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BUILDING THE STRUCTURE 205

in the large enterprise there should be several such jobs in succession
for a man so that future top managers can be selected by the only
rational principle of selection and tested by the only adequate test:
that of actual business performance on their own.

The job must also be junior enough so that a man who fails can
easily be removed. To remove a president or an executive vice-
president is difficult. In the publicly owned corporation with its
completely dispersed ownership it is well-nigh impossible. “Once
you have a president you are stuck with him and can only hope for
the intervention of providence through coronary thrombosis,” a
cynical company director once phrased it.

| The Two Structural Principles

To satisfy these requirements organization structure must apply
one or both of two principles:

It must whenever possible integrate activities on the principle of
federal decentralization, which organizes activities into autono-
mous product businesses each with its own market and product and
with its own profit and loss responsibility. Where this is not possible
it must use functional decentralization, which sets up integrated
units with maximum responsibility for a major and distinct stage
in the business process. -

Federal decentralization and functional decentralization are com-
plementary rather than competitive. Both have to be used in almost
all businesses. Federal decentralization is the more effective and
more productive of the two. But the genuinely small business does
not need it, since it is in its entirety an “autonomous product busi-
ness.” Nor can federalism be applied to the ingernal organization of
management in every large business; in a railroad, for example, the
nature of the business and its process rule it out. And in practically
every business there is a point below which federal decentralization

is no longer possible, below which there is no “autonomous prod-

uct” around which management can be organized. Federal decen-
tralization while superior is thus limited.

Functional decentralization is universally applicable to the
organization of management. But it is a second choice for any but
the small enterprise. It has to be used in all enterprises sooner or
later, but the later it can be resorted to the stronger the organization.
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