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Stretch targets: What makes
them effective?

Kenneth R. Thompson, Wayne A. Hochwarter, and Nicholas J. Mathys

Executive Overview

Stretch targets are
objectives that force
organizations to
significantly alter
their processes in a
way that often
involves a whole new
paradigm of
operations.
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The intensity of competition has increased dramatically over the past two
decades. This has led many organizations to develop specialized approaches to
support creative problem solving and generate high levels of performance. One
of these innovative approaches, stretch targets, enhances motivation,
performance, and creative decision making. Yet just stretching targets will not
guarantee success. Other changes in the work environment and organizational
culture are also needed. Stretch targets must include work environment changes
that encourage acceptance. Two factors that we call “bureaucratic immunity”
and “'structural accommodation’ encourage this acceptance. This article views
each of these concepts as essential precursors for matching reach and grasp.

Companies are finding that they must make some profound changes in the way
they do business in order to remain competitive in a global marketplace.
Computer information technology, excellent logistic systems, and rapid
technology transfer have made it possible for competitors to quickly replicate a
unique product or service. Intense global competition makes it more likely that
the consequences of not meeting the needs of customers will be fatal to the
non-responsive organization. As a result, many organizations have turned to a
total quality management (TQM) approach. TQM, as defined by Dean and
Evans, “conveys a total, company-wide effort that includes all employees,
suppliers, and customers, and that seeks continuously to improve the quality of
products and processes to meet the needs and expectations of customers.”’
Other organizations have gone beyond TQM to embrace the philosophy of “the
learning organization.” Learning organizations are those that focus on renewal
and improvement through continual introspection and assessment.?

Critical to this discussion is the impact that group-based activities have had in
turthering the contribution of TQM and learning organization projects. Initially
designed to enhance employee awareness of quality issues, work teams now
take on a central role in the daily operations of many enterprises. Most industry
observers conclude that this is a trend that will continue well into the future.
This philosophy has made it necessary to design strategies that maximize group
effectiveness. One such way is through the use of stretch targets.

Using a stretch targets approach, either as part of a TQM approach or learning
organization philosophy, is one of the newer techniques directed at improving
organizational effectiveness.® General Electric, under Jack Welch, was one of the
earlier adopters of stretch goals and may have coined the term over a decade
ago. Stretch targets are objectives that force organizations to significantly alter
their processes in a way that often involves a whole new paradigm of
operations. In fact, stretch targets are those that are considered virtually
unattainable. The purpose of stretch targets is not only to allow employees to
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With stretch targets,
the emphasis is on
reinventing how to do
the work, since the old
methods will not lead
the organization to
reach the stretched
goals.

stretch their abilities to new levels, but also to change the organization'’s
competitive position by dynamically altering its business processes.! Many
organizations have used stretch targets as part of their change strategies. These
efforts have exhibited very favorable results in a number of distinct
manufacturing and service settings.

Goal setting research seems, at least on the surface, not to support the use of
stretch targets.® Stretch targets, by their very nature, are extremely difficult.
According to Locke and others,® an individual will reject impossible-to-reach
goals. Nevertheless, many work groups have accepted stretch targets. Why are
work teams accepting these “mission impossibles?” Is there something different
with the use of stretch targets that changes what we know about setting difficult
work goals? Is there something different within the culture of the organization?
What are these differences and what are the implications to the executive who
is considering the use of stretch targets?

Two elements seem to be imperative in achieving success when using stretch
targets. We call these factors “"bureaucratic immunity” and “structural
accommodation.” This article views these concepts as central elements in
making stretch targets effective. First, examples of companies currently using
stretch targets will be presented. Next, the various components that are typically
present when organizations successfully use stretch targets will be examined.
Inherent in this analysis is a brief review of the goal-setting literature. Lastly, a
set of guidelines will be provided for executives wishing to use stretch targets.
Stretch targets can be effective, but only if they are applied in a way that will
increase the likelihood of acceptance by the work group. Without this
acceptance, it is unlikely that stretch targets will be achieved.

Using Stretch Targets: Some Examples

Since stretch targets are difficult goals, the only way to reach them in most
cases is to change employee attitudes and existing work habits to incorporate a
new paradigm of thinking.” This means more than just applying harder goals.
The whole notion is to force revolutionary change. With hard goals, the focus is
on how things were done in the past and how to do them faster and smarter in
the future. With stretch targets, the emphasis is on reinventing how to do the
work, since the old methods will not lead the organization to reach the stretched
goals. Thus, organizations and its participants learn from rather than being
bound by their experiences.® To get a better understanding of how the process
works, we reviewed four organizations that have successfully implemented
stretch targets: Motorola, CSX, 3M and Union Pacific.

A Reduction of Cycle Time at Motorola

The use of stretch goals by Motorola to reduce cycle time, the time it takes to
complete a process, is a good example of how stretch targets can lead to
creative changes. Motorola had used stretch targets to support their quality
efforts for several years. Its 1987 targets supported a ten-fold increase in quality
over a two-year period. After success with the initial goal, it set a goal of one
hundred-fold improvement in quality over four years. Motorola's first program in
reduction of cycle time was initiated in 1992. It set stretch targets to reduce cycle
time ten-fold in a five year period. The deliberate use of difficult goals was to
encourage employees to rethink and redesign the entire work process. Motorola
found that individuals could meet hard goals by just working harder and longer.
However, stretch targets forced the work team to rethink the entire process, to
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design new methods of doing traditional jobs, and to determine which processes
could be eliminated.

For example, Motorola typically took six weeks to close out its books at the end
of the year. Using teams of employees from different divisions, Motorola reduced
this time to four days.® The goal to reduce cycle time forced people to look
closely at each activity involved in closing the books. Employees made detailed
process charts, developed strategies to speed processes, decided where to cut
out unnecessary steps, and designed programs to standardize information flows.
In some cases, teams redesigned entire systems to meet the goal. Motorola has
saved over $10 million a year in the closing processes and saved both time and
money by obtaining information on operations more quickly.'°

Better Asset Utilization at CSX

CSX railroad wanted to improve its asset utilization in its Appalachian coal
fields, and stretch targets focused exclusively on obtaining a ten percent return
on assets.!! A team formed to help reach this goal found that current practices
focused on reducing direct expenses such as salaries. Coal cars were held at
the mine collection point until there were enough cars to form a single train—in
many instances, more than 160 cars. Although this practice reduced the total
cost of train crews, coal cars spent large amounts of idle time, either full or
empty. Focusing on improving the utilization of the cars, the team increased
labor costs by running more but shorter trains with as few as 78 cars. These
trains get on the road quicker, get unloaded quicker, and thus return to the
mines sooner than under previous procedures. CSX eliminated over 9,000 coal
cars, used 25 fewer locomotives, and freed over 150 million of capital that was
tied up in equipment while hauling nearly the same amount of coal. These
financial benefits were achieved only after top management allowed the
autonomous work team to collectively develop its own strategies to meet the
stretch goal and gave the team the freedom to make needed changes. The funds
that became available from the sale of the excess coal cars were used to further
improve plant and equipment, helping other parts of the railroad.

Increased Innovation at 3M

3M used stretch targets to increase the number and speed of new products
introduced to the market.}? 3M relied heavily on new product development to
maintain its sales growth which, in 1993, increased only one percent.
Twenty-five percent of sales were generated by products introduced within the
past five years. 3M's stretch target mandated that 30 percent of sales be
generated by products introduced within the last four years. Part of the change
process involved the notion of pacing. The research and development group
focused on those projects that had the best chance of meeting the ambitious
sales goal. In addition, a new paradigm of thinking accelerated the process of
new product development from product design to commercial production and
marketing. For example, a new product (Never Rust soap pads) was test
marketed in 1991. Construction of a production facility was approved in January,
1992. Construction began in March, 1992, and production started in November of
the same year. This pace was a record for 3M and established a benchmark for
other company start-ups.

Performance Improvements at Union Pacific (UP)

Union Pacific successfully applied stretch targets to improve the productivity of
its railroad operations.'® In 1987, Union Pacific (UP) quantified customer
responsiveness into 250 operational metrics. It then assessed current levels of



Thompson, Hochwarter, and Mathys

performance for each to establish baseline measures of productivity. From these
baseline metrics, UP developed specific stretch targets to improve performance
in each area. In one area, UP found that only 86 percent of its locomotive fleet
was available at any given time. Improved locomotive maintenance meant
improved locomotive availability. Every one percent increase in locomotive
availability translated into twenty-five more locomotives ready for use. More
locomotives available for use translated into a smaller size fleet needed to meet
UP’s needs. Stretch targets were applied and by 1992 there was a 93 percent
locomotive availability rate. The organization eliminated nearly 250 million
dollars in avoidable costs. Similarly, stretch targets have been applied to other
performance metrics. Today the operations department is more responsive to
customer needs and freight is handled faster.!*

Making Stretch Targets Work
To better understand why stretch targets are effective, we will first consider
what is known about effective goal setting.

Setting Targets

The relationship between goal setting and performance has been explored in a
number of significant studies over several decades.!® These studies compared
performance under three distinct conditions: 1) The absence versus the presence
of goals; 2) general goals versus specific goals; and 3) easy goals (with specific
metrics) versus hard to reach goals (with specific metrics). These reviews
explored Locke's theory of goal setting and the subsequent empirical work to
validate his predictions.'® Locke's basic premise is that an individual's
conscious intentions regulate actions. These decades of research demonstrate
that hard goals result in higher performance than easy goals, and specific hard
goals result in higher performance than no goals or generalized goals. However,
hard goals lead to higher levels of performance over easy goals only when they
have been accepted by the individual.!”

No Goals versus Goals

General goals seem to improve performance. Taylor and others demonstrated
the effectiveness of setting specific standards for performance.'® Taylor
increased performance by four hundred percent in loading coke and pig iron by
establishing clear performance objectives, providing the right tools and work
layout, training, and incentives for performance. Other studies also support the
effectiveness of goal setting.'®

A goal, sometimes called an objective, such as “to provide quality health care,”
sets forth direction. Adding a metric (a specific means for measuring progress)
makes the goal specific. “Improving the quality of health care by reducing the
level of post-operative infections to a level of one per hundred procedures by
December 31, 1996,” is an example of an objective or specific goal. Taylor's
favorable results occurred in part by moving from a no goal to a specific goal
environment.?’ But is there a performance improvement when specific rather
than general objectives are applied?

General Goals versus Specific Goals

General goals are represented by statements such as “do your best,” “work
harder,” or “improve your productivity.” In contemporary work settings, many
goals can be labeled as general goals. This research asks whether performance
improves under conditions where there are more specific directions given
regarding expected performance. Instead of just telling an employee to “improve
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quality” (a general goal), a more specific goal is applied, such as, "make parts
that are within plus or minus .0001 millimeter of product specifications.”

Research supports the notion that specific goals are more etfective than general
goals in improving performance.?! Campion and Lord’s control system model
shows how individuals develop a benchmark to judge performance.?> When the
individual has no benchmark, as in general goal situations, performance will
not be adjusted to reach a specific target.

Easy versus Hard Goals

Specific objectives that use harder-to-achieve metrics are more motivational
than easy, specific objectives, if the goal is accepted. When the goal is
perceived as too difficult, it may be rejected in lieu of personal goals that are
more attainable. When this occurs, levels of performance deteriorate, therefore a
curvilinear relationship exists between performance and goal difficulty.?® Hence,
under stretch targets, where impossible goals are set, performance should not
increase as the goal would not be accepted. Something else other than just
stretching the targets must be influencing acceptance, and performance, at
companies like Motorola, GE, and others.

Beyond Setting the Targets

Teams accepting stretch targets seem to thrive on the challenge of stretch goals.
If the effectiveness of goal setting depends on the acceptance of the goal, what
about stretch targets encourages acceptance of “impossible” goals?

Four factors seem to be present in each of the above examples. Two of these
factors are autonomy and empowerment. They relate directly to the structure of
the group. However, these alone are not enough to explain what takes place. We
believe that top management also needs to support successtul stretch teams. It
is management’s responsibility to restructure the work environment to facilitate
stretch target success. (See Exhibit 1.)

Autonomy

In each of the examples, the stretch goal was established in concert with
changes that allowed the group a high degree of control, or autonomy, over how
to reach the goal. At Motorola, the teams had the ability to significantly alter
the system. At CSX, the team had unrestricted control over the changes that
were needed to improve car utilization, which made acceptance of the targets
easier. Empirical research supports the notion that autonomy is an important
factor in improving work motivation.?*

Empowerment

In each of the four cases, the teams also were empowered. Empowerment means
that the group was given power over resources and power to propose changes
in work processes needed to reach the target. At CSX, five volunteers were
moved from corporate offices in Jacksonville, Florida to Cumberland, Maryland.
They were set up as their own profit center and empowered to do “what it
takes” to reach a ten percent return. When a dispute arose regarding the
increased cost of running shorter trains, the team decided to pay for the extra
crews in order to attain far bigger returns.?® The team had financial clout to
address the concerns that the operating division had with their proposed
changes.

The degree of control that occurs from having autonomy and being empowered
is important since it increases the willingness of teams to accept stretch
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Since stretch teams
are asked to accept
challenges that
extend beyond normal
expectations, they
need to understand
that top management
supports their efforts.

TEAM STRUCTURE

Autonomy Empowerment I

STRETCH GOALS

9

Structural Bureaucratic
Accommodation Immunity

WORK ENVIRONMENT

Exhibit 1. The Basis for Stretch Target Acceptance

targets.?® However, control alone may not be sufficient. Since stretch teams are
asked to accept challenges that extend beyond normal expectations, they need
to understand that top management supports their efforts. Management supports
the stretch team by modifying the work environment through the activities that
we call structural accommodation and bureaucratic immunity.

Structural Accommodation

Structural accommodation is the modification of organization structures,
policies, and practices to help a stretch team meet its goals. Structural
accommodation goes beyond providing information to a group; it means that the
group has unlimited access to information and the power to make changes in
organizational procedures. For example, Motorola allowed the stretch team to
change the forms used by the various divisions to ensure a more uniform
information flow. Management told the stretch team to do what needed to be
done; the team had the latitude to rethink the system and rebuild it if necessary;
management was flexible enough to significantly modify its current way of
doing things to support the activities of the group.

Structural accommodation was also evident at CSX. Besides providing financial
data so that the coal operations could be run as a profit center, management
allowed the team to increase crew budgets to enhance car utilization.
Traditional thinking held that the only way to improve productivity was to
increase the number of cars. Equipment utilization was viewed as a minor issue
in profitability. However, the stretch team was empowered to change the
organization’s operating mentality and the system accommodated a different
view that allowed the team to achieve its stretch targets.
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Bureaucratic Immunity

Bureaucratic immunity is the process whereby a stretch team is virtually
removed from the lengthy multi-level review processes that occur in many
organizations. With bureaucratic immunity, the team is held responsible only to
top management. Therefore, the team is immune from other power groups that
tend to slow or modify change to meet their own agendas. Immunity also
lessens the fear of failure and permits the team to explore creative approaches.
Not only is the team empowered to make task-related changes, it has virtual
carte blanche to make widespread system changes as well. Top management
has little tolerance of other groups in the organization that want to defer or slow
the change process.

At Motorola, for example, the words “if it looks feasible” or “if we can get
groups to agree, we will make the change” were never spoken. The stretch
target of reducing the time it took to close the books was clear and factions
impeding the team'’s progress faced an uphill battle.

At 3M, the focus was on improving innovations and there was little patience for
a lengthy debate over basic versus applied research. Again, the target was
clear and behaviors had to conform to help reach the target. Similarly, the CSX
team got quick approval to reduce the fleet of coal cars without second-guessing
by the layers of bureaucratic approvals common in most organizations.

Creating a Climate for Successful Use of Stretch Targets

Successful use of stretch targets takes planning. Leaders need to ensure team
acceptance and enhance the probability that the team’s efforts will be
successiul. There seem to be four steps that, if followed, will lead to the desired
outcomes. (See Exhibit 2.)

Establish a Clear Set of Stretch Targets

The leader must ensure that the team perceives the goal as one that can be
attained and that can be influenced by the team. A clear goal requires a very
specific metric that indicates where the team should be, and suggests ways to
get there. Motorolqg, for example, had a clear metric: having the books closed in

Stretch Targets

Develop Cuiture of Continuous

Step 4 Support and Encouragement

Structural Accommodation

Step 3 |Modify Work Environment: & Bureaucratic Immunity

Step 2| Structure the team: Autonomy and Empowerment

Step 1| Establish measurable stretch target responsive to team’s efforts

Exhibit 2. Steps Needed to Support Successtul Use of Stretc Targets
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one day by the close of the financial records in 1999. Well-defined metrics
provide a clear and focused direction and time frame—essential ingredients
when using stretch targets successfully.

Targets must be under the control of the team. For example, setting sales quotas
is one form of target setting. But only some of the factors affecting sales targets
are under the control of the sales representative. These factors include the
number of cold calls, the frequency of contacts with existing accounts, accuracy
in taking the order, and response time to customer queries. The team would be
more willing to accept these personal effort-related targets rather than be at the
mercy of relative demand for the product, competitor pricing, or the quality of
product that is being sold.

Structure the Team for Success
Structuring a stretch team so that it can make decisions on its own requires
creating an autonomous team environment and empowering the team.

Autonomy can be reflected in how the targets are written. If the targets are
structured toward outcomes not means, the team is able to be more creative in
finding the best solution to reach the target. However, if the target is so
confining and structured that little latitude is left the group, much of the
excitement of achieving the stretch target will be lost. Setting stretch targets
towards reducing scrap loss by fifty percent (a means target) will be much more
restrictive than increasing profitability by twenty-five percent (an outcome
target) Motorola's desire to close the books in 24 hours, for example, was a
specific outcome target that allowed discretion.

A lack of empowerment leads either to non-acceptance of the stretch target or to
failure. For example, if 3M's stretch team had no control over what new product
proposals would be funded, there would be little incentive for the team to
accept the stretch target.

While empowerment and autonomous work groups have been central to the
total quality approach and the use of stretch goals, there seems to be an
entirely different level of support that top management must exhibit to make
stretch goals work. This level of support concerns restructuring the operating
environment.

Modify the Environment to Support the Team'’s Effort

Major changes in the work environment symbolize that the team has the
blessings of management, is an extension of management, and has the
approval of the organization’s top leadership to make requisite changes.
Structural accommodation provides ready access to any information of value to
the stretch team. At CSX, information on how much one car was used on a
weekly basis was critical to the development of an equipment schedule from the
mine to unloading facility. In addition, data was necessary regarding the time
to load and unload the train and the time for the equipment to get over the road.

Structural accommodation also means obtaining the necessary information
when it is needed. A recent study of almost 300 North American manufacturing
organizations found that firms identifying themselves as world class applied
advanced technology and communicated organizational knowledge more
rapidly than did non-world class firms.?”” To pursue improving engine

)



Academy of Management Executive

Stretch teams are
revolutionaries, thus
there is an excellent
chance that strong
resistance will occur.
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availability rates at Union Pacific, the team needed information regarding the
current rate, (i.e., the baseline measures). In changing preventive maintenance
procedures for diesel engines, the team also required rapid feedback on the
success of implementing new maintenance schedules. In addition, they needed
measures that were sensitive to changes in engine availability rates. Therefore,
not only does the team need quick feedback on their progress in reaching the
stretch target, they also need data on the success of the interventions attempted.

Structural accommodation may also take the form of revising work procedures
in order to meet the needs of the stretch team. For example, it would have been
impossible for Motorola's stretch team to meet its target without the ability to
have the system adapt to changes in reporting formats. In essence, this ensured
consistency among the multitude of divisions and facilities worldwide. This was
true at 3M as well, where major system-wide changes were made so that
innovations would reach the marketplace faster.

Bureaucratic immunity allows the team to experiment with creative
problem-solving. Different approaches are often needed to alter past ways of
thinking. Some may work and some may not. The organizational culture needs
to encourage risk taking and allow for experimentation while providing
information in a timely fashion. One of the important variables reinforced in the
culture at Motorola was the necessity of change. "Safefailing” encouraged
employees to try new ideas and work toward constant improvement in processes
and products.?® Employees need to realize that their ideas are important and
encouraged. Experiments, even if they do not work out, are acceptable. The
learning is what matters.

Time also is important when making changes to achieve stretch targets. If the
team must spend weeks, or even months, trying to get approvals from a
multitude of sources, the team’s progress will stall. Other approving units may
also compromise the integrity of the change process, further frustrate the target
team’s efforts, and lower their morale.

This does mean that other groups lose their power or that change leads to
intergroup conlflict.”® Other groups should have input in the process, reducing
roadblocks and land mines that may scuttle the stretch team’s efforts. Stretch
teams are revolutionaries, thus there is an excellent chance that strong
resistance will occur. But lengthy debates over the merits of change will only
jeopardize the targets.

Team with too much power and autonomy can be potentially troublesome, and
it is imperative that there be close monitoring and coaching from management
to safeguard other working relationships. This will ensure the team balances its
powers with the goals of the organization and its sub-units. At CSX, for
example, an increase in labor costs resulted from the increase in the number of
trains. A unit evaluated on labor costs needed allowances for the adverse effect
that those cost increases had on their performance.

Developing a Culture of Continuous Support and Encouragement

Since a critical examination of thoughts and habits is at the heart of stretch
targets, radical changes often result. With change comes the likelihood that
some parties gain while others lose power or resources. As a result, there is
potential for conflict in many areas. People feel threatened. At a minimum,
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training in conflict resolution approaches is needed.*® With proper training,
conflict can be channeled toward building positive relationships and
understanding. Of greater importance, however, is the role of the leader in
developing organizational cultures that focus on the positive aspects of conflict
and restructuring efforts that are likely to result from using stretch targets.®

Tully®? found that management is more successful in creating a stretch target
environment by: setting a clear, convincing, long-term corporate goal;
translating the goal into one or two specific stretch targets; using benchmarking
to prove that the goal is not impossible, enlisting employees to support striving
for the goal; and getting out of the way and letting the team find ways to meet
the targets.

Steven Kerr, the chief learning officer at General Electric, suggested that leaders
focus on the creativity needed to find new solutions to business problems that
may be necessary for competitive survival.*® Motorola’s success in using stretch
targets to improve the time it took to close the books was due, in part, to the
support of top management to clear roadblocks and resolve conflicts.® It is not
enough to assign the stretch targets. The leader must also encourage, facilitate,
and show that he or she cares about the work of the team and about the
development of team members.*® Similarly, the stretch target team leaders must
provide feedback to team members on performance.®®

Leaders must decide what to reinforce. Is the goal to reach the targets or to
change the way of doing things? Is effort important or are performance results
the main focus? If the team is rewarded for effort or partial success, does the
integrity of the approach suffer? Will future teams believe that reaching the
stretch target is not important for success? If the goal is to move the
organization toward finding a new operational paradigm, then teams should be
rewarded for making significant changes in how the organization conducts
business. If the team gets bogged down in confilict and a reluctant bureaucracy,
should it be penalized because top leadership did not clear enough of the
roadblocks? How does one determine if top management or the team was at
fault? Reinforcing only effort and not tangible results might reduce the team'’s
efforts to strive for the target. On the other hand, if the team is under-rewarded,
there may be a loss of motivation the next time stretch targets are proposed.

The Targets are only Part of the Approach

In the cases reviewed, the stretch target approach served as a very effective
change technique, producing fundamental changes in the structure of the team
and in the work environment. Teams experienced increased autonomy and
empowerment. Changes to the work environment occurred to a greater degree
than in normal work assignments. These increased levels of management
support for the team took the form of structural accommodation and
bureaucratic immunity. These changes in the work environment signal
leadership support of stretch targets, and may be a prerequisite condition for
the team to accept stretch targets. The leader who advocates stretch targets,
therefore, must restructure the environment to include those elements that
improve the chances of stretch target acceptance. In addition, the leader should
provide encouragement to support the team'’s efforts and monitor performance,
intervening if necessary when conflict arises. Finally, in the long term, leaders
are responsible for developing organizational cultures that support and
encourage such transformational processes as the stretch target approach. A full
consideration must be made to ensure that the tools and climate are present to
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make change possible and increase the chances that the substantive changes to

improve the organization will occur.
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