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Management, Strategy, 
Processes and 

Petroleum
  John Roberts is a professor of strategy 

and management at Stanford University 
and the author of a popular book, The 
Modern Firm: Organizational Design for 
Performance and Growth (Oxford 
University Press, 2004). I discussed the 
book on BPTrends when it first came out 
and, at that time, I remarked on the fact 
that the book only had one reference to 
process in the index—and that referred to 
process control. I didn’t find this unusual 
since, most business schools do not, in 
general, have a process orientation. 

In spite of the above, however, The 
Modern Firm is a good book with lots of 
interesting information about how 
companies approach strategy and 
organizational design. Recently, I found 
myself reading it while researching a 
strategy question. As I read it, I became 
focused on a case study describing how 
British Petroleum (BP) made strategic and 
organizational changes to improve the 
performance of the firm. It’s a great case 
study, from my perspective, because it 
has so much to say about the importance 
of business processes, and I decided to 
share it with readers, while putting my 
own spin on Roberts' explanation. 

The case occurs in a chapter on 
Organizing for Performance. From 
Roberts’ perspective, it’s a matter of 
developing an efficient reporting structure 
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and disaggregating overly complex 
organizational designs. The chapter 
focuses on British Petroleum (BP), a 
major oil and gas company. In the early 
1990’s BP was in trouble, and the 
financial crisis of 1992 nearly resulted in 
bankruptcy. By the early 2000’s the firm 
recorded some of the highest profits ever 
reported by any firm in history. The 
question that Roberts asks is how BP 
managed the transition. 

The transition began in 1989 when BP 
hired Robert Horton as CEO. When Horton 
was hired, BP’s corporate headquarters 
was a 32 story building filled with staff 
people. The company’s performance was 
declining and the company was heavily in 
debt. Horton’s initial days were focused 
on meetings with some 86 different 
executive committees. 

Horton’s first decision was to focus on the 
organization’s core business and to sell 
businesses that didn’t support that focus. 
As a result of several executive meetings, 
he decided that BP was comprised of 
three "business streams." (I would have 
called them processes, but more on that 
later.) The three streams were: 

●     Upstream Oil and Gas Exploration 
and Production

●     Downstream Petro Refining and 
Marketing

●     Downstream Petrochemical 
Products

The Upstream process fed both of the two 
Downstream processes. Horton concluded 
that there was no special value generated 
by internal transactions among the three 
streams and that they could be decoupled 
and run independently. Put a different 
way, BP’s Upstream unit could sell to any 
of several Refining companies and BP’s 
Downstream Petro Refining and Marketing 
unit could buy oil and gas from any of 
several production companies. In all 

http://www.leonardo.com.au/EDU-BPM_Training.html
http://www.torquemanagement.com/asp/Business_Process_Management_(BPM)_Education-ObjectID-1061-recordid-32-z-children.htm


cases, the only important consideration 
was getting the best price. 

Once Horton reached this conclusion, he 
changed the management structure and 
appointed individuals to head each of the 
three "streams" and then proceeded to 
assign responsibilities to the three stream 
managers while simultaneously 
eliminating jobs at the corporate 
headquarters. (In effect, Horton had 
identified three value chains and had 
created a business process manager for 
each chain.) At the same time, Horton 
began to sell the business units that were 
not part of one of the three core streams 
he had identified. From 1992 to 1995 BP 
went from 97,000 employees to about 
50,000, and the staff at BP’s 
headquarters was reduced by 80%. 

In 1992 BP had a loss of $811 million and 
by 1994 BP had a profit of $2.4 billion. 
During the same period BP’s debt fell by 
$4 billion. 

In 1992, after starting the transition to an 
organization structure based on the three 
core streams, Horton was replaced by 
David Simon, who proceeded along the 
same lines that Horton had defined. 

During this period, the biggest changes 
were occurring within the Upstream unit, 
headed by John Browne (who was to 
become CEO in 1995). Browne began by 
asking the question, what is the BP 
Upstream good at? The Upstream team 
concluded that it was good at exploiting 
large hydro-carbon deposits that required 
sophisticated technology and heavy 
capitalization. Other competitors could 
exploit smaller deposits more efficiently, 
but BP could manage high risk projects 
better than its competitors. This strategy 
led BP to focus on areas like the North 
Sea, the North Slope of Alaska, and 
Russia. 



Browne organized the Upstream unit (BPX 
for BP exploration) into Regional 
Operating Companies (ROCs), each 
consisting of a specific field, or a closely 
related group of fields, and assigned 
independent managers for each of the 
ROCs. He also significantly increased the 
responsibilities of each ROC manager. 

In the past, BP had focused on 
aggregated performance numbers. 
Browne switched to reporting 
performance data for each ROC so that 
the performance of each ROC could be 
compared. Henceforth, each ROC head 
negotiated directly with BPX for his or her 
budget. At the same time, Browne tied 
not only executive compensation, but all 
employee incentives, to the performance 
of their individual ROCs. (Put a little 
differently, Browne broke an abstract 
"value chain" into several concrete 
instances of a generic value chain and 
then assigned process managers for each 
specific value chain. And he made 
compensation dependent on the 
performance of the specific value chain.) 

As time passed, the ROCs began to 
complain that some of the comparisons 
were unfair. At the same time, Browne 
and the ROC managers realized that even 
as they were becoming more efficient, 
they were failing to share knowledge and 
insights among the various ROCs. At this 
point, Browne and his team classified the 
various ROC’s according to where they 
were in the BPX lifecycle. All ROCs were 
divided into one of four groups: 

●     Exploration Rights Being Developed
●     Assets Being Brought into 

Production
●     Full Plateau Production
●     Fields in Decline and Ending 

Production

ROCs in the same lifecycle group were 
termed "peer groups" and were compared 



during evaluations. They were also 
encouraged to share information. (In 
essence, BPX realized that there were 
subprocesses within the overall value 
chains that were, in fact, common 
processes, and that they should use the 
best practices achieved by any one 
instance of a common process to improve 
all of the similar processes.) 

Roberts believes that Browne’s 
innovations were directly tied to BP’s 
increased success, and after Browne 
become CEO of BP in 1995, his approach 
was applied across the entire company. 

Roberts believes that BP’s successes are 
due to strategic focus and better 
organizational design. Obviously, how the 
reader understands the example will 
depend on how he or she understands 
Business Process Management (BPM). I 
believe that BPM is, in essence, a 
management philosophy, and that it 
involves doing everything possible to 
improve the performance of the 
organization. Thus, I believe those 
involved in BPM are as much concerned 
with customers, employees, strategy and 
the management of the organization as 
they are with workflow or the automation 
of activities. 

I normally recommend that every 
organization begin by creating a strategy 
that defines their core strengths. I then 
recommend that they move on to creating 
a business process architecture, as 
Horton and Browne did, to define how 
their processes support their strategy. 
Then, I recommend that managers be 
assigned the responsibility for managing 
the processes, whether they are called 
processes, streams, business units, value 
chains, or whatever, and that their 
compensation be tied to results. I think 
it’s really important to do as Browne did 
and set process incentives, not just for 
senior managers, but for all employees, 



to assure that everyone understands 
exactly what they do to generate value 
for the firm and that they are rewarded 
on the basis of how well they do it. 

Finally, I believe that modern 
organizations must also work to identify 
common processes and use that 
information to assure that best practices 
are used for all similar work. Although 
Roberts didn’t mention it, common 
processes tend to use similar software 
and one key to efficiency is to assure that 
the same software modules are used for 
common processes. The alternative is a 
proliferation of ERP modules, each 
supporting a similar process, but each 
tailored in a slightly different 
way—creating a maintenance nightmare. 

John Roberts terms the BP case study a 
triumph of strategic focus and 
organizational redesign. I call it improved 
process management. Perhaps what you 
call it doesn’t ultimately make much 
difference. But how you explain it does. 
Roberts assumes that BP was improved 
because great managers arrived at 
uniquely insightful solutions. I would not 
want to disregard the important role of 
great managers, but I believe that, 
overall, what the managers did was more 
predictable than that. BP evolved into a 
more mature process-focused 
organization, and its executives did 
exactly what Business Process 
Management gurus like Hammer, 
Rummler, Spanyi, and Burlton have 
consistently recommended. Define 
processes top down. Assign process 
managers and make them responsible for 
results. Measure process results; don’t 
just focus on arbitrary departmental 
results. Align measures and strategic 
goals. Eliminate or outsource non-core 
(non-value adding) processes. Focus 
employees on their roles and 
responsibilities in creating value, and 
reward them for results. Identify and 
standardize common processes 



throughout the organization. 

Processes describe how value is created. 
Smart executives naturally tend to focus 
on processes because they are concerned 
with results. BPM merely captures these 
insights and provides a structured 
approach. 

Till next time, 

Paul Harmon 
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