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Managing by Objectives

The essential message is that managers need to identify 
and set objectives both for themselves, their units, and their 
organizations. Ensure that you set the right objectives if you 
want to achieve the right results.

WHAT IS MBO?

The principle behind MBO is to make sure that everybody within the organization has a 
clear understanding of the aims, or objectives, of that organization, as well as an awareness 
of their own roles and responsibilities in achieving those aims.

MBO AND THE INDIVIDUAL

Start with yourself by reading the following six questions and answering them as best you 
can. The responsibility on all six counts rests with you as an individual. None of the answers 
depends entirely on other people, and some do not depend on them at all.

IDENTIFY YOUR PERSONAL AIMS

–	 What are my aims, and how will I know that they have been achieved?

–	 What do I have to do to realize those aims?

–	 What standards must I reach for top performance?

–	 What specific objectives must I meet in the next week, month, quarter, year?

–	 Am I linking my individual aims to those of the unit and the company?

–	 What feedback do I have to check my results against my aims?

If you can answer some of the questions only partially, try to find out what you need to 
know in order to answer them fully. Keep returning to your answers to check that you are 
still working along the right lines, and review them as necessary — you will find that many of 
your 

MBO AND THE ORGANIZATION

There are too many managers who think and act as if the higher strategy of their 
organization is no business of theirs — in fact, it is everybody’s vital business. Never 
forget that your organization’s objectives affect you directly and personally. Refer back to 
the questions on the opposite page — it only takes small changes in the wording of the 
questions to make them apply to your company and to your unit. Repeat the exercise, 
writing down the answers, first as if you are the boss of your unit (whatever your actual 
position), and then as if you are the chief executive. If you do not know some of the 
answers, try to obtain them.

?? end of  
sentence 
missing??
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PERSONAL EMPOWERMENT

If you find that you cannot identify your or your company’s aims satisfactorily, remember 
what Drucker advocates: you need four powers to do an excellent job. These four powers 
are a combination of the personal qualities that an individual brings to the job, and the 
powers made available to everyone by the organization. The powers are not only essential 
to perform an excellent job, but also to produce job satisfaction, the prime motivator.

THE FOUR POWERS

1	 Freedom to challenge everything and anything

2	 Continuous training and development on the job

3	 Knowledge of, and faith in, the organization’s mission

4	 The ability to achieve and see results

THE RIGHT ORGANIZATION

If your company or unit does not have an overall objective that you can identify, or you are 
unable to challenge their strategy, your ability to grow on the job will be hamstrung, and 
your efforts to achieve real results will become frustrated. Some organizations may place 
a lower priority than you might like on allowing staff to exercise the four powers. In either 
case, find somewhere else where you can really make a contribution — and go there!
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1. Making a Contribution

Be aware of what is expected of you and why - this is one of the 
most valuable lessons of Drucker’s teachings. That awareness 
will determine your ability to contribute to your organization.

ASKING THE RIGHT QUESTIONS

The question “What is MY contribution?” needs to be properly understood within the 
context of the organization. Which of the following three questions is the most apt?

–	 What do I WANT to contribute?

–	 What am I TOLD to contribute?

–	 What SHOULD I contribute?

The last question is the most appropriate one to ask. It means “What does the situation 
require?” Once you have succeeded in identifying what is required, you can start to consider 
how you can use your own unique powers to contribute to what needs to be done.

YOUR UNIQUE POWERS

–	 Your strengths

–	 Your way of performing

–	 Your values

IDENTIFYING STRENGTHS

To understand how you can best match your unique powers to your required contribution, 
carry out a SWOT analysis on yourself. Draw a box with four compartments. Set down your 
Strengths in one, your Weaknesses in another, then list your Opportunities and the Threats 
to your success in the third and fourth compartments. The required contribution should 
rely on your strengths and not depend on areas in which you are weak. It should give you 
opportunities to shine, but should not involve threats to your personal fulfilment. Ask:

–	 Will my contribution involve doing what I really want to do?

–	 Will it be rewarding and stimulating?

If you would really rather be doing something else, and if the rewards and interest you need 
are lacking, it is foolish to continue. Your contribution will inevitably fall short in the area 
that should dominate everything: results. Drucker’s advice is paramount. Always ask: 

?? end of  
sentence 
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2. Setting Standards

The temptation for all managers is to find something at which 
they excel, and which comes quite easily, and to continue doing 
it for as long as possible. If you want to improve as a manager, 
however, adapt your contribution to change, and see each level 
of achievement as a stepping stone to something higher  
and better.

IMPROVING PERFORMANCE

In searching to identify where your results can really make a difference, follow these 
guidelines:

Choose target results that “stretch” your abilities above a target that is achievable, but at the 
same time one which enlarges the bounds of possibility.

Make sure the results will be meaningful and clearly visible. Unless it is absolutely 
impossible (which is rarely the case), find a way of measuring your results. Never be 
satisfied by present standards of performance, whether other people’s or your own. If you 
can find superior performance elsewhere, in your own company or outside, make bettering 
that level your benchmark. Make a personal habit, too, of selecting key aspects of your 
work which you can measurably improve, such as answering your phone within five rings or 
arriving at meetings five minutes early, and ask colleagues to help keep you up to scratch.

EXCEEDING TARGETS

What actually is achievable can exceed your wildest dreams, as illustrated by the 
following case study. You should never set your staff unachievable targets - it is a 
pointless exercise and will be demoralizing for them.

James Adamson saved NCR’s factory in Dundee from extinction by turning it into the 
world’s prime source of automatic teller machines (ATMs) for banks. Yet Dundee started 
from far behind the leaders in the field - ninth in the world. NCR’s first two ATMs, 
moreover, were so terrible that the customers returned them. Adamson called in his 
engineers and asked them not just to match competitors’ reliability, but to do twice as 
well. He was laughed at, but he refused to give up - and the engineers found out how to 
improve reliability, not twice, but threefold.
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3. Making it happen

“What ‘impossible’ things can I accomplish?” Base your answer 
on three key elements: your individual talent, having a true 
“stretch target”, and achieving your chosen contribution.  
You will achieve this last, all-important element if you are 
successful in execution.

WHAT, HOW, WHERE, AND WHEN?

Drucker breaks down execution into making four decisions. Make it your practice to plan 
systematically, never failing to address these four decisions, and always work to a realistic 
deadline.

THE FOUR DECISIONS OF EXECUTION

1	 What to do

2	 How to start

3	 Where to start

4	 What goals and deadlines to set

James Adamson’s thinking at Dundee is an excellent example of fourstage execution. The 
“What” was to improve reliability. The starting point was re-engineering the product. The 
“Where” was in the engineering department. The goal was doubled reliability — and he 
set a deadline for its achievement. The director of engineering went through exactly the 
same process in going beyond his boss’s request to achieve the “impossible”. In addition to 
exceeding the goal originally set by Adamson, an invaluable consequence of this success 
was to improve the overall efficiency and effectiveness of the whole operation.

UNLOCKING THE KEY

Successful achievement of an objective may depend on finding the “key” to a specific 
aspect of the operation. Learn from a case study cited by Drucker in which the “key” 
unlocked the full potential of a stagnating enterprise.

A hospital administrator needed to revitalize a large hospital, and found the “unlocking 
key” in the emergency room, which was “big, visible, and sloppy”. What to do? How to 
start? Where to start? The administrator gave the ER staff an extremely stretching target: 
every patient had to be seen by a qualified nurse within one minute of arrival. The 
deadline for achievement was two years. In the event, the target was met in half that 
time. Two years later, the whole hospital had been transformed.
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4. Managing Yourself

The skills, qualities, and values you bring to your job are  
of crucial importance in achieving your objectives. Aim to be  
the kind of manager who gets the best from staff, and who does 
the best for them.

ASSESSING YOURSELF

Drucker’s advice on hiring people can be turned inside out to provide a searching test  
of how good a manager you are. Drucker tells recruiters to look for evidence of past 
success, potential for further achievement, the ability to learn more, and the qualities  
of a good manager. Assess yourself on these four points to identify areas in which  
you should improve. Analyze your answers very carefully, making sure that they are  
totally honest.

MEASURE YOUR MANAGEMENT POTENTIAL

What have I done well in the past year?

What qualities and abilities have I shown myself to possess?

Am I always learning in order to get the fullest benefit from my own

strengths, while helping others to do likewise?

Why would I recommend somebody’s son or daughter to work under me?

CONSIDER YOUR VALUES

Drucker is insistent that playing your part, which he refers to as “managing oneself”, 
depends on your values as well as on your strengths, weaknesses, and personality.  
One of the essential values is honesty. If you are honest with yourself, you will treat other 
people honestly too. Never work in an organization whose values are unacceptable to you. 
Ignore this principle and you will condemn yourself to frustration and non-performance.  
“In respect to ethics,” writes Drucker, “the rules are the same for everybody.” There is only 
one test — “the mirror test” — and you must make sure you pass it. It consists of one 
question: “What kind of person do I want to see when I shave myself, or put on my lipstick, 
in the morning?”


