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SETTING TARGETS

The target setting process is a critical part of the performance
management cycle. The quality of the end results that the system
will produce depend directly on the quality of targets that are set
at the beginning of the cycle. In other words, the better the
quality of the target setting, the better the quality of the whole
performance management system. On the other hand, failure to
set quality targets can easily lead to failure in of the system
overall. Simply, as in any other cycle each phase depends on the
previous ones, so if the first phase has been completed badly,
then the other phases will encounter problems as a result to this.
In that direction, in order to have an effective performance man-
agement it is very important to pay attention to the process of
setting the targets.

The targets are the base for the performance reviews. Managers
are using them to evaluate employees’ performance based on
the achievement of those targets. If the targets have been set
wrongly it may lead to disproportion between employees’
achievements and the results. In certain cases, this may lead to
disproportion between their individual achievements (as com-
parison to the set targets) and the organizational results (as
comparison to the annual goals and strategy). Then if the mea-
surement methods and tools have not been defined correctly,
problems with the monitoring, measuring and evaluating of the
target achievement might occur. And eventually, if the target
setting process is not coordinated properly, the system may end

up with a number of opposing targets. There can also be other
examples of the negative effects of poor target setting.

FINISH THE TARGET SETTING AS EARLY AS POSSIBLE

In order the performance management system to effectively
serve as a tool for steering and driving employees’ performance
and support the achievement of the organizational targets, in-
stead of just exist as a tool for estimation of the bonus payments,
then the first step would be to finish the target setting process
as early as possible. The ideal time would be early Q1 of the
respective business year. This, in the first place, will enable
enough time to run the full cycle in a proper way and allow
employees to plan and align their work in order to achieve the
targets. The managers will have a longer period to monitor their
performance and intervene where necessary, but also to give
feedback and develop employees. Eventually, the performance
reviews will matter more, as the employees and managers had
(almost) the full year to accomplish their roles within the system.

Setting targets later than Q1 will cause problems to parts of the
cycle and will have negative effect on the quality of the system
output. For example, the time for monitoring, measuring and
adjusting the targets can be very short and it would be difficult
to control and influence the performance. This may turn the
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performance management system into a bonus payout tool be-
cause it will only serve for evaluation of the employees’ perfor-
mance, but not for managing of their performance. Another
negative example can be in cases where managers receive the
first results before the end of the target setting period, foresee
the end results, and adjust the targets so that they met or over-
achieve them. This will result with target achievement of 100% or
more which might not necessarily correlate to the overall organi-
zational performance.

However, this task is easier said than done since there are other
steps in the process before target setting can take place. In that
sense, prior to go into target setting, the evaluation of the tar-
gets of the previous year, i.e. the previous evaluation period,
needs to be completed. Then, as a second step, the organization-
al targets for the respective year need to be set. Only then, as a
third step, the cascading of the organizational targets to the
lower levels of management and employees can start.

To ensure all this happens on time there must be a detailed
process plan in place containing the crucial dates for evaluation,
reviews, target setting etc. Besides the deadlines, the process
plan should include all the necessary activities, responsible peo-
ple and communication.

SUPPORT THE ORGANIZATIONAL GOALS WITH PROPER CAS-
CADING TO LOWER LEVELS

As a structured process, target setting starts with setting the
organizational targets, which then should be properly cascaded
to the management (from top to line) and employees (if applica-
ble). In that respect, when the top management get their own
targets they have to cascade the targets to the management
level below them, and they to the one below them all the way to
employee level.

When cascading the targets managers should not go with setting
the same exact targets to their direct reports. They need to set
targets that will support the execution of their own targets, but
that are also closely connected to the scope of the job of the
respective direct report. When done correctly, then the
achievement of the lower level targets will directly or indirectly
support the execution of the manager’s targets.

TARGETS ALIGNMENT

The next thing in the process would be to align the targets of
different functional areas and departments within the organiza-
tion to ensure mutual support and to prevent opposing, i.e.
conflicting targets. A proper way to do this is by a mutual meet-
ing or workshop of the top manager where they revise the main
functional / departmental targets. These meetings would be a
good opportunity to align, suggest changes and challenge in
order to set targets that will support the organizational success.
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SETTING CROSS-FUNCTIONAL AND FOCUS TARGETS

Besides cascading the organizational targets down to employee
level another good way to support company performance is by
setting cross-functional and focus targets. The top management
can decide to set one or more cross-functional targets that will
demand alignment, coordination and cooperation between the
respective functional areas in order those targets to be met. If
there is a need to focus on a certain important project or organi-
zational priority, a way to focus the organization around it is to
set a special target for that priority.

CASCADING COMPANY TARGETS
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SETTING TARGETS THE SMART WAY

SMART is an acronym of the criteria that should be followed
when setting the targets:

S – Specific - the target should be as specific as possible. Manag-
ers should focus on setting specific targets with clear expecta-
tions and avoid setting general targets / goals

M – Measurable - the targets should be easy to track, monitor
and measure so that they can be properly evaluated at the end of
the review period

A – Achievable - the targets should be realistic and attainable.
Although it is always recommendable to set stretched targets
that will motivate the employees to give a bit more effort, at the
end, the targets should be achievable. It makes no sense to set
targets that cannot be met, since that will demoralize the em-
ployees from the very beginning

R – Relevant - targets should be relevant to some part of the
business and support the achievement of the organizational
goals and/ or other higher rank goals. Furthermore, the targets
should be relevant to the job scope of the respective employee

T – Time-Bound - the goals should have a certain target date or a
time-frame in which they need to be achieved
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SMART TARGETS
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DEFINING MEASUREMENT METHODS AND TOOLS

The measurement methods and tools need to be defined within
the target setting process in order to make sure that the target
can be monitored and measured in a proper way. The process
should go as follows:

1. Defining the goal
2. Setting the target for the goal
3. Defining measuring methods and tools

Targets that are not measurable or the measurement cannot be
confirmed with accuracy should not be set at all. It makes no
sense to set a target that cannot be measured. Eventually, it is
not recommended to set targets that are difficult to measure,
require a lot of administration, time and effort.

NUMBER OF TARGETS AND TARGET COMPLEXITY

There should be a rule for the number of targets being set to
each individual in order to avoid individual target lists with big
differences in the number of targets. This rule should rather go
with a range than a strict number. A proposed range would be
between 3 to 6 targets so that each individual can have enough
targets so that their performance can be evaluated properly, but
also not too many targets, so that their accomplishment makes
sense.
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Speaking of target complexity, following what has been said
before, setting targets that are too big and complex (containing
too many elements or difficult to calculate) should be avoided.
Targets should be simple, specific and easy to understand so that
the ones that have them in their list can know what exactly they
need to do.

SETTING SOFT TARGETS

The text, so far, referred to the so called hard targets, i.e. targets
that are specific and easy to measure. However, as part of the
individual target lists there may be a need to set soft targets, as
well. Examples of soft targets can be quality of work, innovation,
organizational culture principles, behaviors or organizational val-
ues. The targets for these goals are usually given as behavioral
descriptions so that the actual behavior can be compared to the
description. However, these targets are not easy to measure and
are reliant to the subjective decision and evaluation of the man-
ager endangering objectivity as one of the prerequisites for an
effective performance management system.

QUESTIONS TO COVER WHEN SETTING TARGETS

No matter what kind of a performance management system is in
place, and how exactly the target setting process goes, there is

a simple way to check the quality of targets by answering the
following questions:

1. Does the target support a higher target?
2. If not, does it serve another purpose? Does it have any

other meaning?
3. Will it help you drive performance?
4. Is the target aligned to the other targets? Are there any

opposing or conflicting targets to this target?
5. Is the target clearly defined? Can stakeholders understand

what it is about?
6. Is it specific and simple enough?
7. Is it measurable? Can you monitor and follow it? How

much effort does this require?
8. Is it achievable? Is it too high or too low?
9. Is it relevant to the job of the respective

individual?
10. Does it have a time frame?

The answers to these questions should give us
a sense if the targets are properly set or not.
Furthermore, the answers to these questions
will tell what exactly is wrong with the
target making it easy to fix it in a proper
way.
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MEASURING AND MONITORING
PERFORMANCE
Performance monitoring and measurement is the longest phase
in the performance management cycle. Throughout this phase
managers should constantly monitor employees’ performance in
order to be able to keep it on the right track. The purpose of the
phase is to measure and evaluate the results, but even more
important, to control the overall performance from target set-
ting to end review. This, gives the true meaning to the system,
for it should not be a system for evaluation of performance, but
a system that will help us manage the performance. Failing to do
so, will turn the system into a useless tool that will be used only
to evaluate the end result without being able to influence it.

Besides this, free to say, main reason, there are several other
reasons why we need to measure performance throughout the
year. Let’s see some of them divided from organizational
and personal point of view.

Organizational point of view:

● The whole system, including the monitoring and
measurement process, is designed to support
the organizational strategy and the
accomplishment of the organizational goals

● Failing to monitor and measure the performance will
make it difficult to forecast the achievement of the
organizational strategy

● Performance monitoring and measurement gives
important inputs for any further development and
adjustment of the strategy as well as for the targets of
the years to follow

Personal perspective:

● Measuring performance gives information on employees’
achievement and progress, i.e. how good job they are
doing

● The above enables to make a difference between
successful and unsuccessful execution, outstanding
performance and underachievement

● Lacking to make difference between outstanding
performance and underachievement the organization will
not be able to recognize and reward overachievement in
the correct way, nor correct underachievement
●The above can lead to rewarding and recognizing the
wrong people and failing to reward the right ones. This
can ultimately lead to dissatisfaction, disengagement and
demotivation of employees
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● By failing to measure performance, managers will not be
able to see what are the areas that need improvement
and thus steer and drive the performance of their teams

SETTING THE MONITORING AND MEASUREMENT PLAN

Performance management starts together with the target set-
ting process. At the same time when the KPIs (Key Performance
Indicators) and the targets are set, the measurement methods
and tools should be defined as well. By setting the measurement
methods and tools at the same time with the target setting, will
allow to see if the targets can be measured and tracked or not,
or if it is difficult or easy to measure and track them. Eventually,
that will give a precise picture of the efforts needed to measure
and monitor the target achievement. As a rule, targets that can-
not be measured, or are difficult to measure and monitor, should
not be set.

What is monitoring?

Performance monitoring is systematical gathering and analysis
of information in parallel with the accomplishment of the task or

job. In other words, it means that as the work is being done,
someone should have the task to gather information and make
the necessary analysis that will create a precise picture of the
actual performance and set basis for the necessary decisions
that will need to be made.

The first thing to do in order to be able to monitor the perfor-
mance is to ensure clarity of the KPIs and the targets. Then the
monitoring and measurement methods and tools need to be
defined. After the tools and methods are defined, the next step
is to foresee the necessary resources, as well as people that will
be assigned to monitor the performance.

The end goal of the performance monitoring is to help improve
efficiency and effectiveness of the performance by constantly
keeping track of the actual performance.

Planning the monitoring and measurement

As said above, the monitoring and measurement plan should be
set at the very beginning of the cycle, i.e. together with the
target setting, and should comprise the following:
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1. Defining the KPIs – KPIs are measurable, traceable and
visible signs / indicators that something has been achieved
or not. They are an important part of any performance
management system because they are what actually is
being monitored and measured. In order to be measured
the KPIs are set at the beginning of the process, i.e. during
the target setting so that assigned employees can immedi-
ately start with gathering information. A simple guidance
on how to set KPIs is to see if they justify the term Key
Performance Indicator. This means that it should be a key
contributor to the success of the goal. The contributors
are key only when they make significant impact on the
goal. The indicator should be a performance measure that
can be measured, quantified, adjusted and controlled. The
measure must be controllable in order to be able to adjust
and improve the performance if needed. And finally, it
should be an indicator, a pointer of what we have defined
to be successful accomplishment of the specific goal.
Some examples of KPIs are revenue ($), income ($), market
share (%), number of new products on market (number),
customer churn (%), employee fluctuation (%), employee
satisfaction (index) etc.

2. Defining monitoring, measurement and evaluation meth-
ods and tools – The next step after the definition of the
KPIs would be to define the methods, measures and tools
for gathering the necessary information for the analysis.
They will directly depend on the nature of the goal and the

KPI. For example, information can be gathered from activ-
ities reports, meeting notes, financial reports, or by sur-
veys, interviews etc.

3. Defining the activities plan – After the methods and tools
are defined, the next step in the process is to define the
activities plan and monitoring schedule. Again, it will de-
pend on the nature of the goal and the KPI how often we
will need to gather information and make analysis. The
achievement of certain goals may be measured monthly or
quarterly, while other goals may require daily measuring
and monitoring.

4. Defining resources - After the methods and tools have
been defined and the activities plan has been set, the next
thing to do is to foresee the necessary resources to per-
form the monitoring and measurement. This includes ma-
terial, financial resources and people.
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PLANNING THE MONITORING AND
MEASUREMENT

5. Assigning people – The last step is to assign people who
will do the measurement and monitoring.

ELEMENTS OF MONITORING

The monitoring and measurement process is consisted of the
following elements:

1. Setting KPIs
2. Setting up monitoring and measurement systems

THE ELEMENTS OF MONITORING
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ALIGNING ORGANIZATIONAL AND
INDIVIDUAL PERFORMANCE
One of the negative outcomes of a performance management
system that has not been set and run in the proper way is the
situation where the achievement of the organizational targets is
in disproportion with the average achievement of the employees’
individual targets. No matter if the organization did great and
the average of employees’ achievement is lower or vice
versa, it is clear that something went wrong throughout
the process and it can have negative effects either on
the organization, or the employees, or in certain cases
both.

There are two ways to establish a healthy correlation between
the organizational and employees’ performance. The best
way to do it is to set up a proper performance management
system and target setting process. The second one, if the
first fails, is to use different control or adjustment measures.
However, though fixing part of the problem, this is not a
popular measure and can often have negative effects in
terms of employee disengagement etc.

PROPER PERFORMANCE MANAGEMENT AND TARGET
SETTING

As said above, the best way to ensure healthy correlation and
alignment is to set up a proper performance management system

and target setting process. The system should be designed in a
way to drive employee performance towards achievement of the

organizational goals. The system and the management should
ensure proper cascading of the organizational targets all the

way down to the lowest level of managers and
employees. This means that if not all, then most of

the targets should support a higher target so
when an employee or manager achieve their own

targets they directly support the achievement of
the targets of the level above them.

The next thing connected to the target setting
is setting the right target value. Targets
should be set in a way that employees can
achieve them on 100% with standard and

slightly above standard performance. It should be
challenging in order to provoke the employee to do a bit
more, but it should also be achievable. Setting targets that

the employees cannot achieve won't make them work more.
The opposite, it will cause a counter effect and they might give

up on catching the target from the very beginning or
somewhere in the middle of the achievement. Eventually,
managers should avoid setting easy targets which the

employees can achieve with below standard performance.
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Then, the next important thing is to set targets that support a
higher target. For example, if the target of a Production Unit with
10 employees is to produce 100 pieces of a certain product per
day then each of the employees should get a personal target of
10 pieces per day. That would be the easy math. However, what
if the employees are capable to produce only 7 pieces per day
even when doing a bit more than their standard performance?
Setting personal targets at 10 will not make them produce 10
pieces per day. Maybe with an extra effort they will make 8 pieces.
Some of them might produce even 9, but no one will meet the
target of 10 pieces per day. The end result will be that the Unit
won't meet the overall target and the employees will be evaluated
poorly which might lead to disengagement and demotivation.
What can be done in this situation is to add more workers in the
Unit, to change the production process or technology in order to
produce more pieces, or to challenge the Unit target.

If this has not be done properly and the performance
management system us connected to a bonus system, then there
are other, rather unpopular, measures that can be used.

ADJUSTMENT OF EVALUATIONS

Evaluations can be adjusted by setting a forced distribution
scheme that managers should follow. For instance, if we split the
performance in 3 groups – poor, standard and exceptional, the
company might set a rule how many employees per Unit,

Department or overall should be in each category, e.g. 10% of the
employees should be evaluated as poor performers, 80% as
standard performers and another 10% as exceptional performers.
These percentages can vary from example to example and can
follow a standard, or a non-standard Gauss Curve or another
scheme that the company considers appropriate. The
performance may be split in more than 3 categories in order to
make difference between poor and unacceptable performance,
or between exceptional and fantastic etc.

ADJUSTED AVERAGE PERFORMANCE

Another way to adjust employees’ evaluations to the
organizational performance is to set an average evaluation
percentage (if the targets are measured in percentages) on Unit,
Department or Company level. For example, if the organizational
targets have been evaluated with 90% achievement than the
average performance evaluation of the employees can be set
around that value (let’s say 95% or 100%). This means that
compared to the forced distribution the managers are free to
evaluate the employees as they want as long as the average
evaluation of the employees in their Unit or Department meets
the set average. This gives more flexibility to the managers, but
also opens the possibility that the manager does not make any
real difference between the different performances of the
employees.
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CAP / MAXIMUM EVALUATION

Cap on the maximum evaluation that an employee can get in a
certain year can be set. For example, if the company performance
of the respective year is only on 80% then the company
management might decide that no one may be evaluated above
120%.

ADJUSTED BONUS PAYMENT

In this case when the organization does not influence the
performance evaluation and leave it untouched. Managers
perform the evaluation without frames or restrictions. What the
organization can do in this situation is adjust the amount of bonus
payment to the company performance. The company might do
the adjustment taking into the consideration the overall company
performance or just the achievement of the financial targets.
How exactly this will be performed depends on how the bonus
system is set. The organization may adjust the total bonus
budget, use an adjustment coefficient (positive or negative), or
simply multiply the bonus amount to the percentage of
achievement of company targets.
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