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			“The traditional factors of production – land, labor and even money, because it is so mobile – no longer assure a particular nation competitive advantage. Rather, management has become the decisive factor of production.” *


			Peter F. Drucker


			 


			(*)


			Managing for the Future - The 1990’s and Beyond.


			Truman Talley Books/Dutton


			New York, 1992


		




		

			[image: img-prefacio]




			Preface to the english edition


			In the early 2000s, the CEO of one of Brazil’s largest infrastructure companies asked me to meet with him in his office. He had a serious problem on his hands. No matter what he said or did, he could not get his employees to do what he wanted them to do. He spoke about the inspirational goals he had written and shared at every companywide meeting. So then I asked if he had told his employees exactly what actions and results he expected from them. He shook his head and said no. That is precisely what management by objectives is all about.


			There was a time when leaders believed that setting goals was the key to organizational productivity and individual performance. If you wanted your company to succeed, you simply set goals and hoped your employees would achieve them. That was then. Today, setting goals is like steering a rowboat with one oar. It’s not enough to move your business forward. 


			Without a proven system for defining, cascading and measuring goals, companies are doomed to spin in circles. We all need a second oar. The Management by Objectives (MBO) process is that second oar – a common language that unites all employees behind clear expectations. 


			At The Kraft Heinz Company, our MBO program is the link between goals and results, between performance and recognition, between ownership and meritocracy. 


			Professor Falconi’s system taught us to define our expectations, so that all employees could understand what is relevant and what is not. Using specific examples, he explained how to cascade goals and expectations throughout our organization, ensuring total alignment and integration. Most importantly, he helped us strengthen the employee appraisal process with consistent and measurable Key Performance  Indicators (KPIs). 


			As a student of Professor Falconi, I am convinced that his program is the best way for results-driven organizations to win in today’s competitive business environment. Through MBO Methodology, leaders will acquire the discipline to drive results, the courage to inspire ownership and the knowledge to improve decision-making at every level of the organization. 


			Since 2013, the Management by Objectives program has united our Company, defined the language of our organization and set all of our employees on a clear and singular path toward achieving our vision, To Be The Best Food Company, Growing A Better World.


			Bernardo Hees
Chief Executive Officer
The Kraft Heinz Company
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			Author’s preface


			I am a great admirer of the work of Professor Peter Drucker, and I have included as an epigraph to this work a quotation of his, to emphasize the need for all of us to improve our managerial ability. This must start with the senior management of organizations, and then extend to everyone. The more I look into these issues, the more I am convinced that managerial ability is at the heart of human survival. We are living in exciting times. There are companies which have made wholesale changes, adapting confidently to circumstances previously unthinkable; state schools which have gone from a state of inertia and decline to set new performance records, despite the contempt in which they are held by some of our politicians; hospitals which struggle bravely on, despite the lack of resources; smallholders who have managed to double their revenue in the space of a year, etc. Professor Drucker’s observations have never seemed so apt.


			The final years of this millennium have shown that human knowledge - especially managerial knowledge – is by far the most important resource for the competitiveness of organizations. Mineral and energy resources, land, sun and water do not necessarily guarantee the wealth of nations. Japan is a good example of a country which has obtained vast wealth despite a lack of natural resources.


			The era in which companies could be managed merely by “men of good sense” seems to have come to an end. Management is becoming increasingly “scientific”, rather than “political”. The survival of organizations will only be guaranteed by achieving the goals set by the market, using method and expertise. If senior management fails to comprehend this, it is only a question of time until the company disappears.


			This book is the fruit of many years’ work. It was like trying to decipher a hieroglyph, about which even its authors remain confused. We took various courses in hoshin kanri, we observed our Japanese friends in various companies, and we practiced, practiced and then practiced some more. We consulted the entire bibliography that currently exists on the subject. With the help of friends, we obtained unpublished     reports and studies. We discussed our text with various skilled friends from around the world. I am quite open about my objective: I wanted to write the world’s best book on the subject.(2) But you can be the judge of that.


			In writing this book, I had one other serious problem. It had to be simple enough for everyone to understand and apply.


			At the same time, it had to be profound enough to provide readers with the stepping-stones to success. In this sense, I was inspired by a film about the life of an extraordinary individual: Bruce Lee, a man for whom there were no limits. Management by objectives should also be like this: a search, without limits, for new results. As in martial arts, it is necessary to acquire the requisite skills over time. So, with the help of Heloisa, I decided to present management by objectives as if it were a discipline in martial arts.


			I was also heavily influenced by the book The Machine That Changed the World, (45) which highlights the difference in total quality management in Japan compared to western countries. The authors suggest that western companies were slow to implement these methods, despite them being widely known. This must not happen anymore. This is your responsibility, reader. Follow the instructions in this book and within a few years you will be contributing more efficiently not only to the survival of your company, but also to the wellbeing of our people and humanity as a whole. There is nothing more honorable than that.


			The book I present you contains revolutionary methods and techniques, which will enable your company to enter a positive and permanent cycle of improvement. You, your company and our country need the advice contained in this book. Don’t waste time, and may God help you on your journey.


			 


			Belo Horizonte, August 2015.


			Vicente Falconi Campos


		




		

			Instructions for the use of this book


			(This is a book written for practical purposes – it is not merely conceptual).


			1) a) The first three chapters are preparatory.


			b) Chapters 4, 5 and 6 are operational.


			2) a) Chapter 4 is fundamental. The information contained in the others cannot be put into practice unless Chapter 4 has been fully mastered beforehand. 


			b) Chapter 5 does not exclude Chapter 4, but incorporates it.


			c) Chapter 6 does not exclude Chapters 4 and 5, but incorporates them.
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			 3) The appearance of the dragon before certain phrases serves to highlight their great importance.







			4) Do not try to implement Chapters 5 and 6 without having first mastered Chapter 4. Do not forget: you may have understood everything, but that understanding alone does not suffice. Everyone must learn the management method. The only criterion by which this can be measured is the correct functioning of the method in practice.
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			Managerial arts and martial arts


			Some similarities


			 


			1) Do not think dishonestly.


			2) The Way is in training.


			3) Become acquainted with every art.


			4) Know the Ways of all professions.


			5) Distinguish between gain and loss in worldly matters.


			6) Develop intuitive judgement and understanding for everything.


			7) Perceive those things which cannot be seen.


			8) Pay attention even to trifles.


			9) Do nothing which is of no use.


			 


			Miyamoto Musashi (1645)(1)


		




		

			The evolution of an individual in the art of management has much in common with evolution in martial arts.


			In martial arts, to become a good fighter, one must cultivate wisdom and spirit, acquiring knowledge and skills and mastering the different ways of the arts, one at a time.


			In one-on-one combat, one most purify body and mind so that perception and movement are pure and quick.


			In group combat, upon assuming a position of authority, one must become acquainted with the human character of one’s army, their skills and spiritual necessities, and know how to bring out their true will to fight.


			The process is represented by degrees of knowledge and fighting skills. In some types of individual martial arts, this progress is represented by “belt order”. In Japanese judo, for example, there are white, brown and black belts.


			In martial arts, the individual must master strategy, learn the techniques, one by one, and practice them in order to be able to reproduce the right skill at the right time. It is only possible to learn the techniques of one belt after having applied, in practice, the techniques associated with the previous belt.


			In this manner, developing their spirit and their equilibrium, learning and practicing the techniques, the individual may ascend in the martial arts hierarchy until they become a black belt.


			In martial arts, with a lot of dedication and hard work, one can become a black belt in around five years.


			It is not enough just to know the techniques: one has to know how to apply them, using knowledge of oneself, one’s adversary and the external conditions.


			In management, it is the same.


			This text adopts the same approach as the martial arts, so that the reader becomes a skillfull fighter. Techniques are presented gradually, so they may be consolidated with day-to-day practice.


			Your associates will progress in the order of the belts, as they acquire the ability to utilize an increasing amount of information to achieve their goals.


			Information is not power. True power resides in the ability to collect, process and disseminate information in such a way that it becomes expertise, which can be utilized to achieve goals.


			It is not enough just to acquire these abilities. Everyone must become adept at planning if the company is to achieve the goals necessary for its survival.


			The competition between companies in the global market is a life and death struggle. The company that emerges victorious will have associates who, with their preparation and enthusiasm, are able to achieve goals that their adversaries cannot.


			To be competitive is to prepare an army with this ability.


			I guarantee that if you follow the “order of the belts”, within a few years your company will be ready to do battle on the world stage.
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			The meaning of management by objectives


			

			2.1  The concept of management by objectives
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			a) When the demands of the market and the performance of competitors develop more rapidly than your    organization’s ability to improve through routine management,(2) it is necessary to introduce management by objectives to respond to these challenges.





			b) Management by objectives is an activity aimed at solving problems related to the organization’s priority issues, as shown in FIG. 2.1.
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c) In other words, “Management by objectives is a mechanism which concentrates the intellectual strength of the entire workforce, directing it towards the organization’s survival goals.” (3)


			d) Management by objectives is thus a system designed to achieve goals which cannot be achieved by daily work routine management. It aims to solve difficult and chronic problems in the organization, which persist in spite of much effort to resolve them. It also addresses important and challenging problems which arise as a consequence of the organization’s need for survival. (4)
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			e) For management by objectives to be effective, the following conditions are vital:


			•	Leadership (commitment, faith and intense participation) of senior management.


			•	Focus of the emotion, enthusiasm and expertise of all employees on the problems to be solved.





			f)  Management by objectives is a management system which drives the establishment and execution of the annual plan.


			g) The organization’s annual goals are the concrete point of departure for management by objectives.


			h) One of the basic sources of reference for the establishment of annual goals is the long-term plan (five to ten year plan).


			i)  If there is no long-term plan, one may be officially established after the adoption of management by objectives.


			j)  The annual plan consists of concrete annual goals, their respective action plans (5W 1H) and a budget to provide support to these actions and to the sufficient and priority projects required to achieve these goals.


			k) Strategic administration is composed of management by objectives and daily work routine management. (2)


			2.2  The concept of strategic planning


			a) Strategic planning consists of:


			•	The long-term plan (five to ten years) – Defines strategies (means) to realize a certain vision of the company’s future (ends). These strategies propose to produce structural changes in the business (they should consider radical measures aimed at reforming the structure of the organization, in order to ensure competitiveness in the coming years);


			•	The medium-term plan (three years) – Sets goals for the long-term plan strategies and makes financial projections which support the measures, so goals can be reached;


			•	The annual plan – Consists of the details of the first year of the long and medium-term plans, with concrete goals, including the creation of action plans and the annual budget.


			b) The strategies will be implemented over the years, and are the foundation for the long-term plan. The long-term plan is what provides the annual plan with direction and focus.




			c) Both the long and medium-term plans are revised annually and updated with new information.
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			d)  At a time like the present, when organizations are forced to make significant structural changes in order to satisfy the demands of the market, the following are very important:




			•	medium and long-term planning regarding innovation in the company structure, taking into account new technological developments in manufacturing and administration;




			•	medium and long-term planning regarding innovation in the product line, taking into account new technology and  materials.
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			e) The establishment of a strategic plan thus becomes the most important task of senior management.







			f) The objective of management by objectives is to convert strategy into reality.


			g) This text does not cover the methods and techniques necessary to establish a long-term plan.


			2.3  The management method


			a) When we talk about implementing management by objectives, we are not introducing anything new as such. The most important thing to consider is that it will be governed by the PDCA method (See Appendix A).


			b) All organizations have their objectives – if it were otherwise, their survival would be in jeopardy. PDCA operationalizes these guidelines.
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			c) In brief, PDCA stands for the following:


			P – Plan: establish objectives for all managerial levels.


			D – Do: execute sufficient and priority measures.


			C – Check: check the results and degree of progress.


			A – Act: analyze the difference between the desired results and those obtained, determine the reasons for deviations, and recommend any corrective actions to be taken (countermeasures).





			d) There are organizations that devote much time and effort to planning. They use a wide range of resources, such as matrices, diagrams, colored graphs, etc. However, if the desired results are not obtained and no corrective actions are taken, then this is not management.


			e) When a director or a manager checks the results and they realize that a goal has been missed, the person responsible for that goal should present an analysis, as will be seen in item 4.8.


			f) This analysis should not be a mere apology or explanation. Explanations do not guarantee the survival of an organization.
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			g) An appropriate analysis should, using facts and data, assess the difference between the desired result and that obtained, identify the causes for the deviation and suggest specific measures to address it.
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FIGURE 2.1 - Conceptualization of management by objectives
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