of	management	by
objectives.	The	most	important	benefit	is	motivating	employees	to	go	for	defined	targets	as	they	have	better	clarity.	The	most	significant	disadvantage	is	that	it	can	lead	to	management	focusing	only	on	those	areas	where	MBO	is	applicable.5.	What	is	the	cycle	of	MBO?MBO	is	generally	a	12-month/	annual	cycle.	You	can	have	check-ins	quarterly	or
half-yearly	to	check	if	employees	are	meeting	milestones.	Make	payouts	right	every	time	with	ElevateHQ	Move	from	manual	to	automated	and	error-free	commission	calculations	with	our	platform.	MBO	programs	can	vary	enormously.	Some	are	designed	for	use	in	a	subunit,	while	others	are	used	for	the	organization	as	a	whole.	The	particular
methods	and	approaches	that	managers	use	in	an	MBO	program	will	differ.	There	also	may	be	wide	differences	in	emphasis.Therefore	the	process	of	MBO	requires	rigorous	analysis,	clarity	and	balance	of	objectives	and	participation	of	managers	with	the	accountability	for	results.These	are	the	steps	included	in	process	of	MBO:Process	of	MBOThe
first	step	of	the	MBO	process	is	to	establish	verifiable	objectives	for	the	organization	and	for	various	positions	at	various	levels.	Without	having	a	clear	objective	no	group	or	individual	can	perform	effectively	or	efficiently.	One	of	the	major	criteria	to	set	clear	objectives	is	the	scope	of	measuring	it.Therefore,	objectives	should	be	set	in	such	a	way	that
they	provide	a	clear	direction	to	the	people	who	have	to	contribute	and	perform	for	the	achievement	of	the	same.	It	is	always	desirable	to	have	a	participatory	approach	to	setting	objectives.However,	management	aspirations	and	expectations	should	be	kept	in	view	while	adopting	a	participatory	approach	to	set	objectives.Setting	precise,	measurable,
and	well-defined	objectives	is	indeed	a	difficult	task.	It	requires	intelligent	input	from	superiors	and	practice	and	team	effort	on	the	part	of	subordinates.	Objectives	should:Be	verifiableIndicate	the	time	frame	within	which	they	are	to	be	achieved.Indicate	the	associated	cost	involved.Indicate	quantity	and	quality	aspects	of	the	expected
achievements.Help	in	promoting	personal	and	professional	growth	and	development.Get	duly	communicated	to	all	who	are	concerned	with	it.Align	short-term	objectives	to	medium	and	long-term	objectives.Give	due	importance	to	the	views	of	individuals	expected	to	contribute	to	the	achievement	of	objectives	at	the	time	of	setting
objectives.Organisational	objectives	and	planning	premises	together	provide	the	basis	for	the	identification	of	key-result	areas.	Key-result	areas	are	derived	from	the	expectations	of	the	various	stakeholders	and	indicate	priorities	for	organisational	performance.They	indicate	top	management	perspectives	for	the	future	and	the	present	state	of	health
of	the	organisation.	These	are	the	areas	in	reference	to	which	organisational	health	may	be	measured	or	appraised	for	example:ProfitabilityMarket	standingInnovationProductivity,	etc.	These	areas	are	not	the	same	for	every	organisation.	They	differ	from	organisation	to	organisation,	depending	upon	various	internal	and	external	environmental
factors.Organisational	objectives	are	achieved	through	individuals.	Therefore,	every	individual	must	know	in	advance	what	he	is	expected	to	achieve.	Objectives	for	each	subordinate	should	be	set	in	consultation	between	that	subordinate	and	his	or	her	supervisor.	A	degree	of	recycling	is	required	in	setting	objectives.This	means	that	a	degree	of
interaction,	consultation,	and	discussion	among	top-level	managers,	departmental	heads,	superiors	and	subordinates	is	necessary.	In	such	joint	consultations,	subordinates	help	managers	develop	realistic	objectives	since	they	know	best	what	they	are	capable	of	achieving.Managers	help	subordinates	“raise	their	sights”	toward	higher	objectives	by
showing	a	willingness	to	help	them	overcome	obstacles	and	confidence	in	subordinates’	abilities.When	the	goals	for	each	individual	are	reset	under	MBO	there	is	a	considerable	change	in	the	job	description	of	various	positions.	This	may	call	for	a	revision	of	the	existing	organisational	structure.	The	organization	charts	and	manuals	should	be	suitably
amended	to	depict	the	change	brought	about	by	the	introduction	of	management	by	objectives.The	job	description	of	various	jobs	must	be	defined	with	their	objectives,	responsibilities,	and	authority.	They	must	clearly	lay	down	the	relationship	with	other	job	positions	in	the	organization.It	should	be	noted	that	without	a	proper	balance	between	the
objectives	and	resources,	the	achievement	of	goals	will	be	difficult.	Hence,	the	superiors	must	ensure	a	combination	of	goals	with	available	resources.All	managers	at	various	levels	require	these	resources	to	accomplish	their	goals.	By	relating	these	resources	to	the	goals	themselves,	superiors	can	better	see	the	most	effective	and	economical	way	of
allocating	them.Management	by	objectives	ensures	periodic	meetings	between	the	superior	and	the	subordinate	to	review	the	progress	towards	goal	attainment.	For	this,	the	superior	must	establish	checkpoints	or	standards	of	performance	for	evaluating	the	progress	of	the	subordinate.	The	reviews	should	be	held	monthly	or	quarterly.These	reviews
serve	as	a	built-in	feedback	mechanism	for	an	MBO	system.	Since	individual	or	group	goals	are	specifically	defined,	usually	in	quantifiable	terms,	employees	can	compare	their	progress	at	review	time	against	the	specified	goals.This	periodic	check-up	allows	managers	and	employees	to	see	whether	they	are	on	target	or	whether	some	change	is
necessary.	During	the	review,	managers	and	employees	decide	what	problems	exist	and	what	they	can	do	to	resolve	them.While	informal	performance	appraisal	of	a	subordinate	is	done	by	his	immediate	superior	almost	everyday,	formal	appraisal	at	periodic	intervals,	usually	once	or	twice	a	year,	does	ensure	that	a	thorough	evaluation	of	a	manager’s
performance	is	done	and	his	achievements	are	carefully	analyzed	against	the	background	of	prevailing	circumstances	and	given	objectives.The	design	and	format	of	the	performance	review	form	will	depend	on	the	nature	of	the	enterprise.	Performance	appraisal	can	serve	three	purposes:Feedback	to	employees	concerning	their	actual
performanceProvide	the	basis	for	identifying	more	effective	job	behaviour.Supply	information	to	managers	relevant	to	future	job	assignments	and	to	compensation	decisions.On	the	basis	of	the	overall	evaluation,	the	feedback	is	provided	to	higher	levels	of	the	hierarchy.	Feedback	information	helps	in	taking	decisions	to	make	necessary	changes	in	the
MBO	programme	and	to	shape	goals	for	the	next	year.	The	MBO	cycle	repeats	itself	on	an	annual	basis.The	following	are	the	steps	which	involve	in	the	process	of	MBO:1.	Setting	of	Objectives2.	Key	Result	Areas3.	Setting	of	Subordinates	Objectives4.	Revision	of	Organizational	Structure5.	Matching	Objectives	and	Resources6.	Conducting	Periodic
Progress	Reviews7.	Performance	Appraisal8.	Feedback.


