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strategy the company is pursuing and then control the processes in the value chain to
assure the desired result. In most cases, this will involve sub-optimizing some depart-
mental processes to make others perform as desired. This sets up a natural conflict
between functional and process managers and can create problems when one manager
tries to perform both roles.

If we had to choose the one thing that distinguishes a process manager from a
functional manager, it would be the process manager’s concern for the way his or her
process fits with other processes and contributes to the overall efficiency of the value
chain. This is especially marked by the process manager’s concern with the inputs to
his or her process and with assuring that the outputs of his or her process are what the

downstream or “customer” process needs.

Functional or Process Management?

As we have already seen, at lower levels in the organization, it's quite common for a
single manager to function as both a unit and a process manager. At higher levels,
however, it becomes harder to combine the two roles. Thus, when an organization
considers its overall management organizational structure, the organization often de-
bates the relative advantages of an emphasis on functional or process management.
Figure 5.6 illustrates a simple organization that has two value chains, one that pro-
duces and sells Widgets and another that sells a totally different type of product,
Smidgets. This makes it easy to see how the concerns of functional managers differ
from process managers. The head of the sales department is interested in maintaining
a sales organization. He or she hires salespeople according to sales criteria, trains sales
people, and evaluates them. Broadly, from the perspective of the head of sales, selling
Widgets and selling Smidgets is the same process, and he wants to be sure that the sell-
ing process is implemented as efficiently as possible. The VP for the Widget process,
on the other hand, is concerned with the entire Widget value chain and is primar-
ily concerned that the Widget sales and service processes work together smoothly to
provide value to Widget customers. The Widget process manager would be happy to
change the way the sales process functions if it would, in conjunction with the other
Widget processes, combine to provide better service to Widget customers.

Thus, although it’s possible for one individual to serve as both a unit and a process
manager, it’s a strain. Without some outside support from someone who emphasizes

process, it’s almost impossible.
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Figure 5.6 The different concerns of functional and process managers.

Matrix Management

Having defined functional and process management, let’s consider how an organiza-
tion might combine the strengths of the two approaches at the top of the organization.
Recently, leading organizations have begun to establish some kind of process manage-
ment hierarchy that, at least at the upper level, is independent of the organization’s
functional hierarchy. The top position in a process hierarchy is a manager who is
responsible for an entire value chain. Depending on the complexity of the organiza-
tion, the value chain manager might have other process managers reporting to him or
her. This approach typically results in a matrix organization like the one pictured in

Figure 5.7.
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Figure 5.7 A matrix organization with independent senior functional and process managers.

In Figure 5.7 we show a company like the one pictured earlier with three func-
tional units. In this case, however, another senior manager has been added and this
individual is responsible for the success of the Widget value chain. Different organiza-
tions allocate authority in different ways. For example, the Widget process manager
may only function in an advisory capacity. In this case, he or she would convene
meetings to discuss the flow of the Widget value chain. In such a situation the sales
supervisor would still owe his or her primary allegiance to the VP of sales and that
individual would still be responsible for paying, evaluating and promoting the sales
supervisor. The key to making this approach work is to think of the management of
the Widget value chain as a team effort. In effect, each supervisor with management
responsibility for a process that falls inside the Widget value chain is a member of the

Widget value chain management team.
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Other companies give the Widget value chain manager more responsibility. In
that case, the sales supervisor might report to both the Widget value chain manager
and to the VP of sales. Each senior manager might contribute to the sales supervisor’s
evaluations and each might contribute to the individual’s bonus, and so forth.

Figure 5.8 provides a continuum that is modified from one developed by the Proj-
ect Management Institute (PMI). PMI proposed this continuum to contrast organiza-
tions that focused on functional structures and those that emphasized projects. We use
it to compare functional and process organizations. In either case, the area between

the extremes describes the type of matrix organization the company has instituted.
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Figure 5.8 Types of organizational structure {modified from the Project Management Institute’s
classification of five organization types).

The type of matrix an organization has is determined by examining the authority
and the resources that senior management allocates to specific managers. For example,
in a weak matrix organization, functional managers might actually “own” the em-
ployees, have full control over all budgets and employee incentives, and deal with all
support organizations. In this situation the process manager would be little more than
the team leader of a team that gets together to talk about problems and would try to
resolve problems by means of persuasion.

In the opposite extreme, the process manager might “own” the employees and
control their salaries and incentives. In the middle, which is more typical, the depart-
mental head would “own” the employees and have a budget for them. The process
manager might have control of the budget for support processes, like IT, and have
money to provide incentives for employees. In this case, employee evaluations would
be undertaken by both the departmental and the project manager, each using their
own criteria.

Most organizations seem to be trying to establish a position in the middle of
the continuum. They keep the functional or departmental units in order to oversee

professional standards within disciplines, and to manage personnel matters. Thus, the
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VP of sales is probably responsible for hiring the sales supervisor shown in Figure 5.7
and for evaluating his or her performance and assigning raises and bonuses. The VP of
sales is responsible for maintaining high sales standards within the organization. On
the other hand, the ultimate evaluation of the sales supervisor comes from the SVP of
the widget process. The sales supervisor is responsible for achieving results from the
widget sales process and that is the ultimate basis for his or her evaluation. In a sense,
the heads of departments meet with the SVP of the widget process and form a high-

level process management team.

The Management of Outsourced Processes

The organization of managers is being complicated in many companies by outsourc-
ing. Reconsider Figure 3.6 in which we described how Dell divides its core processes
from those it outsources. Dell currently designs new computers that can be manufac-
tured by readily available components. It markets its computers in a variety of ways
and sells them by means of a Web site that lets users configure their own specific
models. Once a customer has placed an order, Dell transfers the information to an
outsourcer in Asia. The components, created by still other outsourcers, are available in
a warehouse, owned and operated by the outsourcer, and the computers are assembled
and then delivered by the outsourcer. If, after deliver, the computer needs repairs, it is
picked up by an outsourced delivery service and repaired in a warehouse operated by
the outsourcer, then returned to the owner.

Leaving aside the issues involved in describing a value chain that are raised when
a company outsources what have traditionally been considered core processes—Dell,
after all, is usually classified as a computer equipment manufacturer—consider the
management issues raised by this model. Dell isnt doing the manufacturing or the
distribution. The outsourcer is managing both those processes and presumably has its
own management organization. On the other hand, Dell certainly needs to indirectly
manage those processes, since its overall success depends on providing a customer with
a computer within 2-3 days of taking the customer’s order. In effect, Dell does not need
to manage the traditional functional aspects of its PC/Desktop manufacturing process,
but it does need to manage the process, as a whole. This situation, and many variations

on this theme, is driving the transition to more robust process management.
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Value Chains and Process Standardization

One other trend in process management needs to be considered. When we discussed
the types of alignment that companies might seck to document, we mentioned that
the identification of standard processes was a popular goal. In effect, if a company is
doing the same activity in many different locations, it should consider doing them in
the same way. A trivial example would be obtaining a credit card approval. This oc-
curs when a customer submirs a credit card and the salesperson proceeds to swipe it
through a “reader” and then waits for approval and a sales slip to be printed. The flow
we described depends on software that transmits information about the credit card to
the credit card approval agency and returns the information needed to generate the
sales slip. Doing this process in a standard way reduces employee training, simplifies
reporting requirements, and makes it easier to move employees between different op-
erations, all things that make the company more agile and efficient. Doing it with the
same software reduces the need to develop or buy new software. If a packaged software
(ERP) application is used, then a standardized process reduces the cost of updating the
ERP module and assures that the same ERP module can be used everywhere credit
card approval is undertaken.

Many companies installed ERP applications without first standardizing processes.
This resulted in ERP modules that were tailored in different ways to support different
specific processes. When the basic ERP module is updated, this means that the new
module has to be tailored, again, for each different specific process that it supports.
If all the processes are standardized, this will greatly reduce the cost of developing
and maintaining the organization’s ERP applications. Thus, several large companies
have launched programs designed to identify and standardize processes throughout
the organizations.

Most companies, when they set about standardizing their processes, structure the
effort by establishing a process management organizational structure. Thus, they cre-
ate a matrix organization and assign individuals to manage “standard process areas.”
These individuals (process managers) are then asked to look across all the departments
in the firm and identify all the places where activities are undertaken that might be

standardized. Figure 5.9 shows the matrix developed in the course of one such effort.






