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Centralizing Control in the 
Decentralized Company

  As companies open new offices and plants to 
establish a global presence, merge to form more 
complex organizations, and outsource processes to 
improve efficiency, we increasingly find ourselves 
living in the world of the decentralized company. 

Indeed, some have proposed that the company of 
the future will increasingly look like the companies 
formed in the movie industry where an idea is sold 
to a producer who then hires others to script, cast, 
design, score, direct and produce the film. The work 
is carefully scheduled with all of the individuals who 
are, in effect, independent consultants, and the 
movie is produced, promoted and released. 
Meanwhile the various participants go their separate 
ways and only the lawyers and accountants remain 
to collect and distribute royalties from the sale of the 
movie. Some management guru's refer to this as the 
era of the virtual company. 

For most of us, it will be awhile before we work for a 
company quite as ephemeral as those that create 
independent films. But, most of us already work for 
companies that are increasingly decentralized and 
it's a rare company that isn't struggling with 
decisions about what processes can be done more 
effectively by outsourcing. I spoke last month, for 
example, with a European TV producer who 
explained that it is cheaper to fly the staff and 
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participants for their reality shows to Argentina for 
production than it is to produce the shows in Europe. 

IBM Research recently hosted a conference that 
brought together theorists to consider the evolving 
nature of the services industry. There were a 
number of impressive presentations. One I especially 
enjoyed was by Daniel Yellin of IBM Research. Yellin 
created a matrix that tracked Industry 
Deconstruction on the horizontal axis and Enterprise 
Optimization on the vertical axis. He described 
deconstruction in terms of the kinds of networks that 
companies are increasingly relying upon and pointed 
out that the networks are getting more 
geographically distributed and that organizational 
structures designed to manage the nodes in the 
networks are also decentralizing. On the vertical 
axis, Yellin considered the focus of business process 
optimization efforts. He argued that companies have 
gone from trying to optimize business units to trying 
to optimize business processes, and are now moving 
toward techniques that will facilitate organization-
wide optimization. Thus, looking at the top right 
corner of Yellin's matrix, we find his organization of 
the future - an organization that is very widely 
distributed and highly optimized. It almost seems to 
be a contradiction in terms.1 

Optimization and sub-optimization are important 
words for those involved in business process 
improvement. In traditional, departmentally focused 
organizations, department managers tend to 
optimize the work of their departments to achieve 
the kinds of goals that traditional managers assign 
them. Unfortunately, for sales to achieve more sales, 
the sales department will take actions that may be 
detrimental to manufacturing or support. Similarly, 
for manufacturing to achieve cost reduction targets, 
manufacturing may make changes in the way a 
product is produced that may make sales, support 
and customer satisfaction more difficult. When an 
individual department optimizes to achieve 
departmental goals, the overall effect is sub-
optimization of the organization as a whole. One of 
the main reasons companies have embraced a 
process-centric approach is to shift the focus of 
optimization to the corporate processes and away 



from the departmental processes that tend to sub-
optimize corporate goals. 

I think Yellin is correct to say that, recently, smart 
organizations are focusing on process optimization. 
And, I suspect he's right to suggest that for those 
who are already able to optimize processes, 
organizational optimization is the future. But this 
brings us back to the challenge: How do you 
optimize an organization that is being deconstructed 
and distributed. In fact, although it may sound like a 
contradiction, successful management probably 
requires that organizations do both simultaneously. 

If senior management creates a distributed 
organization and outsources processes but is 
subsequently unable to control the resulting 
organization, it is doomed to failure. A small scale 
version of this problem occurs whenever senior 
management outsources a business process. 
Obviously, if you let another organization provide a 
service and you don't control the people working on 
the process, or even the sequence of the activities in 
the process, you have to rely on other measures. 

This brings me to high level business process 
architectures and business process measures. The 
senior executives of the parent company may not 
control the specific activities within processes, but 
they need an overview of all of the processes 
required to produce the products and services they 
deliver, and they need ways of determining what 
artifacts and what information passes between and 
among the processes. Equally, they need a way of 
determining the quality of the process outputs and 
they need a way of tracking the costs of each 
process. If many of the actual processes are being 
controlled by outsourcers, the information will 
necessarily be limited, but it must be precise and 
predictive. Moreover, the measures must be based 
on goals that discourage the outsourcer from sub-
optimizing the larger process to which their specific 
process contributes. In an ideal situation, the 
measures should be available in something close to 
real time so that day to day decisions can be made 
regarding modification of goals to assure 
optimization of the whole. 



I've read descriptions of business process 
architecture projects recently that reminded me of 
the kind of thing that IT usually does when it creates 
an enterprise architecture. In effect, these architects 
like to define each process in considerable detail and 
store large amounts of data in databases. In reality, 
that's just the opposite of what senior managers 
need. A useful business process architecture 
provides senior management with a high level view 
and the information needed to make business 
decisions that optimize achievement of corporate 
goals. Precision is important, but in depth detail 
frequently obscures the larger business issues. 

Think in terms of the executive managing the 
outsourced business process. The executive doesn't 
want to have to worry about how the outsourcer is 
going to organize or manage the process. The 
company outsourced the process, in the first place, 
because they calculated that the outsourcer could do 
it better than they could. The executive doesn't want 
to know about how the process is structured. He or 
she simply wants to know if the process is producing 
the needed results and will support the other related 
processes dependent on its outputs. 

Increasingly, a high level business process 
architecture is the key to managing a modern, 
distributed company. The process architecture 
replaces the organization chart as THE tool 
managers use to understand the operation of their 
organization. A business process architecture 
provides the basis for measuring results and 
formulating decisions that assure the smooth and 
optimized functioning of the modern organization. 

'Til next time, 

Paul Harmon

1For more information on IBM's summit on the 
Architecture of the On Demand Business, and to 
access Daniel Yellin's presentation, see http://
domino.research.ibm.com/comm/www_fs.nsf/pages/
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