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Understanding the Third Step of MBO: Setting
Performance Standards

The third step of MBO reminds us that establishing clear performance
standards is crucial for the success of any management by objectives program.
Management by Objectives (MBO) is a strategic management model that aims to
improve organizational performance by aligning individual objectives with the
overall goals of the organization. The third step is pivotal as it ensures
that employees understand what is expected of them and how their performance
will be evaluated.

What is MBO?

Before diving into the specifics of the third step, it is essential to
understand the concept of MBO itself. MBO is a collaborative goal-setting
process that involves managers and employees working together to define
objectives and the means to achieve them. The process typically consists of
four key steps:

Setting organizational objectives1.

Setting individual objectives2.

Establishing performance standards3.

Evaluating performance4.

Each of these steps is crucial to the overall effectiveness of MBO, but the
third step—establishing performance standards—serves as the foundation for
evaluating success in achieving the set objectives.

The Importance of Performance Standards

Establishing performance standards is essential for several reasons:

1. Clarity and Focus

Performance standards provide clarity regarding what is expected from each
employee. By clearly defining what success looks like, employees can focus
their efforts on the specific actions and results required to meet their
goals. This clarity helps eliminate confusion and ensures that everyone is on
the same page.



2. Measurable Outcomes

Performance standards should be measurable and quantifiable. This allows both
employees and managers to track progress and assess whether objectives are
being met. Measurable outcomes can include metrics such as sales targets,
customer satisfaction scores, or project completion dates. Having concrete
data to refer to makes it easier to evaluate performance accurately.

3. Accountability

When performance standards are established, accountability becomes a critical
component of the MBO process. Employees know they are responsible for
achieving specific results, which can motivate them to perform at their best.
Accountability also fosters a culture of responsibility within the
organization, as team members are more likely to support one another in
achieving their objectives.

4. Continuous Improvement

Performance standards encourage continuous improvement by providing
benchmarks against which performance can be measured. Regularly reviewing
performance against these standards allows organizations to identify areas
for improvement and implement necessary changes. This dynamic process
promotes a culture of learning and growth, which is essential for long-term
success.

How to Establish Effective Performance
Standards

Creating effective performance standards requires careful consideration and
collaboration. Here are some steps to help organizations establish
performance standards that drive success:

1. Involve Employees in the Process

Engaging employees in the goal-setting process helps ensure that performance
standards are realistic and achievable. Employees are more likely to buy into
objectives they helped create, leading to increased motivation and commitment
to achieving those goals.

2. Use SMART Criteria

Performance standards should follow the SMART criteria, ensuring they are:

Specific: Clearly define what is expected.



Measurable: Ensure that outcomes can be quantified.

Achievable: Set standards that are attainable.

Relevant: Align standards with organizational goals.

Time-bound: Set deadlines for achieving objectives.

Using SMART criteria helps create performance standards that are both clear
and motivating.

3. Provide Resources and Support

To achieve performance standards, employees need the right resources and
support. Organizations should ensure that employees have access to the tools,
training, and guidance necessary to meet their objectives. This support can
make a significant difference in an employee's ability to achieve their
goals.

4. Regularly Review and Adjust Standards

Performance standards should not be static. Organizations should regularly
review and adjust them based on changes in business needs, employee feedback,
and performance outcomes. This flexibility allows organizations to remain
agile and responsive to evolving circumstances.

Evaluating Performance Against Standards

Once performance standards have been established, the next step in the MBO
process is evaluating performance. This evaluation should be systematic and
include both formal and informal assessments.

1. Regular Check-Ins

Regular check-ins between managers and employees can help track progress and
address any challenges that may arise. These conversations provide an
opportunity for feedback, support, and recognition of achievements.

2. Performance Reviews

Formal performance reviews can be conducted at designated intervals (e.g.,
quarterly or annually) to evaluate performance against established standards.
These reviews should be thorough and include input from both managers and
employees.



3. Recognition and Rewards

Recognizing and rewarding employees for meeting or exceeding performance
standards can boost morale and motivation. Celebrating achievements
reinforces the importance of performance standards and encourages a high-
performance culture.

The Role of Feedback in MBO

Feedback is a critical component of the MBO process, particularly when it
comes to evaluating performance against standards. Constructive feedback
helps employees understand their strengths and areas for improvement. It also
fosters open communication and trust between managers and employees.

1. Timely and Specific Feedback

Feedback should be timely and specific, addressing particular behaviors or
outcomes related to performance standards. This approach helps employees
understand what they did well and what needs to change.

2. Two-Way Communication

Encouraging two-way communication allows employees to share their
perspectives on performance standards and the support they receive. This
dialogue can lead to valuable insights and improvements in the MBO process.

Conclusion

In conclusion, the third step of MBO reminds us that establishing clear
performance standards is fundamental to the success of the entire management
by objectives program. Performance standards provide clarity, accountability,
and a framework for continuous improvement, all of which are essential for
achieving organizational goals. By involving employees in the process, using
SMART criteria, providing support, and regularly reviewing standards,
organizations can create a performance-driven culture that fosters success.

As organizations navigate the complexities of the modern business landscape,
embracing the principles of MBO and effectively establishing performance
standards will be vital for driving growth, engagement, and overall
performance. The journey towards achieving excellence begins with clear
expectations and a commitment to continuous improvement.

Frequently Asked Questions



What is the third step of MBO?

The third step of Management by Objectives (MBO) involves monitoring
performance and progress towards the set objectives.

Why is the third step of MBO important?

It is important because it allows managers to assess whether the objectives
are being met and to identify any necessary adjustments in strategy or
operations.

How does the third step of MBO contribute to employee
motivation?

By regularly monitoring progress, employees receive feedback on their
performance, which can enhance their motivation and engagement in achieving
goals.

What tools can be used in the third step of MBO to
monitor progress?

Tools such as performance metrics, progress reports, and regular check-ins
can be used to effectively monitor progress towards objectives.

What should managers do if objectives are not being
met in the third step of MBO?

Managers should analyze the reasons for underperformance, provide support or
resources needed, and consider adjusting the objectives if necessary.

What role does feedback play in the third step of
MBO?

Feedback is crucial in this step as it helps employees understand their
performance relative to objectives and guides them towards improvement.

How often should progress be monitored in the third
step of MBO?

Progress should be monitored regularly, depending on the objectives' time
frame; this could be weekly, monthly, or quarterly.

Can the third step of MBO impact team dynamics?

Yes, effective monitoring can foster collaboration and accountability within
teams, leading to improved dynamics and performance.

What happens after the third step of MBO?

After the third step, the next phase involves evaluating the overall
performance against the objectives and planning for future goals.
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