
 

 

 

Understanding of Decentralization: 

The term "decentralization" embraces a variety of concepts which must be 

carefully analyzed in any particular country before determining if projects 

or programs should support reorganization of financial, administrative, or 

service delivery systems. Decentralization—the transfer of authority and 

responsibility for public functions from the central government to 

subordinate or quasi-independent government organizations and/or the 

private sector—is a complex multifaceted concept. Different types of 

decentralization should be distinguished because they have different 

characteristics, policy implications, and conditions for success. 

Features of decentralization are: 

1. Delegation of authority to lower management 

2. Faster response time 

3. Quick decision making 

4. Development of individual departments 

5. Employee engagement and development 

The dispersion or distribution of functions and powers a 

decentralization of powers specifically, government: the delegation of 

power from a central authority to regional and local authorities the 

decentralization of the state's public school system government 

decentralization. 



 

 

THERE ARE THREE MAJOR FORMS OF 

ADMINISTRATIVE DECENTRALIZATION: DECONCENTRATION, 

DELEGATION, AND DEVOLUTION. EACH FORM RAISES DIFFERENT 

LEGAL ISSUES. DECONCENTRATION INVOLVES REDISTRIBUTING 

DECISION MAKING AUTHORITY AND FINANCIAL AND MANAGEMENT 

RESPONSIBILITIES AMONG DIFFERENT LEVELS OF A NATIONAL 

GOVERNMENT. 

DECENTRALIZATION—THE TRANSFER OF AUTHORITY AND 

RESPONSIBILITY FOR PUBLIC FUNCTIONS FROM THE CENTRAL 

GOVERNMENT TO SUBORDINATE OR QUASI-INDEPENDENT 

GOVERNMENT ORGANIZATIONS AND/OR THE PRIVATE SECTOR—IS A 

COMPLEX MULTIFACETED CONCEPT. 

 

 

 

 

 

 



 

REDUCES THE BURDEN ON TOP EXECUTIVE. 

FACILITATES DIVERSIFICATION  

TO PROVIDE PRODUCT AND MARKET EMPHASIS  

EXECUTIVE DEVELOPMENT  

IT PROMOTES MOTIVATION  

BETTER CONTROL AND SUPERVISION  

QUICK DECISION-MAKING 

 

HIS EFFICIENCY AND OUTPUT INCREASE IN A DECENTRALIZED 

ORGANIZATIONAL STRUCTURE. (2) IT MAKES DIVERSIFICATION EFFECTIVE: 

DIVERSIFICATION OF PRODUCTS IN PARTICULAR HELPS IN TAKING THE 

ADVANTAGES OF MARKET CONDITIONS. THIS HELPS IN INCREASING BOTH 

THE PRODUCTIVITY AND PROFITABILITY. 

EXPLANATION:  

(i) SHARING OF POWER BETWEEN CENTER AND STATES AND LOCAL 

GOVERNMENT REDUCES CONFLICT.  

(ii) LARGE NUMBER OF PROBLEMS AND ISSUES CAN BE BEST SETTLED 

AT LOCAL LEVEL.  

(iii)  PEOPLE HAVE BETTER KNOWLEDGE OF THEIR OWN PROBLEMS IN 

THEIR LOCALITIES 

THE MAIN DISADVANTAGE OF A DECENTRALIZED ORGANIZATION IS THAT 

YOU LOSE CONTROL OVER THE DAY-TO-DAY ACTIVITIES OF YOUR COMPANY. 

MAYBE “LOSE” IS TOO STRONG A WORD, BUT YOU ARE CEDING AUTHORITY 

TO YOUR MANAGERS, WHICH MEANS THAT YOU TRUST THEIR INSTINCTS, 

SKILLS, AND TALENTS. 

SINCE IT ALSO EASES THE BURDEN ON TOP MANAGEMENT, THERE IS LESS 

MANAGEMENT FIREFIGHTING, OR DAY-TO-DAY PROBLEM SOLVING. IT ALSO 

FACILITATES DIVERSIFICATION AND THE DEVELOPMENT OF JUNIOR 

MANAGEMENT. DISADVANTAGES INCLUDE LOSS OF CONTROL, LACK OF 

COORDINATION, AND COSTLIER OPERATIONS. 

 



 

 

Types of Decentralization: 

Types of decentralization include political, administrative, fiscal, and 

market decentralization. Drawing distinctions between these various 

concepts is useful for highlighting the many dimensions to successful 

decentralization and the need for coordination among them. Nevertheless, 

there is clearly overlap in defining any of these terms and the precise 

definitions are not as important as the need for a comprehensive approach. 

Political, administrative, fiscal and market decentralization can also appear 

in different forms and combinations across countries, within countries and 

even within sectors. 

 

Political Decentralization: 

Political decentralization aims to give citizens or their elected 

representatives more power in public decision-making. It is often 

associated with pluralistic politics and representative government, but it 

can also support democratization by giving citizens, or their 

representatives, more influence in the formulation and implementation of 

policies. Advocates of political decentralization assume that decisions 

made with greater participation will be better informed and more relevant 

to diverse interests in society than those made only by national political 

authorities. The concept implies that the selection of representatives from 

local electoral jurisdictions allows citizens to know better their political 



 

representatives and allows elected officials to know better the needs and 

desires of their constituents. 

Political decentralization often requires constitutional or statutory reforms, 

the development of pluralistic political parties, the strengthening of 

legislatures, creation of local political units, and the encouragement of 

effective public interest groups. 

Administrative Decentralization: 

Administrative decentralization seeks to redistribute authority, 

responsibility and financial resources for providing public services among 

different levels of government. It is the transfer of responsibility for the 

planning, financing and management of certain public functions from the 

central government and its agencies to field units of government agencies, 

subordinate units or levels of government, semi-autonomous public 

authorities or corporations, or area-wide, regional or functional authorities. 

The three major forms of administrative decentralization: 

1. Deconcentration,  

2. Delegation, and  

3. Devolution -- each have different characteristics. 

Deconcentration:  

which is often considered to be the weakest form of decentralization and is 

used most frequently in unitary states-- redistributes decision making 

authority and financial and management responsibilities among different 

levels of the central government. It can merely shift responsibilities from 

central government officials in the capital city to those working in regions, 

provinces or districts, or it can create strong field administration or local 

administrative capacity under the supervision of central government 

ministries. 

Delegation:  

Delegation is a more extensive form of decentralization. Through 

delegation central governments transfer responsibility for decision-making 

and administration of public functions to semi-autonomous organizations 



 

not wholly controlled by the central government, but ultimately 

accountable to it. Governments delegate responsibilities when they create  

 

public enterprises or corporations, housing authorities, transportation 

authorities, special service districts, semi-autonomous school districts, 

regional development corporations, or special project implementation 

units. Usually these organizations have a great deal of discretion in 

decision-making. They may be exempt from constraints on regular civil 

service personnel and may be able to charge users directly for services. 

Devolution:  

A third type of administrative decentralization is devolution. When 

governments devolve functions, they transfer authority for decision-

making, finance, and management to quasi-autonomous units of local 

government with corporate status. Devolution usually transfers 

responsibilities for services to municipalities that elect their own mayors 

and councils, raise their own revenues, and have independent authority to 

make investment decisions. In a devolved system, local governments have 

clear and legally recognized geographical boundaries over which they 

exercise authority and within which they perform public functions. It is this 

type of administrative decentralization that underlies most political 

decentralization. 

Fiscal Decentralization: 

Financial responsibility is a core component of decentralization. If local 

governments and private organizations are to carry out decentralized 

functions effectively, they must have an adequate level of revenues –either 



 

raised locally or transferred from the central government– as well as the 

authority to make decisions about expenditures. Fiscal decentralization can 

take many forms, including  

a. Self-financing or cost recovery through user charges,  

b. Co-financing or co-production arrangements through which the users 

participate in providing services and infrastructure through monetary 

or labor contributions;  

c. Expansion of local revenues through property or sales taxes, or 

indirect charges;  

d. Intergovernmental transfers that shift general revenues from taxes 

collected by the central government to local governments for general 

or specific uses; and  

e. Authorization of municipal borrowing and the mobilization of either 

national or local government resources through loan guarantees. In 

many developing countries local governments or administrative units 

possess the legal authority to impose taxes, but the tax base is so weak 

and the dependence on central government subsidies so ingrained 

that no attempt is made to exercise that authority. 

Economic or Market Decentralization: 

The most complete forms of decentralization from a government's 

perspective are privatization and deregulation because they shift 

responsibility for functions from the public to the private sector. 

Privatization and deregulation are usually, but not always, accompanied by 

economic liberalization and market development policies. They allow 

functions that had been primarily or exclusively the responsibility of 

government to be carried out by businesses, community groups, 

cooperatives, private voluntary associations, and other non-government 

organizations. 

Privatization:  

Privatization can range in scope from leaving the provision of goods and 

services entirely to the free operation of the market to "public-private 

partnerships" in which government and the private sector cooperate to 

provide services or infrastructure. Privatization can include: 1) allowing 

private enterprises to perform functions that had previously been 

monopolized by government; 2) contracting out the provision or 



 

management of public services or facilities to commercial enterprises 

indeed, there is a wide range of possible ways in which function can be 

organized and many examples of within public sector and public-private 

institutional forms, particularly in infrastructure; 3) financing public 

sector programs through the capital market (with adequate regulation or 

measures to prevent situations where the central government bears the risk 

for this borrowing) and allowing private organizations to participate; and 

4) transferring responsibility for providing services from the public to the 

private sector through the divestiture of state-owned enterprises. 

 

Deregulation:  

Deregulation reduces the legal constraints on private participation in 

service provision or allows competition among private suppliers for 

services that in the past had been provided by the government or by 

regulated monopolies. In recent years privatization and deregulation have 

become more attractive alternatives to governments in developing 

countries. Local governments are also privatizing by contracting out 

service provision or administration. 

Choosing the Most Appropriate Form of 

Decentralization: 

Under appropriate conditions, all of these forms of decentralization can 

play important roles in broadening participation in political, economic and 

social activities in developing countries. Where it works effectively, 

decentralization helps alleviate the bottlenecks in decision making that are 

often caused by central government planning and control of important 

economic and social activities. Decentralization can help cut complex 

bureaucratic procedures and it can increase government officials' 

sensitivity to local conditions and needs. Moreover, decentralization can 

help national government ministries reach larger numbers of local areas 

with services; allow greater political representation for diverse political, 

ethnic, religious, and cultural groups in decision-making; and relieve top 

managers in central ministries of "routine" tasks to concentrate on policy. 

In some countries, decentralization may create a geographical focus at the 

local level for coordinating national, state, provincial, district, and local 

programs more effectively and can provide better opportunities for 



 

participation by local residents in decision making. Decentralization may 

lead to more creative, innovative and responsive programs by allowing 

local "experimentation." It can also increase political stability and national 

unity by allowing citizens to better control public programs at the local 

level. 

But decentralization is not a panacea, and it does have potential 

disadvantages. Decentralization may not always be efficient, especially 

for standardized, routine, network-based services. It can result in the loss 

of economies of scale and control over scarce financial resources by the 

central government. Weak administrative or technical capacity at local 

levels may result in services being delivered less efficiently and effectively 

in some areas of the country. Administrative responsibilities may be 

transferred to local levels without adequate financial resources and make 

equitable distribution or provision of services more difficult. 

Decentralization can sometimes make coordination of national policies 

more complex and may allow functions to be captured by local elites. Also, 

distrust between public and private sectors may undermine cooperation at 

the local level. 

Project and program planners must be able to assess the strengths and 

weaknesses of public and private sector organizations in performing 

different types of functions. Before developing elaborate plans for 

decentralization, they must assess the lowest organizational level of 

government at which functions can be carried out efficiently and effectively 

and -- for functions that do not have to be provided by government -- the 

most appropriate forms of privatization. Even program planners who do not 

see ‘decentralization’ as their primary motive must carefully analyze the 

types of decentralization already present in a country in order to tailor 

policy plans to existing structures. 

Centralization and decentralization are not "either-or" conditions. In most 

countries an appropriate balance of centralization and decentralization is 

essential to the effective and efficient functioning of government. Not all 

functions can or should be financed and managed in a decentralized 

fashion. Even when national governments decentralize responsibilities, 

they often retain important policy and supervisory roles. They must create 
or maintain the "enabling conditions" that allow local units of 

administration or non-government organizations to take on more 

responsibilities. Central ministries often have crucial roles in promoting 



 

and sustaining decentralization by developing appropriate and effective 

national policies and regulations for decentralization and strengthening 

local institutional capacity to assume responsibility for new functions. The 

success of decentralization frequently depends heavily on training for both 

national and local officials in decentralized administration. Technical 

assistance is often required for local governments, private enterprises and 

local non-governmental groups in the planning, financing, and 

management of decentralized functions. 

 

ADVANTAGES OF DECENTRALIZATION 
 
Everything you need to know about the advantages and 

disadvantages of decentralization. Decentralization is today’s 

concept where decision making is not the prerogative of top 

management only. With the increasing professionalism in the 

management function and global span of business, decentralization 

has become a need if an organization wants to grow. 

Decentralization may be, in part, merely the result of circumstances (Dale). 

Centralization enables a competent leader to control work and produce 

results quickly and effectively. 

It helps to coordinate work and put all activities on track. There are certain 

special circumstances forcing managers to reserve authority and centralize 

decision-making power. 

Actions can be focused on what needs to be done and duplications can be 

put to rest. It becomes easy to get all units and people do the same thing in 

the same way at the same time without wastage of resources and energies. 

Decentralization is the best solution to handle emergency situations—such 

as declining sales, cutting costs, using resources productively, pushing a 

competitor to the wall, handle policy changes of government etc. 

Centralization ensures prompt decisions – flowing from one individual who 

is ultimately made responsible for everything. 

 



 

However, centralization makes it extremely difficult for managers to 

process the bundles of data regarding products, markets, costs, finances, 

people etc., in quick time and take decisions in an appropriate manner. The 

managers are burdened with a great amount of detailed and exhaustive 

work; they have to work for painfully long hours and take a stuffed briefcase 

(of problems) home with them. 

Centralization forces top management to possess a broad view that may be 

beyond their capacity (Carvel). The vast amount of power given to a few 

people may be abused (power corrupts absolutely, and may be used as a 

‘whip’). More dangerously, the fortunes of the organization depend on the 

health and vitality of top management people. The organization is highly 

vulnerable to what happens to its dynamic and talented top management 

people. Centralization floods communication lines to a few individuals at 

the top of the organization. 

As a result, the speed of communications upward and decisions processes 

are slow. Lastly, centralization kills the initiative, self-reliance and 

judgment of lower level personnel. It inhibits the development of operating 

personnel. 

Advantages of Centralization: 

Centralization of Decision Making Authority May Bring Many Advantages 

to the Organization: 

1. Standardization: 

Centralization decisions result into standardize policies and procedures to 

be uniformity followed throughout the organization making coordination 

easier. 

2. Uniformity of Action: 

Where a company wishes all operative units to do certain things in the same 

manner, centralization of appropriate decision making can bring such 

uniformity. 

 



 

3. It Facilitates Personal Leadership: 

Personal leadership is an important point for the success of small 

enterprises. It is also important during the early stages of the enterprises. In 

both the cases, the manager having entire authority himself can exercise 

power over the subordinates. 

4. Quality Decisions: 

Top management people are experienced and have an overall view of the 

company. Their decisions tend to be mature and are taken keeping in mind 

the overall benefit of the company. 

 

5. Handle Emergencies Effectively: 

At the time of emergency, centralize decision-making works as a quick 

respite as there is no time for consulting others. 

 

6. Economies: 

A high degree of centralization of authority absolves the lower level staff 

from decision-making, thereby demanding lesser managerial skills from 

them. Economy can be observed in hiring comparatively less skilled 

managerial staff. Moreover centralized management can bring economies 

of large scale, For example- bulk buying and selling will result in lower 

overall costs. 

 

7. Simplicity: 

Centralize decision making make the power structure of the company simple 

to understand. There is no confusion or conflict regarding the decision 

making power among the staff of the organization. 

 

Limitations of centralization. Centralization may be useful only upto certain 

extend and under certain conditions. Beyond that it creates difficulties in 

day to day working and restricts growth of the enterprise. 

 

 

Advantages of Decentralization: 

 

Decentralization is today’s concept where decision making is not the 

prerogative of top management only. With the increasing professionalism 

in the management function and global span of business, decentralization 

has become a need if an organization wants to grow. 



 

 

 

Some of its advantages are listed below: 

 

 

1. Reduces Burden of Top Executives: 

Centralization over burdens top executives. They are left with no time for 

planning, policy making etc. Decentralization relives top executives from 

some of their burdens. 

2. Quick and Better Decisions: 

Under decentralized system, decision making power is delegated to the level 

of actual execution. Whenever there is a need for taking a decision, the 

concerned executive may decide the things without delay. There is no need 

to make reference to the top level for most of the work. 

Moreover, subordinates may have a better knowledge of local conditions 

affecting their areas of work. This should allow them to make more 

informed well-judged choices, e.g., salespersons have detailed knowledge 

of customers. 

3. Facilitates Diversification: 

With the centralized system of authority, diversification cannot grow 

beyond a certain level. With decentralization diversification can be taken to 

any extent. 

4. Use of Capabilities of Subordinates: 

In a decentralized system subordinates get a chance to show their skills and 

imagination. They may lead to something which top management cannot 

even perceive. 

 

5. Development of Executives: 



 

Management at middle and junior levels are groomed to take over higher 

positions. They are given the experience of decision making when carrying 

out delegated tasks (management development). 

 

 

6. Motivates Subordinates: 

Under decentralization, subordinates get opportunities for taking decisions 

independently. This fulfils the human need for power and status, by 

motivating the individual to work upto his optimum capability. 

7. Reduces Burden of Communication: 

Decentralization reduces the volume of day to day communication between 

head office and the branches, therefore giving senior managers the time to 

consider long term strategy. 

 

The following are the ways in which decentralization is helpful in business 

administration: 

 

8. It Reduces the Burden of Top Executive: 

Decentralization helps in reducing the burden of the top executives as they 

delegate their power to their subordinates and make them free for more 

important work requiring their urgent attention. Policy framing, programme 

scheduling and important decision making are a few of the important jobs 

which top executives have to undertake and give proper attention. Time is 

short at the disposal of the top executive. He has to fruitfully utilize every 

minute at his disposal. For this he has to delegate. Decentralization makes 

him more alive, alert, smart and sharp. His efficiency and output increase in 

a decentralized organizational structure. 

 



 

9. It Makes Diversification Effective: 

Diversification of products in particular helps in taking the advantages of 

market conditions. This helps in increasing both the productivity and 

profitability. Labor too stands benefited since there is more chances of 

specialization and standardization. 

 

10. It Helps in the Development of Managerial Faculties: 

Everybody has managerial skill and talents in his own sphere. Even an 

ordinary worker at the lowest level knows how to manage his own affairs in 

the best possible manner. The skill is acquired and faculties are developed. 

Decentralization helps in the development of such faculties if authority is 

properly delegated and accepted by the delegate in right earnest. 

 

11. It is Very Important for Production and Marketing Activities: 

Nobody can deny this fact that the main objective of an enterprise is to 

increase its profitability. For this, production as well as marketing functions 

has to show best results. Human element is involved in both. 

Decentralization touches this very human element in order to maximize the 

efforts on the part of those who are at work. Obviously production and 

marketing functions gain importance in decentralized form of organization. 

 

12. It Creates Perfect Atmosphere and Development of Morals: 

Job satisfaction is an important essential of a good management. A worker 

who likes his job and is satisfied with its nature puts more efforts to attain 

the objective. On the contrary, dissatisfied worker is disinterested, 

consequently his efforts are at its minimum. Since decentralization takes ego 

and vanity of human beings into consideration, it is helpful in raising the 

morals of the workers. The result is more work, no dispute and good 

working atmosphere. 



 

Decentralization relieves a worker from the tension with which he suffers. 

When he knows that he has to wait longer for even smallest decisions. This 

relieving of mental tension helps in creating good atmosphere. 

 

13. It Provides Effective Control and Supervision: 

The greater the degree of decentralization, the more effective becomes the 

span of control. It leads to the effective supervision as managers at the lower 

levels have complete authority to make changes in work assignment, to 

change production schedules, to recommend promotions and to take 

disciplinary actions. 

14. It Avoids Red Tapism in Making Decisions: 

Decentralization avoids red tapism in making decisions as it places 

responsibility for decision-making as near as possible with the place where 

actions take place. Those closest to the work situation can make reasonably 

quick and accurate decisions because they are well aware of the realities of 

the situation. It also minimizes the delay in transmitting information from 

and to the work place. 

15. It Reduces the Need of Co-Ordination in the Enterprise as a Whole: 

Coordinative efforts are needed only in the segments created by 

decentralized system of organization. This makes the co-ordination more 

effective. 

16. It Achieves Several Internal and External Economies: 

Decentralization achieves several internal and external economies. Internal 

economies include speedier communication, better utilization of lower level 

and middle level executives, greater incentive to work and greater 

opportunities for training. These make possible for the management to 

reduce the cost of production and meet competition effectively. 

 



 

Though decentralized organization is costlier and often quick decision is not 

possible particularly in emergency when the lower level of worker wishes 

not to take the decision of their own; but the decentralization surely leads to 

progress and prosperity. Of course there is a condition – decentralization 

should not mean “Loose authority.” 

Decentralization is also Important because of the Following Reasons: 

17. Reduction in the Burden of Top Managers: 

Managers who look after both strategic and routine matters often become so 

involved in managing routine problems that they do not have enough time 

to book after strategic matters of the organization. The time they should 

spend on strategic planning is often not spent. Through decentralization, 

routine decisions are delegated down the scalar chain and important 

decisions are retained at the top. 

18. Development of Subordinates: 

One learns through mistakes. If top executives do not delegate for the fear 

that subordinates make mistakes, they will not contribute to development of 

potential managers. Subordinates should be allowed to make mistakes and 

rectify them so that they learn not to repeat them in future. 

This is possible only in a decentralized organization. Subordinates take 

independent decisions which fulfils their need for power, achievement and 

recognition. These are higher-order needs which make subordinates feel 

important in the organization. They try new ideas and become capable to 

assume important positions in the organization. 

19. Quick Decisions: 

In a decentralized organization, employees do not approach higher 

authorities every time they face a problem. As they are closer to the problem 

area, they can make quick decisions related to that problem. The decisions 

are, thus, faster and better. 

20. Promotes Diversification: 



 

If top managers retain authority to make decisions, they will be able to look 

after limited lines of products only. Decentralization enables them to search 

for new areas of market. They can diversify into new markets and add new 

products to the existing line of products. 

 

21. Promotes Motivation: 

Rather than offering financial rewards as motivators, if subordinates are 

allowed to make decisions in their areas of specialization, it serves as 

better motivational force. Thus, decentralization promotes efficiency of 

workers resulting in high production and sales. 

 

22. Flexibility: 

A decentralized organization is more flexible as managers at different levels 

can change policies according to changes in environment. 

23. Better Communication: 

A decentralized organization has lesser levels in the scalar chain. 

Communication amongst people at different levels is faster and efficient. 

Chances of information distortion (due to increased levels) get reduced. 

24. Control: 

Managers at different levels frame standards of performance for their 

respective units and control those activities. This facilitates the process of 

control. 

 

According to Peter F. Drucker the Advantages of Decentralization are as 

Follows: 

 

It promotes speed in decision-making and confusion is avoided. 



 

Executives get confidence in themselves and are appreciated for     jobs well 

done. Politics also disappears. 

Avoidance of conflict between the top management and the division is 

possible. 

 

There is informality and democracy in management. 

There is no gap between the top managers and the subordinate managers. 

This results in informal organization. 

Large number of promotable managers is available. This ensures continuity 

in operations. 

Assessment of competitive divisions or units can be made. 

There is the absent of ‘edict management’ and there is presence of thorough 

information and consideration of central management decisions. 

Decentralization Requires a Balance of Necessary Decentralization of 

Important Managerial Functions and Creation of Certain Facilities: 

 

 

Firstly – Managers capable of undertaking the operations of the 

autonomous business units must be developed. 

Secondly – Provision must be made for co-ordination and communication 

between various units. 

 

Finally – Effective decentralization requires adequate Controls. Unless the 

top managers have well-established system for measuring the operating 

results, it is very difficult to achieve effective decentralization. 

 

 



 

 

 

 

 

There are more Important Advantages of Decentralization are as Follows: 

 

33. Relief to Top Executives: 

Decentralization enables the top executives to devote greater attention and 

effort to important issues. They may not be able to do this if they keep their 

hands full with problems of a routine nature. 

34. Motivation of Subordinates: 

Systematic decentralization results in development of initiative, 

responsibility, and morale among employees. Because the authority to make 

decisions is placed in the hands of employees who have the responsibility 

to execute them, the employees are more sincere and hardworking in 

performing their jobs. 

35. Intimate Relationships: 

In a decentralized unit, employees have greater opportunities to come in 

close contact with one another. This results in improved communication, so 

that employees can benefit from expertise and experience of one another. 

 

36. Sense of Competition: 

In a decentralized enterprise, its departments and division are independent 

of one another. As a result, the management can experiment with new ideas 

and processes in any department without any risk of its adverse effect on the 

functioning of other departments. 

37. Effective Control: 



 

Though each of the departments and divisions is granted freedom in running 

its affairs, the control function is not adversely affected. This is because for 

judging the performance of each unit, an important yardstick is its 

profitability and the rate of return on investment. 

 

Decentralization of Organization is Commended on Account of the 

Following Advantages: 

 

Lesser Burden on top Executives – Centralization places too heavy a 

burden on the top executive who alone is responsible for planning and 

decision-making. In a decentralized set-up, the subordinates share the 

burden of decision-making and leave the top executive to concentrate on 

overall planning and control. 

 

Possibilities of Diversification – A centralized enterprise with the 

concentration of authority in single individual at the top will find it difficult 

to diversify its activities and start new lines of manufacture or distribution. 

On the other hand, under a decentralized set-up, diversification is facilitated. 

This enables the concern to make up any losses in certain lines by gains on 

other lines and thus reduces the risks of business. 

 

Executive Development – Decentralization gives power and initiative and 

responsibility to a number of executives. This provides a spur to the 

development of executives in the organization. 

 

Improvement of Morale – Decentralization stimulates the formation of 

small cohesive groups. Since local managers are given a large degree of 

authority and local autonomy, they weld their people into well-knit groups. 

With high degree of participation, constant effort to communicate, and 

continuing interest in the welfare of the members of the group, these 



 

managers are able to motivate the subordinates extremely well and secure a 

high degree of morale among them. 

 

 

The Advantages of Decentralization are also Legendary and Well 

Documented in Management Literature Thus: 

 

Decentralization reduces the workload of an overburdened executive. The 

executive need not bury himself in endless routine as he is not expected to 

look into the affairs of a division from close quarters. 

 

Decentralization brings the decision-making process closer to the scene of 

the action. This leads to quicker decisions at lower levels, since decisions 

do not have to be referred up through the hierarchy. 

 

Decentralization facilitates product diversification: For multi-product, 

multi-plant and multi-center businesses, decentralization is the only answer 

to take adequate care of each product division. Decentralization facilitates 

balanced and proportionate emphasis on product sales, branding and other 

marketing efforts apart from exclusive focus on product manufacturing. 

 

Decentralization gives individuals an opportunity to learn by doing. It 

provides a positive work climate where there is freedom to make decision, 

freedom to use judgment and freedom to act. Factors like competitive 

atmosphere, better participation, and independent status create a stimulating 

effect on the morale of the key people in the semi-autonomous divisions. 

Shorter chains of command encourage people to take independent decisions 

quickly. Decentralization provides a kind of training opportunity to 



 

managers to think and act independently and slip into challenging roles in 

course of time. 

 

Effective Control- Decentralization often results in improved controls and 

performance measurements. Managers, as divisional heads, are held 

responsible for costs and productivity. Divisionalization not only helps in 

fixing responsibility but also encourages competition among various 

divisional managers. Profit reporting by divisions provides a benchmark for 

measuring the performance of one manager against another. 

 

Profit Centre Approach- A final advantage of decentralized management is 

associated with the ‘profit center’ principle. Theoretically the company gets 

the best of both worlds. “When divided into relatively small operating units, 

a large corporation gains all the advantages of being small: flexibility, close 

control, ability to make quick decisions, and so forth. At the same time, 

central staff coordination of the individual profit centers allows the company 

to retain the many obvious advantages of size”. 

 

 

 

 

WHILE THERE ARE MANY ADVANTAGES OF 

DECENTRALIZATION, STILL THEN WE MAY CONSIDER FEW 

ISSUES ABOUT DECENTRALIZATION WHICH SHALL BE 

CONSIDERED TO TAKE NOTE FOR BETTER UNDERSTANDING 

AND RATIFICATION FOR MUTUAL SOLUTIONS: 

 



 

Decentralization is not a sure bet. It could prove to be a Troublesome 

exercise if not carried out in a proper way, in the following ways to be 

considered: 

 

 

1. Conflict: 

Decentralization puts increased pressure on divisional heads to realize 

profits at any cost. This may lead to inter-divisional rivalry leading to bitter 

fights. Each divisional head might be tempted to build his own empire at the 

cost of others. Problems of coordination and control may also arise when 

such ‘mini-companies’ or ‘little empires’ exist within an organization. 

 

2. Cost: 

Decentralization results in a duplication of staff effort. To be independent, 

each division should have access to purchasing, personnel, marketing and 

other specialists. As a result each division is expected to carry a large group 

of staff specialists at enormous cost. 

 

3. Some Disadvantages of Decentralization Relate to the Profit-Centre 

Concept: 

Often capable and competent individuals may not be available to run the 

divisionalized organizations. Freedom of action may lead to diversity of 

decisions. Many a time the remote control from headquarters may prove to 

be ineffective as the enterprise grows. In addition, decentralization demands 

training programmes that may be time-consuming and highly expensive. 

 

 

 



 

Some of the Disadvantages of the Centralization can be Viewed as Follows: 

 

4. Overloaded Top Management: 

Due to overload of work, top level managers cannot concentrate on 

important functions and matters as they keep themselves engaged in day to 

day decision-making. 

 

5. Imbalanced Structure of Organization: 

Top level loaded positions and empty lower levels may create an imbalance 

in the structure of an organization. 

 

6. Destroys Individual Initiative: 

Centralization evolves around few persons (top management) only. They 

take all the decisions and decide how to implement them. Others are not 

supposed to take any initiative and are to carry out whatever they have been 

told. This practice destroys individual initiatives and does not allow any 

second line of command to grow in the organization. 

 

7. Slow Down the Operations: 

Since executives at the work place are not free to take the decisions, in case 

of any contingency, by the time decision comes from the management, it 

may be too late to implement. Moreover unavailability of top management 

may leave the organization without any decision in case of need. 

8. Decisions Lack Specialized Knowledge: 

Since top management may not be expert in all areas, decisions taken by 

them will lack perspective of a specialist. Even a specialist or employee 

under centralized set-up, does not have a free hand in his area. His job 



 

mainly will be convincing the top executives that his suggestion should be 

implemented. 

 

9. Increases Costs: 

Decentralization increases the administration expenses because it requires 

the employment of trained personnel to accept authority. Moreover, there is 

a duplication of management functions in various departments/units 

resulting in increased cost. 

 

10. Loss of Control: 

Too much of decentralization may result in loss of control from the hands 

of top management. Different units of the organization may start working 

as autonomous units working in their own interest in contrast of the overall 

interest of the organization. 

11. Misuse of Authority: 

At times the lower level management is not able to handle the authority with 

dignity. They may use it for their personal purposes in contrast with the 

interests of the organization. 

 

12. Difficult Coordination at Control: 

Decentralization may bring inconsistencies in the company. For instance, 

uniform procedures may not be followed for the same type of work in 

various divisions. This makes the task of coordination and control difficult. 

 

13. Co-Ordination Difficulty: 

Diverse policies and procedures followed by different units make 

coordination difficult. 



 

 

14. Waste of Resources: 

To make divisional units self-sufficient, necessary service functions such as 

accounting and personnel are to be provided for each division separately. 

Further, separate production and marketing facilities are to be arranged for 

each division. Thus, because of the duplication of functions, resources are 

wasted. 

 

 

15. Larger Interests of the Enterprise Neglected: 

Each department or divisional unit tends to be self-centered thus pushing 

aside the larger interests of the firm. 

 

 

16. Emergency Decision not Possible: 

When a company is to make some urgent adjustments in its products or 

major policies, decentralization is a handicap. 

 

17. Lack of Qualified Managers: 

If sufficient number of qualified and competent managerial staff is not 

available to plan and operate the different units, decentralization becomes a 

hard nut to crack. 

 

18. Certain Activities Decentralization not Possible: 

Certain activities such as handling relations with labor unions, corporate 

laws etc., cannot be decentralized. 



 

 

Decentralization Suffers from the Following Limitations: 

 

19. Coordination: 

High degree of decentralization makes it difficult for top managers to 

coordinate the organizational activities. Every department, units and sub-

units have the freedom to make their policies. The focus is more on 

departmental performance which makes it difficult to coordinate with 

performance of the organization as a whole. 

 

20. Control: 

Difficulty in maintaining coordination also makes it difficult for top 

managers to control the organizational activities. Top managers are at 

distance with units where decisions are taken. The increasing gap makes it 

difficult to exercise effective control on the activities of different units. 

 

21. Costly: 

Though useful, it is expensive since every department manages the activities 

on its own. There is duplication of efforts and physical facilities in the 

organization. Decentralization can be afforded in large organizations as self-

sufficient decentralized divisions can afford the cost of their working. 

 

 

22. Adaptability: 

In the fast changing environment, unless strategic decisions are centralized, 

different units will react to changes differently and working of the 

organization will become difficult. Strategic decision-making cannot, thus, 

be decentralized. 



 

 

23. Lack of Uniformity: 

In a highly decentralized organization, uniform policies may not be 

followed by all the organizational units. Every unit formulates its own 

policies. The policies are more uniformly followed in a centralized 

organization (as the control is centralized at a single point). 

 

24. Ability of Managers: 

In a decentralized organization, decisions are taken by managers of different 

units at their respective levels. If managers are not competent and skilled to 

make decisions, it will affect efficiency of the organization. 

 

Limitations of Decentralization of Authority: 

 

25. It Increases the Administrative Expenses: 

Decentralization increases the administrative expenses because it requires 

the employment of trained personnel to accept authority. The services of 

such highly paid personnel may not be fully utilized particularly in small 

organizations. 

 

26. It Requires the Product Lines of the Concern to be Broad: 

Decentralization requires the product lines of the concern to be broad 

enough to allow the creation of autonomous units which is not possible in 

small concerns. 

 

 

 



 

27. It Finds Problems in Bringing Co-Ordination among the Various 

Units: 

Decentralization of authority may create problems in bringing co-ordination 

among the various units. 

 

28. It Brings about Inconsistencies and Uncertainties in the Company: 

Decentralization may bring about inconsistencies in the company. For 

example: Uniform procedures may not be followed for the same type of 

work in various organizations and divisions. 

 

29. It is Not Possible Because of External Factors: 

Decentralization may not be possible because of external factors. If a 

company is subject to uncertainties, it will not be able to meet these under 

decentralization. 

 

 

Drawbacks of Decentralization: 

 

Decentralization of organization, though commendable in many ways, has 

some drawbacks or problems which may be enumerated as under: 

 

It creates problems of co-ordination because authority lies dispersed widely 

throughout the organization under such a set-up. 

It is not suitable for the development of specialized services like accounting, 

personnel, statistical departments. 

It becomes a handicap in case of quick emergency decisions. 



 

 

30. Difficulty in Exercising Control and Coordination: 

Under decentralization, each division or department of an organization has 

authority to formulate its action plans within the framework of 

organizational policies. But for the central unit, there remains the problem 

of control and coordination of activities of decentralized units. 

 

 

31. Costly: 

Only a large organization can bear the operating costs of maintaining a 

decentralized set-up. Under decentralization, each division needs to be self-

sufficient in every respect, e.g., production, marketing, accounting, 

personnel, etc. This may lead to duplication of functions and also in some 

cases wastage in terms of under-utilization of facilities at some units. 

 

32. Lack of Able Managers: 

Success of a decentralized organization depends on leadership of individual 

units. However, it may be difficult to find competent managers for all 

decentralized units. 

 

33. Lack of Coordination: 

Under decentralization, each division or department of the enterprise enjoys 

substantial freedom in the formulation of policies and action plans. This 

creates a difficult problem of coordination. 

34. Costly: 

Only a very large enterprise can afford the high operating costs of 

maintaining a decentralized set-up. This is because under decentralization, 

each division of the enterprise has to be self-sufficient in every respect, e.g., 



 

production, marketing, accounting, personnel, etc. This may not only result 

in duplication of functions, but may also lead to wastage of resources, 

because often one or the other facility remains under-utilized in each 

division. 

35. Lack of Able Managers: 

A decentralized enterprise has to depend on divisional managers. But it is 

difficult to find persons who are adequately equipped to run a division 

independently. 

36. Limitations of Scale: 

To bring about decentralization, it becomes necessary to create departments 

and divisions. This is possible only where an enterprise is large and tends 

itself to departmentation and divisionalization. Thus small organizations do 

not have much scope for decentralization. 

37. Costly: 

Decentralization involves duplication of procedures, equipment and 

services since there are autonomous or semi-autonomous department and 

sub- departments. This means that the costs of decentralization are high. 

38. Lack of Able and Trained Managers: 

Decentralization assumes that trained managers are available in requisite 

numbers to assume authority and responsibility but this is not always so. In 

fact most often there is a dearth of able and trained managers. 

39. Lack of Co-Ordination: 

Decentralization also brings in its wake the problem of effective co-

ordination amount the activities of different departments, or division or 

sections of the organization, According to Koontz and O’Donnell—”As 

authority is decentralized the manager becomes more and more an 

independent operator of a small business.” 

 



 

CONCLUSION: 

DECENTRALIZATION TRANSFERS AUTHORITY AND RESPONSIBILITY 

OF MAJOR GOVERNMENT FUNCTIONS FROM CENTRAL TO SUB-

NATIONAL GOVERNMENTS — INCLUDING LOCAL GOVERNMENTS, 

CIVIL SOCIETY, AND THE PRIVATE SECTOR. IT ALLOWS LOCAL 

GOVERNMENTS TO RESPOND DYNAMICALLY TO COMMUNITIES  
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