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Abstract 

 

This paper will offer new insight on the responsible utilization of available resources while balancing risk 

and opportunity on projects and programs in the public sector. The intent is to foster a culture of 

personal responsibility, mutual trust and continuous improvement for our resource-challenged age.  

This paper will examine the traditional system that focuses on fixed targets for both budgets and 

performance and which leads to waste and dysfunction within the organization.  The paper will 

introduce the concept of adaptive management and the benefits of decentralizing the budgeting task.  

The paper will conclude by exploring the possibilities for value engineering, risk management, and 

performance measurement as tools to support and aid adaptive management and decentralization as 

well as transitioning from the current inefficient and counterproductive capital budgeting system.   
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Change is in the Air 

“It is not enough to show that budgeting is a waste of time, effort and money or that elements of 
the current budgetary paradigm don’t work. We must show there is a better alternative: a set of 
financial management norms and practices that would be both more appropriate and more 
effective, an alternative that would work better and cost less.”  

– Ken Smith & Fred Thompson, Budgets? We Don’t Need no Stinkin’ Budgets 
 
 
The term “budget” is defined simply as a quantitative expression of monetary inflows and outflows to 
determine whether a financial plan will meet organizational goals. By itself, it has few if any behavioral 
implications. The budgeting process, however, typically results in what is called a “fixed performance 
contract” between superiors and subordinates and is therefore one of the primary drivers of workplace 
or work environment behaviors. Budgeting should therefore not only be defined as the financial plan 
that is commonly understood, but should also include the performance management process that leads 
to and executes that plan.  
 
Ironically, the current budgeting model is entirely out of balance with the ever-evolving environment 
over which it attempts to maintain control. The process takes too long, costs too much and adds too 
little value. However, despite its numerous limitations and almost universal dislike, it remains as the 
apparent necessary evil in the absence of any viable and reasonable alternative solution for 
organizations to navigate our uncertain world.  
 
With a user/consumer base that requires an increasing array of goods and services at the same time as 

demanding lower infrastructure costs and reduced bureaucracy, it is no surprise that public sector 

managers are frustrated.  With the added pressure of an inconsistent funding source and the ever rising 

costs of doing business, it is apparent that the time has come to explore other options for improving 

performance and uncovering more efficiency in our existing operations. Value engineering can play this 

role of exploring value enhancing options. It can be an important and effective tool to support a shift 

away from the classic centralized budgetary process and to create the opportunity for a more efficient 

and responsive organization – one that employees want to be a part of. 

 

The Case for Regime Change 

While most people inside and outside of the public sector are aware that the current budget system is 

not optimal and has several issues that make it inefficient and counterproductive, it may be helpful to 

ensure that we share a common understanding of the many key issues.  

The current system of capital budgeting being used by most corporations and organizations in the 

United States involves a rigorous and often long process of negotiations by management to reach final 



allocations. In the public sector negotiations between political leaders drive the budgeting process as 

they work to allocate resources based on expressed interests of the general public. In many 

organizations and companies this process can take as long as the entire period of execution for prior 

capital budgets. This can leave an organization in a continuous state of engaging in the budgeting 

process. 

The structure of capital budgeting by its very nature is a central planning function and attempts to 

allocate resources over a finite period of time for planned expenditures and anticipated returns of some 

form. Returns may come in the form of either net public gains (i.e., improved travel times or reduced 

congestion) or in the form of more traditional metrics (i.e., return on investment or return on capital). 

The anticipated returns may be achieved over longer periods of time in accordance with overarching 

strategic goals that allow for incremental gains generated in the shorter term. This overall system of 

capital budgeting locks in strategic goals and plans for periods of time as the organizations attempt to 

work towards the larger interests. 

The following sections explore the current capital budgeting system being used by many organizations 

and companies in the United States. As it is more of a generalized exploration than a specific or detailed 

case study, broad practices of resource allocation will be discussed, followed by how risk and timelines 

are integrated into the process. The final section covers the measuring of performance and the 

incentives that are often attached to the performance metrics. This will formulate the basis of discussion 

for integration of Value Analysis into the capital budgeting process as a means to enhance the net 

outcome. 

Resource Allocation 

In the current system of capital budgeting managers or key leaders and stakeholders representing the 

functional areas of operation within the organization meet to negotiate the allocation of resources (i.e., 

set the budget). In the case of public organizations the key leaders are commonly meeting to plan for 

distribution of allocated government capital pools in order to achieve improvements in the best interest 

of the public. Often the intended improvements are dictated by capital or regional improvement plans. 

Certain functional operating groups may receive different allocations of resources dependent upon what 

the overall strategic mission and goals of the organization are. In this process of resource allocation 

there can be much jockeying by functional managers to “win a bigger piece of the pie” in order to 

increase their own influence within the organization. This motivation of extension of influence is one of 

the most detrimental portions of budgeting that often leads to poor resource allocation from the 

beginning. 

This process of capital budgeting is an exercise in central planning. It is an approach that was developed 

with the idea that managing from the core of the organization would allow for complete management 

control of the operating results. The center of the organization possesses the resource pool and has the 

ability to commit money and staff as needed to accomplish its strategic goals. Key initiatives and 

projects receive larger portions of resources in the form of either allocated capital budgets or individual 

employees needed to accomplish the intended tasks. Budgets are established on a needs basis 



emanating from estimates from managers of what it will take to deliver the desired outcomes. Budgets 

are rarely uniformly divided as some projects and programs are much more capital intensive than 

others. For example, in a biotechnology corporation there is a need for investment into research and 

development as an input function of growing the organization as a whole. The need to fund the research 

and development may far outweigh the need for other functions such as marketing or product 

management. As another example, in public organizations such as a department of transportation there 

may be key projects that require considerable investment that may prevent other investment into 

smaller projects in order to effectively deliver a larger strategic initiative. While there may be 

differences in reasoning for certain allocations, the point is that the budgeting decisions being made in 

any organization are derivatives of the snapshot in time in which they are set. In other words, the 

budgets being set are the result of what the organization is doing today versus what it will be doing 

tomorrow. This disconnect has long made the rigid capital budgeting and allocation structure 

cumbersome and less responsive to change. 

The centralized nature and structure of the allocated resources is one that is very rigid and does not 

allow for adaptation as situations change. As a result traditional capital budgeting does not respond well 

to dynamic change. This is largely because budgets are set from a centralized executive management 

entity within the organization and often require multiple layers of approval for anything to be modified. 

The outcome is that the capital budgeting process can lead to possible misallocations that are generally 

not in the best interests of those that it is intended to serve. This inefficiency largely results from the 

lack of flexibility to dynamically allocate resources in accordance with changing public interests or goals 

of the organization in response to local, regional, and global change. Lack of responsiveness to changing 

conditions has led to the ruin of many organizations either financially, in terms of public image and 

goodwill, or other combinations of physical or perceived degradation.  

In summary, the current methods of allocation of resources are centralized and rigid in nature. This 

creates problems in adaptation and dynamic response. This also increases the likelihood of less than 

optimal allocations of resources as managers meet to effectively negotiate their level of influence. 

Individual interests may not even be in alignment with the organization’s strategic mission and vision. 

This creates a need for a more decentralized approach that puts resource decisions in the hands of 

those performing the work. 

Schedules and Timelines 

Schedules in the current system of capital budgeting represent the durational horizons, or timelines, for 

which the allocated resources are directly committed. A budget is typically defined for a period of time, 

which in many cases it is commonly an entire fiscal year (or twelve month period of operation). Within a 

dedicated budget there are usually multiple schedules for projects to be completed over the operational 

horizon. The individual schedules can be aggregated into a single “master” schedule that represents the 

total planned set of activities in execution of the planned budget for the operating timeline within each 

functional area of operation. There is commonly a direct implied correlation between resource 

utilization and the effective timeline, or schedule, for the budget. In other words, it is assumed that 

resources are utilized in accordance with the time that is passing. 



 In the private sector the level of effort for functional operations ebbs and flows with the change 

occurring within the organization through time. In the public sector, however, schedules are more 

commonly planned timelines for when a beneficial improvement is slated to be complete and open for 

use by the public. In essence, as it relates to the budget, the schedule is really just the timeline in which 

resources are utilized. 

Risky Business 

In terms of risk related to the budget, there are really three domains of risk. The first domain of risk lies 

within the capital allocation, or cost risk. The second domain of risk lies within the durational horizon, or 

schedule risk. The third domain of risk relates to the scope that the intended resources are to deliver, or 

performance risk. Each of these domains of risk is inherent within the current capital budgeting process. 

Correspondingly, each of these domains will be discussed in more detail below.  

Before discussing the three specific domains of risk it is important to acknowledge that when talking of 

risk both opportunities and threats exist. Risk is really referring to the likelihood of an uncertain 

outcome. There is always a probability associated with various different outcomes that may arise. Some 

outcomes may be better than others, while other outcomes are far worse. In light of this consideration 

of a set of various outcomes, it is best to acknowledge the possibilities of something going right just as 

well as the likelihood of it going wrong. Otherwise, the result is a one dimensional view that only looks 

to the possible threats (or negative impacts). If possible opportunities are not recognized then they will 

never be taken and/or exploited for gain. Therein lays another problem with the capital budgeting 

process: it is well adapted to dealing with threats; however its very design inhibits the recognition and 

exploitation of opportunities that may arise. With a more dynamic system a more balanced approach to 

risk can be taken. 

Cost Risk 

The cost risk in relation to the budget is closely tied with the available pool of capital and the allocation 

devised. There is the risk that the allocation of capital is either too little or too much. When too little has 

been allocated there are cost overruns relative to the plans and the projects or programs designed to 

achieve strategic initiatives of the organization may not be achieved due to lack of resources. This too 

can stimulate innovation; however commonly it results in the borrowing of resources from other capital 

pools that may hinder the achievement of other strategic objectives. When too much capital has been 

allocated within a functional operating group it may promote inefficiencies in usage of the capital from 

management’s desire to not return resources to the central “pie” and risk a reduction of resources in 

the next budgeting cycle. In addition, when too much capital has been allocated there is the risk that 

other projects or programs within the organization may be underfunded. In the current capital 

budgeting system there is an assumption that the allocation of resources from the central pool creates 

an optimal distribution; however as business cycles continue to become more dynamic and enveloped in 

rapid change, the idea of a central optimal allocation is becoming challenging and nearly impossible to 

achieve. 

  



Schedule Risk 

The schedule risk inherent in the budget relates to the assumptions made for the deployment of 

resources over a specified duration. Much of the risk resides in sufficiency of resources to span over the 

time horizon for which a budget is intended to cover. In this sense the cost and schedule risks of an 

organization are quite closely intertwined. The assumption is that the resources are being allocated in a 

manner consistent with the intended operational duration of the budget; however, the risk in the 

schedule is that the resources are either too little to span the planned duration or the planned duration 

is too aggressive of a timeline to completely achieve all milestones and consume all the resources. In 

either scenario there exists the possibility that the effects of the duration in relation to the allocated 

budget results in delays or worse. An extreme scenario may result in project or program cancellation 

altogether. In eras of constrained capital resources it is important to think about how closely linked the 

assumptions of planned operating horizons, or schedules, and labor, capital, and equipment resources 

really are. In the end, a finite amount of resources is being consumed in a specified amount of time and 

the goal is to balance the planned horizon with the allocation and commitment of the resources.  

Performance Risk 

Performance describes how well a project meets the functions and objectives that it was designed to 

address and performance risk as related to the budget is commonly tied to the achievement of key 

milestones, attaining certain metrics (often quantifiable), or meeting/exceeding of targeted projections. 

There is the threat that the targets or metrics being specified as measures of performance may be 

inadequate to sufficiently track and ensure delivery, too convoluted and difficult to quantify, not 

properly prioritized, or misaligned with the organizations strategic initiatives. In all fairness, there is also 

the opportunity for aggressive metrics to be set in very challenging situations that forces an organization 

to innovate and adapt. In either case, central to both the threats and opportunities is the manner in 

which the performance metrics are set and applied within an organization.  

It should also be noted that performance risks are heavily related to cost and schedule risks. Negative 

impacts to cost, schedule, or both simultaneously can have significant impacts to performance and vice 

versa with relation to positive impacts. Stated in another way, the amount of risk within the budget 

dictates the performance metrics and ultimately determines the success or failure of meeting these 

metrics within the given scope. When engaging in the capital budgeting process this can create 

misaligned incentives for management that may lead to actions that impact the organization (i.e., 

performance risk). A manager may knowingly negotiate for performance metrics that are easily 

attainable, which can often result in less efficient uses of resources and capital. On the other hand 

performance metrics may be set aggressively to force adaptation and innovation that affects the level of 

quality of the representative scope. In this situation the ultimate quality of the organization becomes at 

risk, which is another facet of performance risk. The allocation of the budget and resources negotiated 

by managers ultimately determine the performance outcomes. As a result, optimal allocation of 

resources is difficult to attain in the more traditional and rigid capital budget structure.  



Performance Measurement and Incentives 

The measurement of performance and corresponding incentives to meet or exceed specified levels or 

targets of performance is a deeply ingrained part of the traditional capital budgeting process.  The 

measurement of performance is imperative to the tracking of progress, while incentivizing the 

achievement of performance criteria is secondary and commonly a derivative of negotiated outcomes 

with executive management. Nonetheless, in the current system of capital budgeting, the two go hand 

in hand – it is difficult to really have one without the other. Without incentivizing the achievement of 

performance metrics the belief is that there is no mechanism to drive those in charge of managing and 

deploying a capital budget to adhere to the capital plan and strategic intent. In order to understand the 

logic behind this it is important to recognize that the practice of capital budgeting was created as a 

means to centrally plan and allocate resources in a structure that executive management can maintain 

ultimate control. The result is that within the structure of the performance and incentive relationship 

there lies uncertainty as to how the greater organizational culture will respond. Overall, there are two 

different performance/incentive structures that are predominantly applied within the context of the 

current capital budgeting system in relation to both the private and public sectors. Both of these will be 

explored in more detail below. 

 Within private sector organizations, performance and incentives are typically aligned with financial 

statements and goals of profit maximization. The net incentives are typically financial in nature and 

involve additional forms of compensation, either monetary or in the form of additional benefits. Metrics 

such as return on equity, net revenue contribution, return on sales, net income, return on investment, 

as well as other financial metrics are commonly used to gauge performance of managers in relation to 

their deployment of resources; however, this creates a framework where managers become solely 

reliant on the accounting numbers. This completely ignores the other facets of durational horizon, 

strategic initiatives, performance of the organization, and the overall relative value of the investments 

being made through resource deployment. This can create a culture centered on meeting the metrics at 

all costs whereby managers may not communicate or cooperate with each other as effectively as they 

should, and sometimes not at all, as the lines of division across an organization are drawn. This further 

reinforces the need for a more decentralized and dynamic approach to capital budgeting. 

Within public sector organizations performance and incentives are typically aligned with project and 

program schedules and the corresponding delivery of beneficial uses to the public as a whole. Metrics 

such as on-time delivery, execution efficiency, and other subjectively determined measures of meeting 

or exceeding a specific job description are commonly used in the evaluation of performance. The drastic 

difference in the public sector is that there is the implicit assumption that the projects and programs 

being delivered are in the best interest of the public. As a result, performance of management and other 

resources in the context of the organization, and in relation to how the capital budgets are being 

deployed, is really about the meeting of the overall organizational mission. In this type of environment 

the performance goals tend to be more subjectively measured and based upon relationships with higher 

levels and layers of management within the organization. This too can be destructive as it can create 

dislocations in management capabilities and instill various factions of power across the organization. 

The response within the organization typically results in resources aligning themselves within the 



various factions of power in the manner in which the subjective measures or performance are 

maximized in the individual sense. Again, this can lead to communication and cooperation breaking 

down throughout the organization. Again, this begs for a scenario in which resources can be aligned 

more towards strategic objectives of maximizing the net public benefit through prioritization of 

performance metrics and the evaluation of resources in terms of their contribution to achieving those 

metrics. This suggests that in the public sector environment a more team-based approach to 

performance evaluation may be employed in order to lead to maximization of value through a more 

direct focus on the organization’s strategic mission and the net public benefit. 

In summary 

In addressing what most public sector organizations face, we know that the current capital budgeting 

process breaks down on a number of common elements:  1) It does not encourage the efficient allocation 

of resources in that it is rigid and does not place the resource decisions in the hands of those on the front 

line; 2) the current schedules are static in nature and do not allow for a dynamic stakeholder 

environment in which most public entities operate; 3) Similarly, most risk management attempts by 

organizations can rarely be classified as timely or proactive in terms of addressing cost, schedule and 

performance risks. Most of their focus is on mitigating near term threats as opposed to seeking out 

opportunities for gain and/or finding solutions to avoid long-term risk.  Additionally, it does not do a very 

good job of identifying and addressing both threats and opportunities in a balanced fashion; 4) And 

finally, performance goals tend to be broad and subjectively measured. This tends to promote 

dysfunctional power factions within the organization and breakdown the potential for more open and 

productive communication and cooperation. So what can be done?  

 
Revolutionary Thinking for the New World Order 

 
An alternative management model has emerged in the last few years that challenges the traditional 

budgeting process and addresses many of the issues and concerns that we have touched on. It provides a 

blueprint for a decentralized approach to capital budgeting that puts resource decisions in the hands of 

those performing the work. It provides a more team-based approach to performance evaluation and can 

be utilized as a way to maximize value through a more direct focus on the organization’s strategic 

mission and the net public benefit. Coincidentally, it dovetails nicely with available and familiar tools 

such as value engineering, a sustained risk management program, and a recurrent performance 

measurement effort. 

In their book titled Beyond Budgeting, Jeremy Hope and Robin Fraser outline an alternative 

management model (of the same name) that aims at replacing centrally controlled, pre-determined 

performance goals with self-regulating, relative competitive benchmarks and transferring the power of 

decision making authority from the center of the organization to the front line.  

The model has been built upon the real-world experiences of business leaders and companies that have 

successfully revised their centralized planning and budgeting processes over the past several decades. 

Having been in existence for awhile, it is not necessarily new, but it does appear revolutionary when 



compared to the current system of budgeting that has become a mainstay of more traditional 

organizations the world over. The model puts forward a philosophy that gives more authority to 

operating managers on the front line and enables fast decision making through appropriate tools and 

accessible information. While it was originally developed for the private sector in mind, where it can 

achieve the widest use and highest benefit, there are many portions of the model that can be adapted 

and applied to the public sector for significant positive effect.  

In Beyond Budgeting, Hope and Fraser define the concept of the budget contract as the agreement 

between superiors and subordinates used as the standard basis of setting fixed targets for periods 

against which performance is often evaluated and rewarded. The purpose of the contract is to hold an 

individual, team or department to achieving an agreed upon outcome and then enable a superior to 

control the results against that outcome. Beside the specified fixed target, incentives and rewards, the 

contract also typically includes the official plan of action, a statement of resources, a commitment to 

cross-company actions, and a reporting schedule. Senior executives normally have the right to step in 

and demand corrective action to ensure that performance remains on track and managers need to 

explain any variance from the stated plan, forecasts or goals.  

This annual budget contract or “performance trap” is the very thing that Hope and Fraser are attempting 

to eliminate for managers and their organizations with the Beyond Budgeting Model. They put forth that 

it is an unhealthy and often times counterproductive process that limits peoples’ creativity and 

productivity.   

The following sections delve into the full concepts of the Beyond Budgeting Model, which highlights two 

main opportunities for open-minded and progressive organizations. The first section centers on the 

adaptive management opportunity, while the second section pertains to the radical decentralization 

opportunity. As stated before, not all of these concepts or opportunities are necessarily applicable to 

the typical public sector entity; they are summarized and paraphrased here to give a full accounting of 

the simple genius that is the Beyond Budgeting Model and to provide the seeds of ideas that may find 

fertile soil with certain public sector organizations or agencies in the future.   

 
 

The Unheard of Popular Movement - Adaptive Management Process 

Simply stated, the Adaptive Management Process focuses mainly on managing performance. It suggests 

setting relative targets, decoupling rewards from target setting, providing resources on request, and 

making available up to date and transparent information to everyone within the organization. It sounds 

rather straight-forward and matter of fact when presented in these terms; however it takes time, 

visionary leadership and an organization not afraid to take big risks for big rewards to implement 

successfully. Setting up an adaptive management process is the first step is breaking free from the 

ineffective and dysfunctional fixed budget contracts and performance traps that Hope and Fraser warn 

against.  There are six main principles that enable a continuous adaptive process within an organization: 

target setting; motivation and rewards; the strategy process; resource management; coordination; and 



measurement and control. Again, not all are necessary or even possible, but together they promise the 

most comprehensive and rewarding benefits from the first tier of the Beyond Budgeting Model. 

Target Setting 

Instead of setting goals based on the typical rigid annually negotiated targets, goals can be set on 

maximizing the individual or team’s short- and long-term performance potential. There is no reason why 

goals need to be connected to performance evaluation and rewards. People can often become more 

engaged when challenged without setting upper or lower limits. When people have the freedom to use 

their imagination and take risks, performance typically improves. Goals can, however, be set to high 

relative external benchmarks, such as attaining a level of excellence in relation to other state agencies, 

or in another similar method, targets can be set to measure relative performance to internal peers. This 

goal setting technique can act to drive a spirit of competitive performance which should foster 

continuous improvement. The open-ended or “stretch goals” are goals that ask individuals or teams to 

challenge themselves beyond the expected and are useful to unlock hidden potential. 

Motivations and Rewards  

In lieu of basing evaluation and rewards on relative improvement contracts with hindsight, there are 

many ways in which to align rewards with performance which avoid forming fixed performance 

contracts, or performance traps. For instance, rewards can be based on the relative success of operating 

teams, which places emphasis on the maximization of resources and producing a quality end product as 

opposed to achieving the lowest common denominator. Rewards can be based on a multilevel 

performance as a basis for individual rewards. For instance, rewards can be meted out based on a 

combined appraisal of an individual’s personal performance, the performance of an individual’s team or 

unit, and the performance of the organization as a whole. The success of the whole organization is a key 

feature and an emphasis can be given to basing rewards on the relative success of the group where 

everyone shares in the fruits of collective success. In a public organization, free riders in such a reward 

system may be considered to be a problem, however evidence shows that peer pressure drives a more 

team-based approach.  

Strategy Process 

Instead of strategy being dictated by the central office, the strategy process can be adapted into a 

continuous and inclusive process where all levels of the organization are included. While the calendar or 

fiscal year may seem to make logical sense in planning and strategic decision making, the process 

benefits greatly from continuous attention. One of the primary benefits of managing without a 

predetermined plan or budget is that managers are able to focus their attention more on responding to 

changing events and to providing value to stakeholders and to the organization through the more 

efficient and effective use of resources. The focus on continuous value creation is a key byproduct of 

devolving the strategy decisions to smaller business units or teams. Upper management should still be 

active in determining values, boundaries, direction and guidelines for decision making, but certain 

decisions are better made by the people close to the action. Important future and organization-wide 

decisions such as capital investment or the determination of major resource allocations for the support 



of ongoing operations may also still need to be made by higher management levels, but with input from 

lower levels when possible. On the whole, strategic decisions should be broader in nature while allowing 

many of the more day-to-day strategic decisions to be entrusted to lower tier managers that are on the 

front lines.   

Resource Management  

If responsibility for attaining agreed upon performance metrics and goals is to be transferred to 

operating managers under the adaptive management framework, then resources need to be available to 

managers and their teams in short order as required. Fast access to operating resources such as people 

and technology can then be provided through an internal organizational market for operational 

resources by making operational managers the customers of internal or external experience pools or 

service providers. The use of key performance indicators (or KPIs) can also help to provide managers the 

guidelines and parameters with which to determine the necessary level of resources to allocate to 

achieve specific project goals. In addition, the more efficient and effective use of resources can be better 

aided through providing fast-track approvals for major projects and by devolving approval authority for 

smaller projects. 

Coordination  

Without a master budget in place, operational managers will be provided the freedom to coordinate 

organizational commitments themselves. In other words, managers should be able to make the required 

personnel and technology resource agreements internally from the previously mentioned internal 

resource market and then augment from external sources as required. This ensures that a smaller 

internal capacity is always fully utilized and allows the organization to provide for the basic needs of the 

stakeholders while having the ability to tap specialized talent pools when customized solutions are 

needed or unique situations are encountered. This approach can aid the organization in matching 

resources to short-term stakeholder demands or real time needs as opposed to overbuilding the 

organization to meet every possible contingency in the long term.  

Measurement and Control  

Instead of a centrally controlled organization with forced compliance to fixed performance contracts, a 

multi-level control approach should be initiated that allows for greater transparency throughout the 

organization. This is an area where a public sector organization should have an advantage over a private 

sector entity. This concept should allow everyone a clearer picture of what is going on and should 

necessitate that upper management only interfere when absolutely necessary. Today, organizational 

leadership and operational managers have a wide range of tools at their disposal to achieve multi-level 

control. Among these tools are ongoing risk management, financial reporting utilizing trends, moving 

averages, and rolling forecasts, performance rankings, and (again) KPIs where practical. The emphasis 

should be on effective governance from the center that supports local decision making. Operational 

managers should enjoy a high level of trust and be allowed to make mistakes as long as they do not 

abuse the trust or fail to live up to the organization’s ethical values and principles of integrity, openness 

and fairness.  



On Mobilizing the Masses - Radical Decentralization 

Radical decentralization is an opportunity for organizations that builds upon the foundations of the 

adaptive management process. It attempts to further empower individuals within an organization which 

are close to the front lines to make the important operational decisions, work within teams and create 

an open and transparent information system that supports the ability to make value enhancing local 

decisions. Like the previous concept, it is comprised of six principles which work best in concert, but can 

have significant independent benefits. The six principles of radical decentralization are: the governance 

framework; the high performance climate; the freedom to decide; team-based responsibility; 

stakeholder accountability; and an open ethical information culture. 

Governance Framework  

While the current budget process restricts decision making to specified plans, a decentralized 

organization aims to empower its people through removing barriers and instilling trust. One of the ways 

in which it achieves this is by providing clear principals, values and boundaries. Essential boundaries 

include the strategic domain, codes of conduct and ethical and environmental considerations within 

which managers need operate. Also to be considered are the time between reporting intervals and the 

discretionary areas between manager requirements and the areas in which they can exercise more 

freedom. Further, management can foster the sense of pride that members of an organization have by 

identifying and encouraging a shared sense of purpose within the group. An environment of 

empowerment and creative risk taking is also more likely to develop if leaders adopt a coach and 

support style of management in lieu of the more typical commanding and controlling styles.  

High Performance Climate  

The radically decentralized organization should create a high-performance climate based on relative 

success. The current performance climate is fixated on meeting fixed targets or levels of acceptability 

whereas the approach of adaptive management frees the organization from these pre-defined values by 

seeking to free individuals to answer to their own pride and ambitions. The hope here is that people will 

tend to challenge themselves and those in their work environment more when given the opportunity to 

express themselves. This can lead to stronger and more consistent levels of performance especially 

when individuals and groups can challenge each other through a safe environment of communal 

competition and cooperation.  

Freedom to Decide  

In a decentralized organization, people are given the freedom to make local decisions that are consistent 

with governance principals and the organization’s goals. Instead of working under the current budgetary 

illusion that central management has the capability to predict and control future outcomes, the concept 

here is to involve everyone in the strategy and empower front line managers and teams to make 

decisions. This aims to instill an active culture of shared responsibility and in lieu of a static system of 

passive dependency. By challenging the assumption that central management knows best, the 

organization can leverage the knowledge and experience of its people to think strategically and 



creatively about problematic constraints, short- and long-term commitments, capital investments, and 

relevant risks. 

Team Based Responsibility  

The objective under team based responsibility is to create an entrepreneurial attitude within the 

workplace, where more - and perhaps younger – managers have the opportunity to make decisions, 

take risks, make mistakes, take responsibility and create value for the organization. By placing 

responsibility for value-based decisions on many individuals and small front-line teams, the whole 

organization grows stronger internally and becomes more responsive to an ever-changing and 

challenging environment. When the opportunity comes to expand the personnel resources of the 

organization, care should be given to ensure that recruitment is based on the continued development of 

the adaptive and devolved organization. Important characteristics to provide good chemistry for this 

type of entrepreneurial organization include initiative, confidence, curiosity, creativity, and the 

enjoyment of teamwork and collaboration. Managers and individuals that prefer rigid hierarchical 

structures and tight reins of control are likely going to be dissatisfied and uncomfortable in this 

environment.  

Accountability  

Since knowledge is power and the access to knowledge is therefore an important component of status, 

job security and trust within the organization, the upper management needs to actively encourage 

teamwork and accountability through the effective and efficient sharing of knowledge. By leveling the 

playing field through providing the same access to information at the same time, the organization can 

foster the much needed culture of trust that is required for adaptive management and radical 

decentralization. Through many of the modern IT systems today, organizational information can be 

made readily and instantly available to all managers and people who need the information to be 

proactive and responsive members of the decentralized entity. Allowing the unhindered flow of 

information to be shared in real time can lead to organization-wide efficiency gains stemming from such 

things as the timely communication of lessons learned and/or best practices as well as innovative 

approaches to problem solving involving teamwork and group synergy. The end result is that the 

freedom of information encourages individuals and teams to become more responsive to the demands 

of stakeholders and more accountable to the goals and outcomes of the organization as a whole. A 

decentralized organization should make people accountable for stakeholder outcomes. 

Open and Ethical Information Culture  

To allow for the success of the previous point of providing the free flow of information, the organization 

must first ensure that individuals are held to high ethical standards and that the sharing of information 

comes with great responsibility. Where a slow and restricted information system can allow individual 

managers to hide and manipulate data, a transparent and fast information system can empower people 

and help eliminate workplace dysfunction, but only if sensitive data is not abused or the always 

developing culture of trust is not tainted. In this way, the decentralized entity can foster “one truth” 



throughout the organization in which both good and bad news is circulated without delay and it can 

focus its energies on better addressing the challenges ahead. 

 
Value Guerilla Tactics Made Easy 

It has probably become apparent in the preceding pages that not all of the adaptive management and 

radical decentralization concepts can be employed in a public sector organization – nor should we want 

them to be in order to maintain a reasonable and necessary level of public oversight. However, there is 

some very desirable low-hanging fruit within the philosophy put forth here that we would be foolish not 

to reach for. Luckily, many of these benefits can be achieved with tools that are readily available. 

Targets of Opportunity 

Even with growing widespread challenges within the public sector and the status quo response that can 

be expected from politically handcuffed leadership, a wholesale change is not a realistic option. Any 

measurable improvements along the lines of change within the current budget system will likely need to 

be accomplished in a series of smaller steps and will most certainly be initiated by freer, more forward 

thinking front line managers looking to squeeze more efficiency from a broken and unresponsive 

system.  

Maximizing value in bleak situations has long been the province of the value engineering process. 

Although sometimes misrepresented and/or applied incorrectly in the past as simple cost cutting, VE is 

beginning to reemerge as a more robust and flexible value solution. Value Engineering provides the 

foundation to successfully approach change in organizations in many instances. Through the 

cornerstone of function analysis and the framework of its step-by-step logic, the VE methodology can be 

endlessly modified and tailored to apply to projects, products, or processes. Many public organizations 

already have VE programs in place to explore value creation on individual projects. Hopefully, with a 

history of success to stand upon, these programs can be leveraged and expanded to provide a broader 

range of value creation services that can address areas of need beyond specific projects and tackle the 

larger issues that have been discussed previously. A VE study focusing on identifying and improving 

organizational efficiencies can be utilized to introduce many of the adaptive management process 

concepts as potential solutions.    

The integration of risk management into the VE process is not a new concept and many VE studies 

already have a risk management component included in them to further enhance the value of solutions 

created by a VE study for a particular project. However, the use of a full-fledged risk management 

program is an excellent way to address cost, schedule and performance risk in a proactive and 

responsible manner for larger projects, programs or the entire organization. The use of ongoing pre-

response risk assessment, creative risk mitigation brainstorming, and post-response risk strategy 

assessment are essential to a successful risk management program. Not only does the entity gain from 

effective and timely risk mitigation, but it also increases the likelihood of both avoiding unnecessary 

future risks altogether and exploiting potential future opportunities for maximum gain. A risk 

management program can also be coupled with budget and schedule validation elements that can 



provide better ongoing accuracy and responsiveness on a rolling, real-time basis. This allows 

management to better utilize its various limited resources and ensure that the organization is operating 

at a high level of efficiency. The gains in resource utilization and strategic planning that an effective risk 

management program provides are essential to implementing a successful adaptive management 

initiative.  

Similar to the risk management program discussed above, a performance and incentive program can be 

initially explored with the aid of value engineering and later implemented to stand on its own. It can be 

applied to an individual project, a broader program or can be implemented throughout the organization. 

It too can be endlessly adapted for a variety of needs and purposes. An ongoing and effective 

performance and incentive program fuels a optimal performance climate where higher levels of 

individual responsibility, accountability, creative risk taking and freedom of action become the norm. 

This encourages better teamwork and information sharing while also enhancing ethical behavior and 

transparency. By empowering the people within the organization, management is freed to address other 

pressing issues and individuals are allowed to better reach their full potential. An effective performance 

and incentive program provides the key gains of radical decentralization that can be achieved by a public 

sector organization. 

Expected Resistance 

As these ideas are put forth, it can be expected that there will be resistance on every level. Obviously, 

most people are not fond of broad sweeping change and is somehow even more true even when 

inefficiencies, unhappiness and dysfunction are staring them in the face. Of course this is not entirely 

new to people that are already familiar with attempting to sell the virtues of value engineering over the 

last several decades. Luckily, the opportunity should already exist in many instances to utilize the 

avenues that have already been established. The advantageous coupling with historically successful VE 

programs to provide organizations a full value solution is perhaps the best case scenario, but If this 

beachhead does not exist, then it is more likely that individuals within organizations without VE, risk 

management or performance programs in place that are becoming increasingly willing to listen to value 

enhancing ideas. A value guerilla approach of making small inroads and small changes in lieu of the 

major paradigm shifts presented in Beyond Budgeting is what is more realistic for within the public 

sector.  The broader revolution in thinking may come later to public sector leadership, but it most likely 

will be caused by the actions taken early on by free-thinkers at the grassroots level. 

 

Conclusion – A Utopia of Sorts  

Through the utilization of value engineering and other closely related synergistic tools such as ongoing 

risk management and performance measurement programs, it is possible to enact many of the benefits 

promised by the adaptive management and radical decentralization philosophy. The full potential of this 

movement may not be achievable in the public sector in the foreseeable future; however the easy gains 

to be made in resource management, accountability, coordination, and overall organizational 

performance far outweigh staying the current course with a limited and unresponsive budgetary system.   
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