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Cooking the books isn’t the
only sure path to notoriety
for companies these days.

Far more endemic is corporate dys-
function; many companies suffer
from it, and curing it could mean
the difference between achieving a
superior performance hailed with
headlines in Fortune or the Wall
Street Journal and standing in the
line that leads to Chapter 11. 

The symptoms of corporate
dysfunction are disturbingly famil-
iar. We’ve all sat in meetings where
people constantly advance their
own agendas over the company’s,
and it takes 10 executives to make
routine business decisions.
Everyone suffers when decision
makers — overburdened or lacking
access to the right information —
impose unnecessary delays on or
inject other inefficiencies into pro-
grams and processes. And who has-
n’t experienced the maddening
struggle to get different organiza-

tional units or functions to work
together toward a common goal?
From the CEO on down, business
leaders routinely express variations
on the same fundamental laments: 

“We have the right strategy and
a clear action plan, but we can’t
seem to execute.” 

“Our industry is in upheaval,
but our people don’t recognize it or
won’t do anything about it.” 

“The merger is supposed to be
behind us, yet even Wall Street rec-
ognizes that we’re still acting like
separate organizations.” 

In essence, they’re all asking the
same question: Why is it that every-
one agrees but nothing changes? 

Individually, these dysfunction-
al behaviors are irksome; collective-
ly, they can stunt the growth of an
organization and make the differ-

ence between success and failure as
the corporation is, in effect, para-
lyzed by its own misalignment — as
one client described it, “we can’t
seem to get out of our own way.” 

People, Knowledge, Incentives
Actually, the seeds of this corporate
paralysis are more visible than one
might think. Although we often
view companies as monolithic
wholes, they’re not. Organizations
are collections of individuals who
typically act in their own self-inter-
est. People make decisions that are
based on their ability to process the
information available to them, and
they rely on others to act on their
behalf, or in coordination with their
own efforts. As a result, superior and
consistent corporate performance is
produced only when the actions of
individuals within the company are
aligned and are in synch with the
overall strategic interests of the
organization. Achieving this
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becomes more difficult as compa-
nies become larger, because growth,
while obviously a critical goal,
increases complexity. As complexity
increases, aligning the interests of an
individual with the company’s inter-
ests becomes much more difficult. 

Still, for small and large corpo-
rations the answer is the same.
Organizations thrive when the right
people — armed with the right
information and motivated by the
right incentives — wield clear
authority to make crucial decisions.
In other words, companies need to
build themselves with three critical
dimensions: people, knowledge,
and incentives.

Dimension 1. People: Who
Decides What?
Organizations are essentially
Hobbesian cultures — communities
of individuals and groups that act,
more or less, selfishly. To turn this to
a corporation’s advantage, it’s impor-
tant to understand how authority is
distributed among business units
and company roles so that individu-
als are given appropriate tasks and
tools to perform at their highest

level; that is, where they produce the
best results for themselves and ulti-
mately for the organization. This
exploration into the company man-
agement moves quickly past the lines
and boxes of the organization chart
into the underlying mechanics of

how and where decisions are truly
made. As organizations refine the
assignment of authority and roles,
they must actively address potential
trade-offs. For example, the com-
plexity of the information processing
required in a single position may
dictate decentralizing operations to
simplify the job and clarify the pur-
pose of the activity. Or business
units may have to be combined in

order to reduce interdivisional trans-
action and coordination costs.

Dimension 2. Knowledge: What
They Need to Know 
Information is the lifeblood of the
large modern corporation. Almost
every manager has been in a situation
when, despite having the best inten-
tions and even explicit incentives, he
or she didn’t have the right informa-
tion to make an effective decision.
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The key to success for a company is
to identify the critical information
required to make the correct deci-
sions and to ensure that this infor-
mation is in the decision maker’s
hands when he or she needs it.

Dimension 3. Incentives: What’s
in It for Them?
A successful operating model must
ensure that reward and incentive
systems provide decision makers
with clear direction and compelling
reasons to act in the firm’s best inter-
est. In other words, incentives —
defined broadly to include both
financial compensation and nonfi-
nancial rewards, such as promo-
tions, recognition, and perks —
should be carefully crafted to moti-
vate people to make the right deci-
sions. At the front-line employee
level, where decision authority is
limited and success is predicated on
how well the individual manages the
trade-off between quality and quan-
tity of output, an ideal incentive
program might be a variable pay
structure based on quantity of out-
put and number of defects. A divi-
sion manager with broad decision-
making authority, on the other
hand, might require a wider array of
incentives — some financial and
some not: stock options, fast-track
promotions, and enhanced exposure
to the CEO, to name a few. 

Framework for Action
A large U.S.-based agribusiness
company successfully put this
approach to the test when it had to
develop a new operating model to
respond to pricing pressures from

low-cost overseas producers. All
three dimensions of the alignment
framework came into play. 

First, people. In an effort to
better distribute knowledge and
decision-making authority so that
individuals could react more quick-
ly to marketplace conditions and
growing conditions, the company
delegated to the farm profit centers
“local” decisions regarding plant-
ing, irrigation, and cultivation.
Meanwhile, authority over harvest-
ing schedules remained centralized
to promote optimal utilization of
shared resources, including har-
vesting equipment, mills, and grain
elevators. 

Second, information. New
decision-support systems were built
to provide farm managers the infor-

mation they needed to make the
best use of their new authority.

Third, incentives. A bonus sys-
tem was designed to compensate
farm and corporate managers for
overall firm profitability, and farm

manager bonuses were also based on
individual farm profitability targets.
All profitability targets were adjust-
ed for a range of crop price levels, to
focus managers on those factors that
they could control, rather than
exposing them to uncontrollable
crop-price risk.

After it realigned its operations
in this way, the company’s key trans-
formation was to convert individual
farms from cost centers into profit
centers and to redefine the way cor-
porate headquarters supported them.
Shareholder value climbed 48 per-
cent in the two years after this new
operating model was introduced.

A New Model Is Born
A focus on organizational con-
cerns, or rather the critical organi-
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and clarity gives it the power to help
people not just agree, but also act. 

With the success of the overall
organization depending on an hon-
est self-assessment and an even
more honest remodeling of the cor-

poration, there is really no other
option. Think of it this way: It’s a
lot cheaper, and potentially far
more profitable, than bringing in a
team of therapists — or, worse yet,
a band of lawyers. +
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zational constraints that underlie
them in a systemic fashion, is often
the key to unlocking unrealized
potential and vastly improving
financial performance. 

To resolve persistent organiza-

tional problems, executives must
first understand where critical
breakdowns are occurring and why
they’re happening. They must then
determine what changes to the
operating model are necessary to
create the conditions for optimal
performance. In designing these
changes, leaders must be mindful of
the ripple effects that can cascade
across an organization once one ele-
ment of its architecture is altered. 

In short, to stop talking in cir-
cles, executives need to determine
how to effect deliberate and major
change and then pursue and support
their strategy for change across the
enterprise. The “people, knowledge,
incentives” framework may seem
spare for such an enormous under-
taking, but we believe its simplicity

A focus on organizational 
constraints is often the key to
unlocking potential and vastly
improving financial performance.
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