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DOS™ EXECUTIVE PERSPECTIVE

Successful Departments. Failing Company.

Why Local Optimization Can Destroy Enterprise Performance —and What CEOs
Must Do Differently

By David D. Douglas

One of the most dangerous conditions in business is not obvious failure.
Itis apparent success.

A company can have strong functional leaders, disciplined budgets, improving KPIs, successful projects,
talented employees, and still underperform as an enterprise.

Sales can hit target.

Operations can improve productivity.
Finance canreduce expense.

Technology can maintain availability.
Customer service can meet response goals.
Human resources can improve engagement.

And yet the company can still be slower than competitors, harder for customers to navigate, expensive to
operate, difficult to change, and increasingly dependent on management intervention.

How can that happen?
Because organizations are usually designed, managed, and rewarded vertically.
Value is created horizontally.

That creates a structural paradox:
Departments can succeed individually while the company fails collectively.

The issue is not necessarily poor leadership inside the functions.

Itis the absence of an operating model that governs the enterprise as a whole.

The Local Optimization Problem
Every functional executive is given a mandate.
Grow revenue.

Control cost.

Improve service.

Protect margin.
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Increase productivity.

Reduce risk.

Deliver technology.

Attract talent.

Improve quality.

These are all legitimate objectives.

The problem begins when leaders optimize them independently.

A decision thatimproves one function can unintentionally increase cost, complexity, delay, or risk
elsewhere.

Procurement lowers the acquisition price but selects equipment that costs more to maintain.
Finance reduces staffing but transfers work to managers, contractors, or customers.

Sales accelerates growth but creates commitments operations cannot efficiently fulfill.

Technology standardizes a platform but introduces manual workarounds into the field.

Service reduces average handle time but increases repeat contacts.

Operations improves utilization by reducing slack but becomes less resilient when demand changes.
Each function may be able to defend its decision.

The enterprise still loses.

This is the central problem of local optimization.

A component of a system can improve while the performance of the overall system deteriorates.

The Enterprise Does Not Experience Your Org Chart
Executives often think about accountability through reporting lines.
Customers, workflows, strategy, and value do not follow those lines.

A customer order may pass through marketing, sales, contracting, finance, implementation, technology,
operations, billing, and support.

A product launch may require coordination across product, supply chain, legal, finance, sales, operations,
and customer service.

A transformation initiative may touch nearly every major function.
No department can deliver the complete outcome alone.

Yet most performance systems continue to ask a narrow question:
Did each department perform?
The more important question is:
Did the enterprise perform?

Those are not the same thing.
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Why Functional Excellence Can Hide Enterprise Failure
Functional dashboards create clarity.

They also create blind spots.

When performance is measured primarily inside departments, leaders may not see:

e Handoffs that repeatedly fail

e Work waiting between functions

e Conflicting policies

e Duplicate systems

e Misaligned incentives

e Rework created by upstream errors

e Customer effort created by internal complexity
e Escalation dependency

e Decision bottlenecks

o Cost shifted from one department to another

These failures often live in the spaces between organizational units.
No single executive owns them completely.

No individual KPI captures them.

No department necessarily reports them as its primary problem.
That is why enterprise friction can remain invisible for years.

The organization becomes accustomed to compensating for it.
Meetings increase.

Escalations become normal.

Spreadsheets proliferate.

People develop workarounds.

Customers learn whom to call when the official process fails.
Managers become expert at solving recurring exceptions.

Eventually, the workarounds themselves begin to look like the operating model.

When Accountability Makes the Problem Worse

Many companies respond to disappointing enterprise performance by increasing accountability.
Executives tighten targets.

Add metrics.

Increase reporting.

Demand faster execution.

Escalate missed commitments.

Sometimes that is necessary.

But stronger accountability inside a fragmented system can intensify local optimization.
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Functional leaders become even more focused on protecting their own scorecards.

They make rational decisions for their departments.

The enterprise becomes harder to operate.

This is why accountability should follow visibility.

Before demanding better results, CEOs must understand how the system itself is shaping behavior.
If a leader is measured only on labor expense, that leader will manage labor expense.

If a leader is measured only on revenue, that leader will optimize revenue.

If a leader is measured only on system uptime, that leader will optimize uptime.

The operating model teaches leaders what matters through what it measures and rewards.

If the metrics are local, the behavior will be local.

Enterprise Value Is Created Between Departments

The most important work in a modern company increasingly occurs across boundaries.
Customer journeys are cross-functional.

Digital products are cross-functional.

Al initiatives are cross-functional.

Transformation is cross-functional.

Risk is cross-functional.

Innovation is cross-functional.

Enterprise value therefore depends heavily on the quality of the connections between departments.
That requires leaders to pay attention to a different set of questions:

Where does ownership change?

Where does information get lost?

Where do priorities conflict?

Where does work wait?

Where are decisions escalated?

Where does the customer experience inconsistency?

Where is cost transferred rather than eliminated?

Where are employees compensating for poor system design?

Those questions reveal the true architecture of enterprise performance.

Total Cost Matters More Than Department Cost
Costreduction provides one of the clearest examples of the problem.

Imagine that a company directs each function to reduce expense by 10 percent.
Procurement negotiates harder.

Operations reduces staffing.

© 2026 Maui Holdings LLC | Douglas Operating System™ | dossystem.org



DOUGLAS OPERATING SYSTEM™ | EXECUTIVE THOUGHT LEADERSHIP

Technology delays investment.

Support reduces training.

Logistics lowers inventory.

Finance celebrates the savings.

But then:

Service calls increase.

Field visits increase.

Downtime increases.

Customer churnrises.

Managers spend more time escalating.

Employees create manual workarounds.

Premium freight increases.

Projects take longer.

The company reduced department cost.

It may have increased total cost-to-serve.

This distinction should matter greatly to CEOs and CFOs.

Enterprise economics cannot be understood solely by examining individual budgets.
Leaders must understand how decisions in one part of the company change cost elsewhere.
The objective is not to minimize every departmental expense.

The objective is to optimize total enterprise value.

Strategy Often Fails at the Handoffs
Many organizations have sound strategies.
Execution fails because strategy must travel through the operating system.

A strategic priority begins in the executive suite and then moves through functions, processes, systems,
management layers, budgets, and daily work.

At each transfer point, it can lose clarity.

One department interprets the priority differently from another.
Budgets do not align.

Technology is not ready.

Decision rights are unclear.

Measures conflict.

Existing incentives reward the old behavior.

Frontline employees receive new expectations without new capability.

Eventually, leadership concludes that execution is weak.
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The deeper problem may be that the enterprise was never designed to execute the strategy across
boundaries.

Strategy does not fail only because people resist change.

It often fails because the operating model makes the desired behavior unnecessarily difficult.

Ask the Question Leaders Rarely Ask

A powerful executive diagnostic is:

What is leadership asking you to accomplish that the current enterprise system
makes unnecessarily difficult?

Ask directors.

Ask managers.

Ask frontline employees.

Then aggregate the answers.

Patterns will emerge.

A director may describe conflicting priorities.

A manager may describe approval delays.

A frontline employee may describe a system that requires multiple workarounds.
A customer may describe inconsistent service.

These may appear to be separate complaints.

Together they often reveal the same structural barrier.

This is enterprise sensing.

It gives leaders a way to compare executive perception with operating reality.

That comparison matters because the higher executives rise, the more aggregated their information
becomes.

Aggregation creates efficiency.

It can also create distance.

The Executive Altitude Gap

Senior leaders rarely experience the company the same way frontline employees or customers do.
They see dashboards.

Employees see processes.

Executives see policies.

Employees experience consequences.

Executives see organizational structure.

Customers experience the handoffs.

When these perspectives diverge, an Executive Altitude Gap develops.
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The company can look efficient from above and feel dysfunctional below.

The greater the gap, the more likely leadership is to solve the wrong problem.

A CEO may believe execution needs more discipline when employees need fewer barriers.

A CFO may believe a function is overspending when hidden failure demand is driving the cost.

A CIO may believe systems are stable while employees are spending hours reconciling data manually.

A customer-experience leader may see acceptable satisfaction while customers quietly reduce future
business.

Executives need mechanisms that bring operating reality upward before it appears in lagging financial
results.

What CEOs Should Measure Differently

Functional KPIs remain important.
They simply need to be supplemented with enterprise measures.
Consider adding metrics such as:
End-to-end cycle time
How long does value take to move across the enterprise?
Cross-functional handoffs
How many transfers are required to complete an outcome?
Rework rate
How much work exists because something failed earlier?
Repeat-contact volume
How often must customers or employees return to complete the same objective?
Escalation dependency
How much normal work requires management intervention?
Decision latency
How long does work wait for authority?
Failure demand
How much workload is created by defects, confusion, delays, or prior failures?
Customer effort
How difficultis it for customers to navigate the company?
Employee workaround dependency

How often must employees bypass the designed process to get work done?

These measures reveal whether departments are functioning as an enterprise.
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Shared Outcomes Require Shared Governance

Some outcomes cannot belong to one department.

Customer retention is one.

Successfulimplementation is another.

Speed to market.

Enterprise resilience.

Digital transformation.

Al adoption.

Cost-to-serve.

Customer lifetime value.

These outcomes require multiple functions to succeed together.

If shared outcomes are governed through separate departmental scorecards, accountability fragments.
CEOs should therefore distinguish between:

Functional accountability — what one leader can control.

and

Enterprise accountability — what multiple leaders must jointly produce.
Enterprise accountability requires explicit governance.

Who owns the end-to-end outcome?

Who resolves conflicts among functions?

What happens when one department’s target harms the enterprise result?
Which measure takes precedence?

How quickly are cross-functional barriers escalated and removed?

Without clear answers, shared outcomes become everybody’s priority and nobody’s accountability.

Leadership Exists to Remove Barriers

A mature enterprise does not expect employees to overcome structural dysfunction indefinitely.
It removes the dysfunction.

This is where leadership changes.

Traditional management often asks:

Who missed the target?

A systems-oriented leader also asks:

What made the target harder to achieve than it should have been?

What barrier repeatedly appears?

Which policy creates unnecessary work?

Which handoff creates failure?
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Which measure produces the wrong behavior?
Which process no longer fits the strategy?

Which decision should be made at a different level?
The pointis not to remove personal accountability.
Itis to ensure that accountability operates inside a capable system.
Great leaders reduce friction.

They create clarity.

They connect functions.

They improve decision architecture.

They aligh measures.

They build capability before raising expectations.

They design an enterprise in which success becomes easier to repeat.

The CEO Test

At your next executive meeting, consider a simple exercise.
Ask every functional leader to identify the three metrics that define success for their department.
Then ask:
If every one of those metrics turns green, can the enterprise still fail?
If the answer is yes, identify how.
Where are the gaps?
Which outcomes fall between departments?
Which enterprise measures are missing?
Which incentives conflict?
Which customer problems can persist even when every function meets its objectives?
That discussion may be more valuable than another hour reviewing individual scorecards.
Because the purpose of the executive team is not merely to represent departments.

Itis to govern the enterprise.

From a Collection of Functions to an Operating System
The traditional corporation is often managed as a federation of functions.
The modern enterprise must operate as a connected system.

That means aligning:

o Strategy

e Governance

e Decisionrights
e Processes
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e Technology

e Measures

e Talent

e Customer experience
e Risk

e Capital

e Culture

These elements cannot be optimized independently forever.

They interact.

The quality of those interactions determines enterprise performance.

This is why leadership must expand beyond managing people and departments.

Executives must become architects of the system in which those people and departments operate.
Functional excellence still matters.

But functional excellence without enterprise integration can create sophisticated fragmentation.

The goal is not to weaken departments.

Itis to connect them.

The strongest organizations will not be those with the greatest number of high-performing functions.

They will be those whose high-performing functions create greater value together than they could separately.
That is the difference between a well-managed collection of departments and a high-performing enterprise.

So when your executive dashboard shows every function succeeding, ask one more question:

Is the company succeeding because of those departments—or in spite of the way
they work together?
The answer may tell you more about the future of the business than any individual KPI.

David D. Douglas is an enterprise operations executive and creator of the Douglas Operating System™
(DOS™), an executive operating methodology designed to help leaders see, govern, measure, and
continuously improve the enterprise as one integrated system. He has more than three decades of
experience leading large-scale, regulated, technology-enabled, and mission-critical operations.
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