REF 5

Establishing Strategic Objectives: The Second Element in Setting Direction

There are two terms, objectives and goals, used in the literature of management, considered by some writers as synonyms. Other writers use the term goals to refer to the long-run (long-range), and the term objectives to refer to the short-run (short-range) performance targets, while other writers reverse the usage, referring to objectives as the desired long-run results and goals as the desired short-run results. And still others use the term goals to refer to the general organizationwide performance targets and objectives to mean the specific targets set in response to the broader, more inclusive goals.

Strategic objectives establish:

· the competitive market position that an enterprise seeks to have 

· the specific performance targets to achieve in pursuing the strategic mission.

There are two types of strategic objectives:

· objectives that relate externally to the attractiveness and mix of industries the firm is in, the competitive position it aspires to in each industry, the reputation it wants to have with customers and public and its capabilities vis-a-vis competitors;

· objectives that relate internally with the desired organization performance and financial results.

The most common strategic objectives concern market share, growth in revenues and earnings, return on investment, competitive strength, technological capability, recognition as an industry leader, reputation with customers, overall size and degree of diversification, earnings stability over the cycle of ups and downs in the economy, financial strength, being well represented in industries with attractive prospects.

These objectives are very important for each level of a company, the survival and success of the organization depending on them and on the combination of both long-range and short-range objectives. Long-range objectives keep management alert to what has to be done now to attain the desired results later. Short-range objectives indicate the speed and momentum management seeks to maintain; they call the attention of managers and organizational subunits to the level of performance expected in the near term.

Why Have Strategic Objectives?
A strategic mission without an action orientated by specific performance targets and by specific market standing and competitive position to achieve will remain a statement of good intentions and unrealized achievement.
From paste experience, it is said that managements that establish objectives for themselves and for their organization are more likely to achieve them than managements that operate without performance targets. So, it is important to spell out targeted strategic positions and results in concrete and measurable terms, in order to prevent organization drift, to establish organization priorities and provide benchmarks for judging how well the organization is doing. 

What Performance Targets Are Realistic?
To serve as a tool for stretching the enterprise to achieve its full potential, the objectives must meet the criterion of being challenging, but achievable. So, managers have to judge what performance is possible in light of external conditions as opposed to what performance the internal organization is really capable of achieving. 

Setting objectives means take into consideration:
· What performance levels will economic, technical, and competitive conditions realistically allow?

· What financial performance does the organization need to achieve in order to satisfy investors and have the financial resources requisite for executing the chosen strategic plan?

· What market share and competitive standing can the enterprise realistically aspire to?

· What performance is the organization capable of when pushed?
In addition there can be two-way direction-setting interaction between objectives and strategy: whereas strategy is the means for accomplishing strategic objectives, the choice of a strategy implies that the organization’s financial performance objectives will be set high enough to fund successful strategy execution.

Direction-Setting and the Hierarchy of Strategic Objectives
Strategic objectives must be established not only at the corporate level for the organization as a whole but also for each of the specific lines of business and products in which the organizations has an interest and, further, for each functional area and department within the organization structure. When every involved manager, from chief executive officer on down to the first-line supervisor, formulates objectives at his or her level of job responsibility and is rewarded on the basis of whether the agreed-upon objectives are achieved, then chances are that all managers will know precisely what they need to accomplish; they will also have a clear understanding of their unit’s expected contribution to overall organizational performance.
An example on how strategic objectives at one level drive the objectives and strategic plans of the next level in the organizational hierarchy is the following:
Suppose the senior executive of a firm establish a corporate profit objective of $5 million for next year. After that, each general manager of the firm’s five business divisions has been assigned responsibility for $1 million in profit by year-end. A concrete result has thus been agreed upon and translated into measurable action commitments to achieve something at two levels in the managerial hierarchy. Next, the general manager and the functional area subordinates may conclude that reaching the $1 million profit objective will require selling 100,000 units at an average price of $50 and producing them at an average cost of $40. In similar fashion, objectives can be agreed upon for every other strategically relevant area of concern and priority.
The key idea is that the process of establishing objectives for each manager and organizational subunit leads to a clearer definition of what results are expected and who is responsible for achieving them.
If done right, setting objectives energizes the organization, heads it down the chosen path at a measurable pace, and creates the result-oriented organizational climate.
By specifying in measurable terms what contribution and results are expected from each manager and unit within the organization, everyone in the managerial hierarchy comes to understand the direction of the total enterprise and their role in it – a major leap forward, in getting the whole organization moving along the chosen course.
In summary, managing with clearly defined strategic objectives in mind is likely to produce better organizational performance than managing without objectives. 

Stating objectives
For the direction-setting purpose of objectives to be fulfilled, objectives need to meet 5 specifications:

1. An objective should relate to a single, specific topic.

2. An objective should relate to a result not to an activity to be performed.

3. An objective should be measurable (stated in quantitative terms whenever feasible)

4. An objective should contain a time deadline for its achievement.

5. An objective should be challenging but achievable.

 “Good” versus “Bad” Examples
· Poor: Our objective is to maximize profits.


How much is “maximum”? The statement is not subject to measurement. What criterion or yardstick will management use to determine if and when actual profits are equal to maximum profits? No deadline is specified.

Better: Our total profit target in 2008 is $1 million.

· Poor: Our objective in 2008 is to boost advertising expenditures by 15%.


Advertising is an activity, not a result. The advertising result should be stated in terms of what result the extra advertising is intended to produce.

Better: Our objective is to boost our market share from 8% to 10% in 2008 with the help of a 15% increase in advertising expenditures.

· Poor: Our objective is to be a pioneer in research and development and become the technological leader and the most profitable company in the industry.


Implies trying to march in too many directions at once if the industry is one with a wide range of technological frontiers. Also, because the objective concerns how well other companies will perform, the objective may not be achievable. More a platitude than an action commitment to a specific result. 
Better: During the next 5 years our objective is to continue as a leader in introducing new technologies and new devices that will allow our customers to conserve on electric energy usage. 

Questions:

1. What do strategic objectives establish?

2. Which are the roles of long-range and short-range objectives?

3. For stating objectives clearly and precisely enough to make them managerially useful, objectives need to meet five specifications. Enumerate these 5 specifications.
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Questions and answers:

1. What do strategic objectives establish?
Strategic objectives establish:

· the competitive market position that an enterprise seeks to have 

· the specific performance targets to achieve in pursuing the strategic mission.

2. Which are the roles of long-range and short-range objectives?

Long-range objectives keep management alert to what has to be done now to attain the desired results later. Short-range objectives indicate the speed and momentum management seeks to maintain; they call the attention of managers and organizational subunits to the level of performance expected in the near term.

3. For stating objectives clearly and precisely enough to make them managerially useful, objectives need to meet five specifications. Enumerate these 5 specifications.

1) An objective should relate to a single, specific topic.

2) An objective should relate to a result not to an activity to be performed.

3) An objective should be measurable (stated in quantitative terms whenever feasible)

4) An objective should contain a time deadline for its achievement.

5) An objective should be challenging but achievable.
