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“This book is born out of a deep belief that organizations—and the
people within them—have the potential to achieve extraordinary
things. But too often, that potential is stifled by structures that no
longer serve their purpose, by power dynamics that resist change,
and by cultures that prioritize stability over innovation.

I wrote this book to challenge the status quo. To ask the difficult
questions: Why do so many organizations struggle to adapt in a
world that demands constant evolution? Why do brilliant strategies
fail, not because they are flawed, but because the structures meant
to execute them are misaligned? And most importantly, how can
we—as leaders, employees, and change-makers —reimagine the
way we organize, collaborate, and lead to unlock the full potential
of our teams and organizations?

This is not just a book about structure; it’s a book about possibility.
It’s about understanding the invisible forces that shape how we
work, how we make decisions, and how we innovate. It’s about
recognizing that the way we organize ourselves is not fixed—it’s a
choice. And with that choice comes the power to transform not
only our organizations but also the lives of the people within them.

My hope is that this book will inspire you to see structure not as a
constraint but as a tool for empowerment. To challenge the
hierarchies that hold us back, to embrace the flexibility that fuels
innovation, and to build organizations that are not only resilient but
also deeply human.

Whether you are a leader navigating the complexities of
transformation, an employee striving to make an impact, or simply
someone curious about the forces that shape our workplaces, this
book is for you. It is a call to action—a reminder that the future
belongs to those who are willing to rethink, reimagine, and rebuild.

Let’s embark on this journey together. Let’s create organizations
that are not just successful but also sustainable, not just efficient
but also inspiring, and not just adaptive but also transformative.

The time for change is now.”



Prologue: The Hidden Force of
Structure in Organizations

In 2014, Microsoft found itself at a crossroads. Once the
undisputed leader of the tech industry, the company had become
synonymous with a rigid, siloed structure and a culture of internal
competition. Power was concentrated at the top, with decisions
trickling down through a maze of hierarchies. This structure
fostered territorialism and a strategy that prioritized protecting
existing products over innovating for the future. Microsoft, it
seemed, had lost its edge.

When Satya Nadella stepped into the role of CEO, he recognized
that the company’s structure was at the root of its challenges. To
reignite Microsoft’s potential, he flattened the organization,
dismantled silos, and redistributed power to teams and individuals.
This structural shift didn’t just change how the company operated
—it transformed its culture. Collaboration replaced competition,
and innovation became a central focus. With this new foundation,
Microsoft pivoted decisively toward cloud computing and artificial
intelligence, reclaiming its position as a tech leader.

Microsoft’s transformation underscores a critical truth: structure
dictates power, and power shapes culture and strategy. The choices
an organization makes about its structure determine where
authority resides, how decisions are made, and whether it thrives or
falters in a rapidly evolving world.

But what truly determines an organization’s success or failure? Is it
visionary leadership, strategic foresight, or a strong culture? While
these elements are undeniably important, there’s a foundational
factor that often goes unnoticed: organizational structure. Whether
explicitly designed or implicitly formed, structure influences every
facet of an organization—how decisions are made, how
communication flows, who holds power, and how effectively the
organization adapts to change.



This book is built on the principle of Kane’s Law: The structure of
an organization dictates the distribution of power, decision-making
authority, and its capacity for innovation and adaptation. Structure
1s not just a passive framework; it actively shapes power dynamics,
culture, and innovation. In essence, the design of an organization is
inextricably linked to its ability to grow, innovate, and adapt—or,
conversely, its tendency to stagnate and resist change.

The Connection Between Structure, Power, and
Innovation

At the core of Kane’s Law is the understanding that power is
derived from structure. Hierarchical organizations, where decision-
making is centralized at the top, often struggle to adapt, resist
innovation, and are slower to respond to market disruptions. In
contrast, organizations that decentralize power—distributing
decision-making across teams —tend to be more agile, innovative,
and adaptable.

This principle aligns with established organizational theories.
Larman’s Laws of Organizational Behavior highlight the
resistance to change that arises in organizations with entrenched
power structures. In such environments, middle management often
resists Agile methodologies or other transformative practices
because they challenge existing control and authority.

Similarly, Conway’s Law demonstrates that an organization’s
communication structures are mirrored in its product or system
designs. When communication is fragmented by silos or hierarchy,
the resulting products or services reflect that fragmentation.
Conversely, clear and cross-functional communication leads to
more cohesive and adaptive outcomes.

Why Change is Challenging—and Disruptive

Agile methodologies like Scrum are frequently introduced to
enhance organizational responsiveness and innovation. However,
as articulated in the article "Scrum is Hard and Disruptive," the



true challenge lies not in the framework itself but in the disruption
it causes to established power dynamics. Scrum inherently exposes
inefficiencies in hierarchical structures, compelling organizations
to confront systemic issues that hinder innovation.

These insights converge on a critical realization: meaningful
change requires structural reform. Attempting to innovate, improve
communication, or implement new strategies without addressing
the underlying structure is akin to painting over cracks in a
foundation — superficially effective at first, but ultimately
insufficient to address deeper issues.

A Roadmap to Understanding and Transforming
Organizational Behavior

This book demonstrates how Kane’s Law can be used not only to
analyze the internal dynamics of organizations but also to predict
their behavior. By examining an organization’s structure, we can
anticipate whether it will resist or embrace change, innovate or
stagnate, and how its power dynamics will shape its trajectory.

Key themes explored in this book include:

*  How power distribution and decision-making authority,
dictated by structure, influence innovation.

*  The role of middle management in resisting or enabling
transformation, as explained by Larman’s Laws.

e The impact of communication structures on product design
and organizational cohesion, as revealed by Conway’s Law.

e How disruptive methodologies like Scrum expose
organizational dysfunctions and necessitate structural
change.

Looking Ahead: Predicting Organizational Success and
Failure



By understanding Kane’s Law and related frameworks, you will
gain tools to analyze and predict organizational behavior. Does
your organization’s structure foster innovation, or does it stifle it?
Are leaders willing to decentralize decision-making and adapt to
new realities, or do they cling to outdated models of control?

You will also be introduced to the Kane’s Law Maturity Model, a
framework for assessing an organization’s stage of structural
evolution. This model will help you evaluate how well an
organization has adapted to modern challenges and identify the
steps needed to continue its evolution.

The Core Message

The central message of this book is both simple and profound:
structure dictates outcomes. To build an organization that is
resilient, innovative, and adaptable, we must first examine its
structure. By doing so, we can reshape power dynamics, improve
decision-making, and ultimately drive long-term success.



Part 1: Structure dictates
Power, Decision-Making,
and Resistance

“There are these two young fish swimming
along, and they happen to meet an older
fish swimming the other way, who nods at
them and says, "Morning, boys. How's the
water?" And the two young fish swim on for
a bit, and then eventually one of them looks
over at the other and goes, "What the hell is
water?”
David Foster Wallace (Delivered at Kenyon
College on May 21, 2005)




Chapter 1: Kane’s Law - Structure
dictates Power

First there was Conway’s law. Then Scrum is Hard and Disruptive
followed by Larmans’s Laws. I found these fascinating and saw
examples in the large organisations and companies that I worked
with. All of these ideas are related, and deal with organisational
change. But I struggled with understanding how they were related
and why. Why does a companies product reflect it’s
communication strucutre? Why is Scrum disruptive? And, why
does structure end up dictating culture

All of these laws share an unstated assumption: companies are
made up of people. People who are all individuals, who have
different motivations, goals and objectives. And it’s people that
make decisions, influence others. But not everyone is the same.
There are individuals who have more authority than others, make
more of the crucial decisions and control where and how monies
are spent. And this is the underlying fabric of Conway’s Law, Hard
and Disruptive and Larman’s laws. The underlying fabric is, in a
word, Power.

At the heart of Kane’s Law lies a fundamental truth: the structure
of an organization determines the distribution of power, the flow of
decision-making authority, and its capacity for innovation and
adaptation. Organizational outcomes—ranging from operational
decisions to strategic shifts—are deeply influenced by how power
is embedded within the organization’s structure. Without
addressing power distribution, even the most well-intentioned
transformation efforts are likely to falter (Laloux, 2014;
Christensen, 1997).

This chapter explores Kane’s Law, examining why power
dynamics are so closely tied to organizational structure and why
structural changes that ignore power dynamics often fail. Real-
world examples will illustrate how power dynamics, shaped by



structure, underpin both organizational successes and failures
(Hamel & Zanini, 2016; Denning, 2018).

Understanding Kane’s Law: Structure dictates Power

Kane’s Law states:

The structure of an organization dictates the distribution
of power, decision-making authority, and the
organization’s capacity for innovation or adaptation.
Without addressing structural patterns, efforts to change
systems, culture, or power dynamics will be superficial
and ultimately unsustainable.

From this foundational principle, several corollaries can
be deduced:

Corollary 1: Real cultural change follows structural
shifts, not precedes them. Efforts to change an
organization’s culture—like promoting innovation or
collaboration—will fail if the underlying structure
remains unchanged.

Corollary 2: Strategy can only be as effective as the
structure that supports it. Organizations need to
continuously align their structure with their strategy,
ensuring that teams and individuals have the power and
autonomy necessary to execute on strategic goals.

Corollary 3: The degree of decision-making autonomy
scales with the level of distributed structure. To unlock
greater autonomy and faster decision-making,



organizations must move away from centralized control
and adopt structures that allow teams to take ownership

of decisions at the operational level.

Corollary 4: Rigid structures inhibit learning, while
adaptable structures facilitate continuous improvement.
Organizations aiming to foster a learning culture need to
prioritize flexibility in their structures to ensure that
feedback and innovation can flow freely.

Corollary 5: The more complex and layered the structure,
the less innovative the organization becomes. To increase
innovation, organizations need to simplify their structures,
reducing layers of management and empowering teams

with the authority to make decisions and take risks.

A central theme of Kane’s Law is that structure dictates power. But
what is meant by power? We’ll explore this question in the next
section.

Power Dynamics in Organizational Structures

Having explored the corollaries of Kane’s Law, we now turn our
attention to the concept of power and how it operates within
organizations. Power extends beyond mere authority or control —it
encompasses influence, decision-making, and the capacity to drive
meaningful change. In the next section, we’ll examine how power
dynamics shape organizational behavior and outcomes, and why
understanding these dynamics is essential for fostering adaptability
and innovation.

At its core, an organization’s structure—not just its leadership or
culture —determines who holds influence, how decisions are made,
and whether the organization can adapt to change or risks



stagnation (Collins, 2001; Senge, 1990). In highly hierarchical
organizations, power is concentrated at the top. Executives and
senior leaders hold decision-making authority, while lower levels
are tasked with executing directives with limited input. This
structure often creates bottlenecks, stifling innovation and
adaptability due to layers of approval and a reluctance to embrace
change (Leavitt, 2005). In contrast, decentralized organizations
distribute decision-making authority more broadly, enabling teams
on the front lines to experiment, adapt, and innovate without
requiring approval from upper management (Robertson, 2015;
Kniberg, 2014).

The implications of Kane’s Law are clear: for organizations to
thrive in an innovation-driven environment, they must critically
examine their structure and understand how power is distributed.
Without addressing power dynamics, efforts to drive innovation or
cultural change are likely to remain superficial, constrained by
structural forces that resist meaningful transformation (Fleming &
Spicer, 2014).

The Interplay of Power, Resistance, and
Communication: How Kane’s Law Connects to
Larman’s and Conway’s Laws

Kane’s Law asserts that an organization’s structure dictates the
distribution of power, decision-making authority, and its capacity
for innovation or adaptation. This foundational principle connects
directly to Larman’s and Conway’s Laws by explaining why
resistance to change occurs and how structural dynamics influence
communication patterns and organizational outcomes.

The relationship between Kane’s Law and Larman’s Laws lies in
the role of power dynamics. According to Kane’s Law, power is
inherently embedded in an organization’s structure. In hierarchical
systems, this power tends to be concentrated at the top, leaving
middle managers with significant authority over day-to-day
operations. Larman’s Laws articulate the consequences of this
dynamic: organizations are optimized to maintain the status quo,



and middle managers, whose roles are deeply tied to these
structures, often resist transformative initiatives. This resistance is
not merely a result of individual reluctance but is a systemic
response to perceived threats to existing power structures. For
instance, Nokia’s decline vividly demonstrates this interplay. The
company’s hierarchical structure centralized decision-making
power among senior leaders, leading to slow responses to market
shifts. Simultaneously, middle management resisted innovation—
such as the transition to smartphones —because it threatened their
roles and influence. Kane’s Law explains why power imbalances
exist, while Larman’s Laws reveal how these imbalances manifest
as resistance to change.

Conway’s Law complements Kane’s Law by addressing the
structural impact on communication pathways. When power is
centralized in hierarchical structures, communication often flows
vertically, becoming filtered or delayed as it travels through layers
of management. This restricted communication leads to
fragmented collaboration and siloed outcomes, which Conway’s
Law predicts will be mirrored in the organization’s systems and
products. Conversely, decentralized structures, as advocated by
Kane’s Law, empower teams and create horizontal communication
pathways. This fosters cross-functional collaboration and
integrated outputs. Tesla’s success is an example of how these
dynamics interact. The company’s decentralized structure enables
strong communication between engineering, design, and software
teams, resulting in tightly integrated and innovative products that
reflect seamless internal collaboration.

The connection between these laws highlights a critical insight:
resistance to change and fragmented communication are not
isolated issues but are deeply rooted in structural power dynamics.
To address Larman’s resistance, organizations must tackle the
structural imbalances outlined in Kane’s Law by redistributing
power and authority. Similarly, to align communication pathways
and systems as per Conway’s Law, organizations must first flatten
hierarchies and enable cross-functional collaboration.



These relationships form a cohesive framework for understanding
organizational behavior. Kane’s Law provides the foundation by
explaining the role of structure in shaping power and decision-
making. Larman’s Laws reveal the systemic resistance rooted in
these dynamics, and Conway’s Law demonstrates the downstream
effects on communication and outcomes. Together, they offer a
roadmap for leaders aiming to create adaptive, innovative, and
resilient organizations.

The History of Organizational Structure: Control and
Power

The interconnected forces of power, resistance, and
communication explored earlier are not new phenomena. They
have been shaped by centuries of organizational evolution,
reflecting a persistent struggle between control and adaptability. To
fully grasp the impact of Kane’s Law todays, it is essential to
understand the historical foundations of organizational structure
and how control and power have been embedded within it.

Historically, organizational structure has been closely tied to
control—and, by extension, power. In the early 20th century, as
companies grew in size and complexity during the industrial era,
they adopted rigid hierarchical structures. This period, marked by
scientific management, saw companies like Ford Motor Company
rely on top-down management styles that centralized decision-
making in the hands of a few executives. While effective for
operational efficiency and workforce control, these structures
concentrated power and often discouraged innovation. Decisions
were made far removed from the realities of the factory floor,
leaving those with the most knowledge about operational
challenges with little authority to address them (Miles & Snow,
1992).

In the decades following the industrial boom, as organizations
grew more complex and competitive pressures intensified,
companies began experimenting with decentralized structures. By
the 1970s and 1980s, companies like Toyota revolutionized



manufacturing with lean management principles, empowering
workers at all levels to contribute to decision-making and
continuous improvement. This decentralization of power led to
faster decision-making and greater adaptability, demonstrating that
empowering those closest to the work could yield better outcomes
(Womack & Jones, 1996).

The late 20th and early 21st centuries have seen further shifts
toward decentralized and Agile models, particularly in industries
like technology, where innovation and speed are critical.
Companies like Spotify and Amazon have adopted flat structures
and cross-functional teams, decentralizing power and fostering
innovation. This evolution underscores the central tenet of Kane’s
Law: structure shapes power, and power shapes outcomes (Rigby
et al., 2016; McChrystal et al., 2015).

Kodak: When Power is Entrenched

Kodak’s decline is a classic example of how rigid hierarchical
structures can stifle innovation. Once a leader in the photography
industry, Kodak was well-positioned to dominate the digital
camera market—it even invented the digital camera. However, its
top leadership, focused on protecting the profitable film business,
controlled all major decisions. This concentration of power
blocked innovation, as those who could have driven digital
transformation lacked the authority to do so. By the time Kodak
recognized the shift to digital photography, competitors had
already seized the market (Harvard Business School, 2005).
Kodak’s story is a cautionary tale of how entrenched power and a
failure to adapt can lead to the downfall of even the most dominant
companies.

At its peak, Kodak was synonymous with photography. The
company'’s film and camera products were ubiquitous, and its
brand was trusted by consumers around the world. Kodak’s success
was built on a centralized, hierarchical structure that allowed it to
efficiently manage its vast operations and maintain tight control
over its supply chain. However, this structure also created a culture



of rigidity and resistance to change. Decisions were made at the
top, with little input from employees or middle managers who
were closer to emerging trends and technologies. As Harvard
Business Review noted, this top-down approach worked well in a
stable, predictable market but left Kodak ill-prepared for the
disruptive changes that lay ahead (Harvard Business Review,
2016).

Kodak’s invention of the digital camera in 1975 could have been a
turning point for the company. However, instead of embracing this
groundbreaking technology, Kodak’s leadership viewed it as a
threat to its lucrative film business. The company’s executives,
many of whom had built their careers in the film division, were
reluctant to invest in digital photography, fearing it would
cannibalize their core revenue stream. As a result, Kodak shelved
the digital camera project and continued to focus on film, even as
competitors like Canon and Sony began to explore the potential of
digital technology. As MIT Sloan Management Review observed,
Kodak’s failure to capitalize on its own innovation was a direct
result of its centralized structure and risk-averse culture (MIT
Sloan Management Review, 2012).

By the 1990s, the shift to digital photography was well underway,
but Kodak remained slow to adapt. The company’s leadership, still
focused on protecting the film business, hesitated to make the bold
investments needed to compete in the digital market. When Kodak
finally launched its own line of digital cameras, it was too late.
Competitors had already established a strong foothold, and Kodak
struggled to differentiate itself in a crowded and rapidly evolving
market. As Forbes noted, Kodak’s delayed entry into the digital
space was a critical misstep that cost the company its leadership
position (Forbes, 2012).

Kodak’s centralized structure also hindered its ability to innovate
and respond to changing consumer preferences. Decision-making
was concentrated in the hands of a few senior executives, many of
whom were resistant to change. Employees who recognized the
potential of digital photography and other emerging technologies
were often ignored or sidelined, as they lacked the authority to



drive meaningful change. This lack of empowerment and
flexibility left Kodak ill-equipped to compete in a market that
valued speed, agility, and innovation. As McKinsey & Company
observed, Kodak’s rigid hierarchy and entrenched power dynamics
were key factors in its decline (McKinsey & Company, 2013).

In 2012, Kodak filed for bankruptcy, marking the end of an era for
the once-dominant company. While Kodak has since emerged from
bankruptcy and shifted its focus to commercial printing and
imaging, its decline serves as a powerful reminder of the dangers
of complacency and resistance to change. As The Economist
noted, Kodak’s story is a cautionary tale for companies in all
industries, highlighting the importance of adaptability, innovation,
and a willingness to challenge the status quo (The Economist,
2012).

Power and Change: The Driving Force Behind
Innovation

Kane’s Law reveals the underlying mechanism behind
organizational success or failure: power. Without addressing the
power dynamics embedded in an organization’s structure, efforts to
innovate or adapt to changing conditions are likely to fall short.
The lesson is clear—meaningful change requires structural reform,
which involves redistributing power away from central figures and
empowering those closest to challenges and opportunities (Lin &
Chen, 2007; Jansen et al., 2005).

In the following chapters, we will explore how organizations can
apply Kane’s Law to predict outcomes, manage power dynamics,
and implement the structural changes necessary to thrive in a world
that demands agility, innovation, and adaptability.
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Chapter 2: Larman’s Laws - Why
Organizations Resist Change

In the pursuit of building enduring and successful organizations,
few challenges are as complex—or as critical —as mastering
organizational change. Yet, time and again, companies falter when
attempting to adopt new ways of working. Why does this happen?
The answer, as articulated in Larman’s Laws, lies in the inherent
resistance to change embedded within organizational systems,
particularly when such changes threaten established power
structures (Larman & Vodde, 2008).

Larman’s Laws illuminate a difficult truth: organizations are
inherently designed to resist change. Whether adopting Agile
methodologies, embracing new technologies, or responding to
market disruptions, organizations often fail not due to a lack of
insight or resources but because their structures are optimized to
maintain the status quo (Larman & Vodde, 2008). This chapter
explores how Larman’s Laws help us understand this resistance
and how power dynamics serve as the underlying force, echoing
the insights of Kane’s Law.

Understanding Larman’s Laws: Why Resistance is
Inherent

Larman’s Laws provide a candid perspective on how organizations
respond to the need for transformation. These principles can be
summarized as follows:

1. Organizations are implicitly optimized to avoid
changing the status quo middle- and first-level manager
and “specialist” positions & power structures.

2. As a corollary to (1), any change initiative will be



reduced to redefining or overloading the new terminology

to mean basically the same as status quo.

3. As a corollary to (1), any change initiative will be
derided as “purist”, “theoretical”, “revolutionary”,
"religion", and “needing pragmatic customization for
local concerns” — which deflects from addressing

weaknesses and manager/specialist status quo.

4. As a corollary to (1), if after changing the change some
managers and single-specialists are still displaced, they
become “coaches/trainers” for the change, frequently
reinforcing (2) and (3), and creating the false impression
‘the change has been done’, deluding senior management
and future change attempts, after which they become

industry consultants.

5. (in large established orgs) Culture follows structure.
And in tiny young orgs, structure follows culture.(Larman
& Vodde, 2008).

The overarching insight is clear: change fails not because people
fail to recognize its necessity but because the existing system of
power relies on stability. Organizations are structured to maintain
control and predictability (Kotter, 1996). When new ways of
working —such as Agile, digital transformation, or strategic shifts
—are introduced, the initial response is often resistance. This
resistance typically stems from those who stand to lose the most if
power dynamics are disrupted: middle management.

The Power Problem: How Power Holders Resist Change



Kane’s Law establishes that power is a product of structure, with
organizational design determining who holds decision-making
authority. Larman’s Laws further reveal that those in power will
actively resist changes that threaten their position (Larman &
Vodde, 2008). When organizations attempt to flatten hierarchies,
decentralize decision-making, or adopt systems that empower
frontline employees, those currently in power— particularly middle
managers —perceive a threat to their influence (Pfeffer, 1992).

The key insight here is that disrupting structure inherently disrupts
the power dynamics it supports. This is where resistance
intensifies. Middle management often functions as the
organization’s “immune system,” resisting changes essential for
long-term survival (Kotter, 1996). This resistance is not necessarily
malicious but rather a natural consequence of their position within
the structure. Their authority, roles, and even identities are tied to
the status quo, making any shift toward decentralization or

autonomy feel like a direct threat.

For example, in organizations adopting Agile practices, teams are
expected to become self-managing, making decisions
independently. In traditional hierarchies, however, such decisions
would typically require multiple layers of approval. Middle
managers, whose roles often involve oversight and approval, may
find their value diminished in this new model. This can lead to
subtle forms of resistance, such as delaying decisions, creating
unnecessary barriers, or failing to support new initiatives (Larman
& Vodde, 2008). Resistance to change, therefore, is often less
about questioning the value of the change and more about
preserving power.

Nokia: A Story of Resistance and Missed Opportunities

In the early 2000s, Nokia stood as a titan of the mobile phone
industry. Its devices were everywhere, from the bustling streets of
New York to the remote villages of India. The company’s iconic
ringtone was a global anthem, and its brand was synonymous with
innovation and reliability. But beneath the surface of this success,



cracks were beginning to form—cracks that would eventually lead
to Nokia’s dramatic fall from grace. At the heart of this downfall
was a failure to adapt, driven by forces that quietly shape how
organizations respond —or fail to respond —to change.

Nokia’s organizational structure was a classic example of a rigid
hierarchy, with power concentrated at the top and middle
management acting as gatekeepers. Decision-making was slow and
bureaucratic, with every major initiative requiring multiple layers
of approval. This structure, which had served Nokia well in its
early days, became a liability as the smartphone revolution began
to reshape the industry. When Apple introduced the iPhone in
2007, it was a wake-up call for the entire mobile industry. But for
Nokia, it was a call that went unanswered.

Despite having the technical expertise and resources to compete in
the smartphone market, Nokia’s leadership was deeply invested in
the existing business model that had driven its success. The
profitable feature phone business was a comfort zone, and the idea
of disrupting it with a risky new strategy was met with resistance.
Middle management, whose roles and authority were tied to the
status quo, became the guardians of inertia. They were the immune
system of the organization, actively resisting the changes needed to
survive. This dynamic—where organizations are implicitly
optimized to resist change and preserve the status quo—played out
in full force at Nokia.

As the smartphone market began to explode, engineers and product
developers within the company saw the writing on the wall. They
proposed bold ideas, including touchscreen devices and app
ecosystems, that could have positioned Nokia as a leader in the
new era of mobile computing. But these ideas were stifled by
middle managers who were more focused on protecting their turf
than embracing innovation. Proposals were delayed, budgets were
denied, and promising projects were quietly shelved. The
resistance wasn’t overt; it was subtle, bureaucratic, and
devastatingly effective. This behavior—where significant change
initiatives are actively resisted by middle management—became a
defining feature of Nokia’s decline.



Even as the company’s leadership recognized the need to pivot to
smartphones, they failed to address the entrenched power
dynamics that were holding the organization back. Middle
managers, who had built their careers on the success of feature
phones, saw the shift to smartphones as a threat to their authority
and relevance. Without a fundamental redistribution of power,
Nokia’s transformation efforts were doomed to fail. The company’s
attempts to compete with Apple and Android were half-hearted and
fragmented, lacking the urgency and focus needed to succeed in a
rapidly changing market. This failure to address the underlying
power structure ensured that Nokia’s change initiatives would fall
short.

By the time Nokia finally embraced the smartphone revolution, it
was too late. The company’s Symbian operating system, once a
market leader, was outdated and unable to compete with the sleek,
user-friendly interfaces of 10S and Android. Nokia’s partnership
with Microsoft to adopt the Windows Phone platform was a last-
ditch effort to regain relevance, but it was too little, too late. The
market had moved on, and Nokia’s once-dominant position was
eroded by more agile competitors.

Nokia’s story is a cautionary tale—a reminder that no organization
is immune to the forces of change. It shows how rigid hierarchies,
entrenched power dynamics, and a failure to address the
underlying structure of decision-making can create an environment
where innovation is stifled and adaptation is impossible. Middle
management, acting as the immune system of the organization,
protected the status quo at the expense of the company’s future.

But Nokia’s downfall also offers a lesson in hope. It reminds us
that to thrive in a rapidly evolving world, organizations must be
willing to confront their structural dysfunctions, redistribute power,
and embrace a culture of adaptability. For Nokia, the cost of
ignoring these lessons was steep. For leaders and organizations
today, the stakes are just as high. The question is not whether
change will come, but whether we will be ready to meet it.



Confronting the Power Barrier

Resistance to change is not merely about individuals but about the
structures that define power dynamics. Larman’s Laws emphasize
that without addressing these dynamics, efforts to innovate or
adapt are likely to fail (Larman & Vodde, 2008). Change is not just
about adopting new tools or strategies—it requires a fundamental
shift in the distribution of power. As long as power remains
concentrated in the hands of those invested in the current system,
meaningful change will remain out of reach (Pfeffer, 1992).

In the next chapter, we’ll explore how Conway’s Law ties into
these ideas, particularly around how an organization’s
communication structures reflect its broader power dynamics,
further complicating efforts to innovate and adapt.
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Chapter 3: Conway’s Law -
Communication Mirrors Structure

In any organization, the systems and products it creates are a direct
reflection of how its people communicate. This fundamental idea is
encapsulated in Conway’s Law, a concept with profound
implications for organizational structure and innovation. As
organizations grow and evolve, the ways in which teams
communicate —both formally and informally —shape the
architecture of their systems. These communication patterns, often
subtle and unnoticed, have significant consequences for the
organization’s ability to achieve its goals (Conway, 1968).

This chapter explores Conway’s Law, examining the relationship
between communication pathways and organizational structure.
We will also analyze real-world examples where misaligned
communication structures have led to fragmented systems and
bottlenecks in innovation.

Understanding Conway’s Law: Communication Shapes
Outcomes

Conway’s Law, first articulated by computer scientist Melvin
Conway in 1967, states:

Organizations which design systems ... are constrained to
produce designs which are copies of the communication
structures of these organizations.

Conway observed that the communication patterns within an
organization are inevitably mirrored in the systems it creates. For
instance, if departments or teams communicate poorly, the systems
they develop will likely be siloed, fragmented, or inefficient.



Conversely, if communication flows freely across teams, the
resulting systems will tend to be more cohesive and aligned with
the organization’s objectives (Coplien & Harrison, 2004).

At its core, Conway’s Law highlights the inseparability of
organizational structure and communication pathways. Barriers to
communication— whether due to hierarchys, silos, or inefficient
processes—will manifest in the final product, whether it is
software, a service, or any complex system (Kotter, 1996).

The Link Between Communication Pathways and
Power Structure

To fully grasp the implications of Conway’s Law, it is essential to
understand the connection between communication pathways and
organizational structure. Kane’s Law provides an important
foundation here: an organization’s structure dictates the
distribution of power, which in turn shapes how communication
flows. These communication patterns are not passive reflections
but active reinforcers of the underlying power dynamics.

In traditional organizations, structure often follows a hierarchical
model: departments, teams, and individuals report to specific
managers, and information flows in a top-down or bottom-up
manner. The more complex and layered the structure, the more
fragmented communication becomes, particularly between
departments or teams that do not regularly interact (Galbraith,
2014). These fragmented pathways reinforce centralized power by
limiting the flow of information to decision-makers at the top,
creating bottlenecks and delaying responses to challenges.

In contrast, organizations with flatter structures or cross-functional
teams tend to have more fluid communication channels. Teams
collaborate across traditional boundaries, enabling them to design
systems that are more integrated and aligned with user needs or
strategic goals. For example, in Agile organizations, cross-
functional teams communicate freely, without bureaucratic
barriers, allowing them to build cohesive and adaptive systems



(Coplien & Harrison, 2004). This open communication not only
reflects a decentralized power structure but also sustains it by
empowering teams to make informed decisions autonomously.

The critical insight from Conway’s Law is that if an organization’s
structure limits communication — whether through silos,
departmental barriers, or hierarchical bottlenecks —the systems it
produces will reflect these limitations. The quality of
communication is a direct predictor of the quality of outcomes
(Conway, 1968). Conversely, organizations that actively redesign
their communication pathways can challenge entrenched power
dynamics, fostering innovation and adaptability.

For instance, Tesla’s decentralized and collaborative approach to
communication exemplifies how breaking silos can lead to highly
integrated products. By encouraging close collaboration between
software, engineering, and design teams, Tesla produces vehicles
that seamlessly combine hardware and software capabilities. This
reflects not just strong communication pathways but also a
structure that distributes decision-making authority across teams. It
is this alignment between communication and structure that allows
organizations to adapt rapidly to change while maintaining a
competitive edge.

The Consequences of Poor Communication Structures

When organizations fail to optimize their communication
pathways, their systems and products will reflect these internal
deficiencies. Fragmented communication leads to fragmented
systems, and innovation bottlenecks arise when teams cannot
collaborate effectively across organizational boundaries (Coplien
& Harrison, 2004).

Poor communication structures do more than create inefficiencies
—they actively hinder an organization’s ability to adapt, innovate,
and scale. The more silos that exist, the more the organization
becomes locked into creating systems that mirror these divisions.
This, in turn, makes it difficult for organizations to innovate
rapidly or respond to changing market conditions, as their systems



are designed in isolation rather than as part of a cohesive whole
(Galbraith, 2014).

Organizational Structure and Innovation: The Tesla
Story

In the early 2000s, the automotive industry was dominated by
established companies like General Motors, Toyota, and Ford.
These companies had perfected mass production processes,
leveraging extensive supplier networks for components such as
engines, transmissions, and infotainment systems. Their
decentralized structures allowed decision-making to be distributed
across departments and external partners. While this approach
optimized cost and scalability for traditional vehicles, it made these
organizations less adaptable to rapid technological advancements.

Tesla emerged as a disruptor with a clear mission: to accelerate the
transition to sustainable energy. Unlike its competitors, Tesla
embraced a vertically integrated model, controlling much of its
supply chain, from raw materials to final assembly. For example,
Tesla designs and produces its own battery cells in collaboration
with Panasonic at its Gigafactories, a strategy that reduces
dependency on external suppliers and ensures control over critical
components. This approach reflects Tesla's organizational
philosophy of centralized control and cross-functional
collaboration. According to Harvard Business Review, this vertical
integration enabled Tesla to rapidly innovate and differentiate itself
in a competitive market by reducing delays and inefficiencies often
caused by reliance on third-party suppliers (Harvard Business
Review, 2020).

Elon Musk’s hands-on leadership style was instrumental in shaping
this structure. Musk is known for bypassing traditional
bureaucratic layers to make quick, strategic decisions. For
instance, Tesla's decision to invest heavily in battery technology
and expand its Gigafactories in Nevada, Shanghai, and Berlin was
made under Musk’s direct supervision. These facilities are capable
of producing millions of battery cells annually, with the Nevada



Gigafactory alone producing 37 GWh of batteries in 2021 —
enough to power over 500,000 Tesla vehicles (Statista, 2022). This
level of integration gives Tesla a significant edge in controlling
costs and ensuring the reliability of its products.

Tesla’s teams are organized around critical functions such as
battery development, software engineering, and vehicle design.
However, unlike traditional automakers, Tesla fosters cross-
functional collaboration. Engineers from different departments
work closely to share ideas and solve problems collectively. This
collaboration is reflected in Tesla’s cars, which are often described
as “computers on wheels.” Features such as over-the-air software
updates allow Tesla to fix bugs, introduce new functionalities, and
improve performance remotely. This innovation was a game-
changer; by 2021, Tesla had delivered over 19 million over-the-air
software updates to its global fleet (InsideEVs, 2021), setting it
apart from traditional automakers who rely on dealership visits for
updates.

Tesla’s vertically integrated approach extends to battery
production. The company’s proprietary 4680 battery cells,
introduced in 2020, exemplify this strategy. These batteries,
manufactured in-house, are 56% cheaper per kWh than previous
models and significantly enhance vehicle range and performance
(Tesla Battery Day Presentation, 2020). Additionally, Tesla’s
minimalist interiors, dominated by a single touchscreen, result
from close collaboration between hardware and software teams.
This focus on user experience helped Tesla’s Model 3 become the
world’s best-selling electric vehicle in 2021, with over 500,000
units delivered (EV Volumes, 2022).

However, Tesla’s vertical integration has not been without
challenges. Building and scaling production facilities like
Gigafactories required significant capital and operational effort,
leading to bottlenecks and delays. Musk famously referred to the
Model 3 production ramp as “production hell,” where
inefficiencies in manufacturing processes caused delays in meeting
demand. In Q3 2018, Tesla narrowly avoided a cash crunch by
delivering 83,500 vehicles, up from 53,000 the previous quarter, a



surge attributed to aggressive problem-solving and leadership
oversight (CNBC, 2018).

In contrast, traditional automakers rely heavily on decentralized
supplier networks. This approach allows them to scale production
more easily but comes with trade-offs. For example, their reliance
on third-party software providers often results in less seamless
integration between hardware and software, which slows down
innovation. According to MIT Sloan Management Review (2020),
this reliance has made it difficult for legacy automakers to match
Tesla’s pace of innovation, particularly in areas like battery
technology and over-the-air updates.

Today, Tesla’s vertically integrated model remains a defining
feature of its strategy. By 2022, Tesla had achieved a 65% market
share in the U.S. electric vehicle market (CleanTechnica, 2022),
while traditional automakers like GM and Ford scrambled to
develop competitive electric offerings. Companies such as Ford
have announced plans to vertically integrate battery production, a
move directly inspired by Tesla’s model. For example, Ford’s
BlueOval City, set to open in 2025, aims to produce its own battery
cells, mirroring Tesla’s Gigafactories.

Tesla’s story demonstrates the critical role that organizational
structure plays in driving innovation. Its centralized, collaborative
approach has allowed it to produce highly integrated and
technologically advanced vehicles that redefine industry standards.
At the same time, Tesla’s challenges highlight the complexities of
scaling a vertically integrated model. As noted by
Strategy+Business (2021), the company’s experience underscores
the importance of aligning organizational structure with strategic
objectives, balancing control with the flexibility needed to navigate
rapid growth.

Ultimately, Tesla’s success serves as a reminder that organizational
design is not merely an operational consideration but a strategic
advantage. The way teams communicate, make decisions, and
distribute power has a profound impact on the products they create
and the value they deliver.



Breaking Down Communication Barriers

Conway’s Law provides a powerful framework for evaluating
organizational effectiveness. If an organization’s communication
pathways are constrained by silos, bureaucracy, or poor cross-team
collaboration, those limitations will inevitably appear in the
systems and products it creates (Conway, 1968).

To avoid these pitfalls, organizations must actively work to flatten
hierarchies, encourage cross-functional collaboration, and establish
clear, open channels of communication between teams. By
aligning communication pathways with organizational goals,
companies can create systems that are integrated, innovative, and
adaptable (Kotter, 1996).

As we continue, we will explore how these structural insights —
drawn from Kane’s Law, Larman’s Laws, and Conway’s Law —can
help organizations overcome barriers to change and drive
sustainable innovation. The key lies not only in designing better
systems but in designing better organizations.
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Chapter 4: Scrum is Hard and
Disruptive - Exposing Structural
Dysfunctions

In 2006 Ken Schwaber, co-creator of Scrum, publish a shot 15
point paper about the likely impact of Scrum on that organisations.
He titled that paper “Scrum is Hard and Disruptive”. It discusses
many of the same issues as Kane’s Law, Larman’s Law and
Conway’s Law, and is reproduced in full as Appendix A.

Scrum—or any Agile methodology —is often championed as a
pathway to innovation, collaboration, and responsiveness. Yet, the
reality is more nuanced: 47% of Agile transformations fail, often
due to resistance to change and inadequate implementation (Scrum
Inc., 2020). Scrum disrupts traditional hierarchies, challenging
entrenched power structures and exposing inefficiencies in
communication and decision-making. Far from being a simple
procedural shift, it acts as a mirror, reflecting the structural
dysfunctions that organizations must confront to unlock its
potential (Schwaber & Sutherland, 2020).

This chapter explores how Scrum acts as a mirror, reflecting
inefficiencies and power struggles within traditional structures. We
will examine why Agile methods, particularly Scrum, are
inherently disruptive and why they frequently encounter resistance
in organizations unprepared for the cultural shift Agile demands.
Finally, we will analyze lessons from organizations that have either
succeeded or failed in their Scrum implementations, drawing
insights from their experiences.

Scrum Reveals Dysfunctional Power Dynamics

At the heart of Scrum lies a fundamental shift: empowerment. This
often challenges traditional hierarchies where middle management
controls workflows. A study by the Center for Effective
Organizations (2020) found that 65% of organizations identify



middle management resistance as a key barrier to Agile success,
highlighting the structural and cultural barriers Scrum
implementations frequently encounter.

Scrum teams are designed to be self-organizing, meaning they
have the authority to make decisions about how to deliver their
assigned work. Instead of waiting for approvals from multiple
layers of management, Scrum teams operate with autonomy,
defining their work in short, iterative cycles (called sprints) and
continuously adjusting based on feedback (Schwaber &
Sutherland, 2020).

In traditional hierarchies, decision-making authority is centralized
in middle or upper management, and processes are often designed
to maintain control rather than promote flexibility. In such
environments, introducing Scrum is more than a procedural change
— it challenges the very foundations of the power structure (Kotter,

1996).

Here’s how Scrum exposes these power dynamics:

Flattening Hierarchies: Scrum’s emphasis on self-
organizing teams reduces the role of middle management.
Teams are empowered to make day-to-day decisions,
challenging the traditional management layers that have
historically controlled workflows and approvals (Larman &
Vodde, 2008).

Transparency: Scrum increases visibility into
inefficiencies. Practices like daily stand-ups, retrospectives,
and sprint reviews force teams to surface problems early,
whether they are technical, operational, or managerial. This
transparency often reveals bottlenecks and power
imbalances that might otherwise remain hidden (Cohn,
2009).

Decentralized Decision-Making: In Scrum, the Product
Owner prioritizes the work, but the team decides how to
execute it. This decentralization of decision-making



directly challenges traditional management roles, where
directives typically come from above (Schwaber &
Sutherland, 2020).

As aresult, Scrum does not merely change how work is done —it
redefines who gets to decide how work is done. This shift in power
dynamics is a key reason why Scrum implementations often face
resistance, particularly from middle management, who may
perceive their authority as being eroded (Larman & Vodde, 2008).

The Disruptive Nature of Agile

Agile methodologies, particularly Scrum, are inherently disruptive
because they challenge the traditional structures that organizations
have relied on for decades. Scrum’s emphasis on decentralization
challenges traditional management roles, forcing a shift from
control to facilitation. As Schwaber and Sutherland (2020) explain,
this shift is fundamental to Scrum’s effectiveness but is often
misunderstood, leading to resistance and misapplication in
traditional organizations. While many companies adopt Agile with
the goal of becoming more responsive and innovative, they are
often unprepared for the depth of change required to make Agile
effective (Denning, 2018).

Here’s why Agile methodologies are disruptive:

e  Change in Control: Agile shifts control from management
to teams. In traditional environments, managers often make
key decisions about priorities, timelines, and resources. In
Scrum, these decisions are decentralized to the team level.
This requires a cultural shift where managers transition
from command-and-control to a role of support and
facilitation, which can be a difficult adjustment (Kotter,
1996).

e Pace of Work: Agile’s focus on short iterations and
continuous feedback demands a rapid, adaptive
environment. Many traditional structures are designed for
predictability and stability, not rapid adaptation. Scrum’s



short sprints force teams to deliver value incrementally,
challenging departments and leaders accustomed to long-
term planning and control over project timelines (Cohn,
2009).

*  Collaboration Across Silos: Traditional organizations
often operate in silos, with departments working in
isolation. Agile, and particularly Scrum, requires cross-
functional collaboration. Development, marketing,
operations, and customer support must work together in
ways that traditional structures may not support, leading to
friction between teams and departments (Denning, 2018).

*  Frequent Reflection and Adaptation: Agile practices like
retrospectives require organizations to continually reflect
on what is working and what is not. This built-in feedback
loop can be jarring for companies used to long-term
planning without frequent checkpoints. The need for
constant adaptation forces organizations to address
problems in real-time, often exposing weaknesses in
structure, communication, or leadership (Cohn, 2009).

Yahoo’s Agile Experiment: A Story of Resistance, and
Fragmentation

In the early 2010s, Yahoo was at a crossroads. Once an internet
trailblazer, the company struggled to compete with the meteoric
rise of Google and Facebook. Seeking to reclaim its edge, Yahoo’s
leadership embraced Agile methodologies, aiming to transform the
organization into a faster, more customer-centric, and innovative
enterprise. However, this bold initiative soon collided with deeply
entrenched cultural and structural barriers.

The initiative aimed to make the organization faster, more
innovative, and focused on customer needs. However, the
implementation process revealed significant challenges that
stemmed from the organization’s structure and culture.



At the core of Yahoo's challenges was its entrenched hierarchical
structure, characterized by a top-down approach to decision-
making. Authority was concentrated among senior executives and
middle managers, many of whom had long-standing careers at the
company. This traditional leadership model emphasized control
and oversight, with middle managers acting as gatekeepers for
resource allocation and project approval. The introduction of Agile,
with its emphasis on self-organizing teams, decentralized decision-
making, and iterative processes, disrupted these established norms
(Harvard Business Review, 2019). Challenges like these are not
uncommon in Agile transformations. Research from the University
of Southern California’s Center for Effective Organizations found
that 65% of organizations identify middle management resistance
as a key barrier to successful Agile transformations (Center for
Effective Organizations, 2020).

For many middle managers, the shift to Agile was particularly
challenging. The new methodologies required them to relinquish
some control and empower teams to make decisions autonomously.
This adjustment represented not only a procedural change but also
a significant cultural shift. As Diana Larsen and James Shore
(2018) have noted in their Agile Fluency Model, transitions to
Agile often require rethinking managerial roles and aligning
organizational incentives with Agile principles. At Yahoo, these
adjustments were not fully realized, leading to resistance from
middle management. Research from Scrum Inc. reinforces this
dynamic, indicating that nearly 47% of Agile transformations fail,
with resistance to change and inadequate implementation among
the most significant contributing factors (Scrum Inc., 2020).

This resistance manifested in various ways. Some managers
delayed decisions, creating bottlenecks that slowed Agile
processes, while others maintained traditional reporting structures
that undermined the decentralized nature of Agile. Even when
Agile terminology and practices, such as daily stand-ups and sprint
reviews, were introduced, the underlying power dynamics within
the organization remained unchanged. As a result, the
implementation of Agile was fragmented, with teams struggling to



navigate layers of bureaucracy and achieve the intended outcomes
(Cottmeyer, 2013; Thompson, 2016).

The challenges Yahoo encountered during its Agile transformation
highlight broader organizational issues. Yahoo’s structure,
optimized for stability rather than agility, incentivized middle
managers to maintain control rather than empower their teams.
This structural misalignment was a significant barrier to the
success of the transformation. As Deborah Ancona and David
Caldwell (2021) argue, middle managers play a pivotal role in
organizational change, serving as either enablers or resistors
depending on how their roles are defined and supported.

While Yahoo’s Agile experiment faced difficulties, it offers
valuable lessons for organizations undergoing similar
transformations. The case underscores the importance of
addressing structural and cultural barriers alongside process
changes. Trust, collaboration, and empowerment are essential
elements for fostering an environment in which Agile can thrive
(Hastie, 2019). Additionally, aligning leadership behaviors and
incentives with Agile principles is critical to ensuring sustained
progress (Cutler, 2020).

Yahoo’s experience underscores how middle management
resistance can derail Agile initiatives. This aligns with broader
industry findings that 47% of Agile transformations fail due to
resistance and inadequate implementation, with middle managers
often acting as a critical bottleneck (Scrum Inc., 2020).

Transforming Banking: How ING's Agile Revolution
Redefined Success

In 2015, Dutch multinational bank ING initiated a comprehensive
Agile transformation to enhance adaptability, customer-centricity,
and innovation. Facing increasing competition from fintech
startups and evolving customer expectations, ING recognized that
its traditional hierarchical structures and siloed operations were
inadequate in a rapidly changing environment (Harvard Business



Review, 2019). Projects that once took an average of nine months
to two years to complete were no longer competitive in a market
where customers demanded real-time, personalized digital
experiences. Inspired by the success of Agile practices in the tech
industry, ING reimagined its structure, culture, and decision-
making processes (Denning, 2018).

To achieve this transformation, ING adopted cross-functional
'squads'—agile teams of 8—10 members from disciplines like IT,
marketing, and product development (McKinsey & Company,
2018). These squads owned specific customer journeys from start
to finish, operating with full autonomy to make decisions and
prioritize tasks. Within six months, over 350 squads had been
formed, fundamentally reshaping how ING delivered value to its
customers.

Within six months, over 350 squads were established, involving
nearly 3,500 employees (ING Bank, 2017). These squads were
organized into larger units called “tribes,” each focusing on
broader objectives like enhancing digital payments or personal
savings services. Tribe Leads coordinated the work of squads to
ensure alignment with strategic goals. Additionally, "chapters"
were created to foster technical excellence within specific domains
and promote knowledge-sharing across squads (Harvard Business
Review, 2019).

This Agile transformation significantly reduced management
layers, replacing traditional departmental silos with a flatter
structure that encouraged cross-team collaboration. Managers
transitioned from controlling projects to enabling and coaching
teams, fostering a culture of trust and empowerment. A key focus
was delivering value to customers through iterative development
and regular feedback loops, allowing squads to adapt swiftly to
changing customer needs. For instance, ING’s mobile app, which
previously required over a year for updates, began rolling out
significant new features every few weeks, keeping pace with



rapidly evolving customer expectations (McKinsey & Company,
2018).

Implementing Agile on such a large scale presented challenges,
including resistance from middle managers whose roles were
diminished and difficulties among employees adapting to more
fluid responsibilities. Aligning the Agile model with regulatory
requirements in the banking industry also required careful
planning. ING invested heavily in training, with over 1,000
managers undergoing Agile leadership courses within the first year
(ING Bank, 2017). Employees were educated on Agile principles
through workshops and e-learning modules. Leadership prioritized
transparency, regularly updating employees on the transformation's
progress through biweekly town halls and accessible digital
dashboards (Harvard Business Review, 2019).

The results of ING's Agile transformation have been significant.
Product development cycles, which previously averaged 18
months, were reduced to 3-6 months, with smaller projects
completed in as little as 4-6 weeks (Denning, 2018). Cross-
functional collaboration improved markedly, breaking down silos
and fostering innovation. ING’s digital offerings, such as its
mobile banking app, achieved a 20% increase in user satisfaction
scores within the first year of the transformation (McKinsey &
Company, 2018). Financially, the impact has been substantial. By
2022, ING reported a net result of €3,674 million, reflecting the
efficiency gains and enhanced customer experience resulting from
its Agile transformation (ING Bank, 2022). Moreover, customer
retention improved significantly, with a reported 20% increase in
active digital banking users in key markets like the Netherlands
and Germany. The accelerated delivery of digital services also
enabled ING to capture a larger share of new customers, with an
estimated €1 billion in new deposits added annually through
digital channels (ING Bank, 2017).

ING's Agile transformation offers several key lessons for
organizations undertaking similar initiatives. Active involvement
of senior leadership was critical to success, with leaders endorsing
the transformation and modeling the behaviors required for Agile



to thrive. ING adapted Agile practices to fit its unique needs as a
financial institution, demonstrating the importance of flexibility in
applying frameworks (Denning, 2018). Cultural change was as
important as organizational restructuring, with a focus on
empowerment and collaboration ensuring the transformation's
sustainability. By 2022, ING had extended its Agile model to
operations in over 40 countries, demonstrating the approach's
scalability (McKinsey & Company, 2018).

ING's Agile transformation exemplifies the power of structural
change in driving innovation and adaptability. By dismantling
silos, empowering teams, and embracing a customer-centric
mindset, ING not only enhanced operational efficiency but also
solidified its position as a digital banking leader. Its journey
provides valuable insights for organizations navigating the
complexities of transformation in a rapidly evolving world
(Harvard Business Review, 2019).

Scrum as a Catalyst for Structural Change

Implementing Scrum transcends procedural tweaks; it demands a
fundamental rethinking of organizational structures. By
challenging power dynamics and exposing inefficiencies, Scrum
compels leaders to address the underlying barriers that inhibit
growth and collaboration. Organizations that succeed in this
endeavor—like ING—demonstrate that the rewards are worth the
effort.

It reveals dysfunctions often hidden beneath layers of hierarchy
and centralized control, demanding a shift toward self-
organization, decentralized decision-making, and continuous
adaptation (Schwaber & Sutherland, 2020).

The success of organizations like ING demonstrates that true Agile
transformation requires more than adopting new practices; it
necessitates a willingness to restructure the organization.
Conversely, the failures of companies like Yahoo and Nokia
illustrate that without addressing underlying power structures,



Agile implementation is unlikely to achieve its full potential
(Rigby et al., 2016).

In the next chapter, we will explore how these lessons from Scrum
and Agile transformations connect to the broader themes of power,
structure, and communication discussed so far, and how
organizations can effectively manage these forces to thrive in a
constantly evolving environment.
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Part 2: Driving Change
Through Adaptation and
Leadership

"Innovation is the ability to see change as
an opportunity, not a threat."
Steve Jobs




Chapter 5: Power Dynamics and
Decision-Making in Organizations

At the core of every organization lies a fundamental element:
power. Whether implicit or explicit, the distribution of power
shapes everything from organizational culture to decision-making
processes. How power is wielded often determines whether
decisions are made swiftly and effectively or become mired in
layers of bureaucracy and approval (Pfeffer, 1992).

This chapter explores how power distribution influences decision-
making, focusing on the differences between hierarchical and flat
structures. We will also examine the impact of these structural
choices on the speed and quality of decision-making. Finally,
through real-world examples of centralized and decentralized
organizations, we will analyze how different power dynamics
influence decision-making outcomes and organizational
performance.

"Responsible people thrive on freedom and
are worthy of freedom."
Reed Hastings (Netflix)

How Power Distribution Shapes Decision-Making

Power and decision-making are deeply interconnected. In an
organization, the way power is distributed—whether concentrated
in a few hands or spread across the organization —determines who
makes decisions, how quickly decisions are made, and how those
decisions affect organizational performance (Galbraith, 2014).



Hierarchical Structures: Concentrated Power and Slow
Decision-Making

In traditional hierarchical organizations, decision-making authority
is concentrated at the top. Senior leaders and executives hold most
of the decision-making power, while lower levels of the hierarchy
are tasked with implementing those decisions with little to no
input. This model is often effective in highly regulated industries
or environments where predictability and control are prioritized
over agility (Kotter, 1996).

However, hierarchical structures can slow decision-making
processes. Decisions must often pass through multiple layers of
management for approval, creating bottlenecks. Middle
management acts as a gatekeeper, and the further a decision must
travel up the chain of command, the slower the process becomes.
Additionally, by the time decisions reach the top, the information
may be outdated or filtered, leading to suboptimal outcomes
(Mintzberg, 1979).

Flat Structures: Distributed Power and Faster Decision-
Making

In flat or decentralized organizations, decision-making power is
distributed across teams or individuals rather than concentrated at
the top. Cross-functional teams or self-managing groups are
empowered to make decisions directly related to their areas of
expertise, without needing approval from multiple layers of
hierarchy. This distribution of power promotes faster decision-
making and enables organizations to respond more quickly to
market changes (Hamel, 2011).

Beyond speed, distributed power often enhances decision quality.
When those closest to the issue have the authority to make
decisions, the outcomes are more likely to be informed by relevant
knowledge and context. This typically results in higher-quality
decisions that align with both immediate and long-term goals
(Edmondson, 2012).



How Structural Choices Influence Decision-Making
Speed and Quality

The structure of an organization significantly impacts both the
speed and quality of decisions. The contrast between hierarchical
and flat structures reveals how power dynamics can either hinder
or enhance organizational performance (Galbraith, 2014).

Speed of Decision-Making

In hierarchical organizations, decision-making is often slower due
to the need for approvals and the hierarchical flow of information.
For example, in a highly centralized company, a decision regarding
product development or marketing strategy may need to pass
through several layers of management, from project leads to
department heads and, ultimately, to executives. This not only
delays the process but also risks the decision becoming
disconnected from the original issue (Mintzberg, 1979).

In contrast, decentralized or flat structures enable faster decision-
making because power is distributed. Teams have the autonomy to
make decisions without seeking approval from higher-ups,
allowing them to act quickly in response to changing conditions or
market demands. In industries where agility is critical —such as
technology or consumer goods— this can provide a significant
competitive advantage (Hamel, 2011).

Quality of Decision-Making

While speed is important, decision quality can suffer in
hierarchical structures. In these environments, top-down decision-
making may lead to a disconnect between decision-makers and
those with the most insight into the issue. Information is often
filtered as it travels up the chain of command, which can result in
incomplete or inaccurate data being used to make decisions. As a
result, decisions made at the top may not fully address the
complexities or nuances of the situation (Kotter, 1996).

In flat organizations, however, decision quality is often enhanced
because those making the decisions are directly involved in the



work and possess the most relevant knowledge. By distributing
power to those closest to the problem, organizations can ensure
that decisions are based on firsthand insights, leading to more
effective outcomes. Additionally, the increased collaboration and
communication within flat structures typically foster a deeper
understanding of the issues at play, further improving decision
quality (Edmondson, 2012).

"It doesn’t make sense to hire smart people
and then tell them what to do; we hire smart
people so they can tell us what to do."
Steve Jobs

Centralized vs. Decentralized Decision-Making: Lessons
from GM and Zappos

Organizational structure plays a critical role in shaping how
decisions are made, how quickly they are executed, and how
effectively a company can adapt to change. Two companies that
illustrate the stark contrast between centralized and decentralized
decision-making are General Motors (GM) and Zappos. While
GM’s traditional, hierarchical structure has often led to slow and
bureaucratic processes, Zappos’ flat, decentralized model has
fostered agility, innovation, and customer-centricity.

For much of its history, General Motors (GM) operated under a
highly centralized decision-making structure. In the 1990s and
early 2000s, GM struggled to compete with more agile competitors
like Toyota, largely because its decision-making processes were
slow and bureaucratic. Every major decision—from product
development to operational changes—had to pass through multiple
layers of management, significantly slowing innovation and market
responsiveness (Iversen, 2010). This centralized structure, while



effective in maintaining control and consistency, often resulted in
missed opportunities and delayed responses to emerging trends. A
prime example of this was GM’s hesitation to invest in electric
vehicles (EVs) during the early 2000s. Despite clear market signals
and growing consumer interest in sustainable transportation, senior
leaders at GM, far removed from day-to-day operations, were
reluctant to approve significant investments in EV technology. This
delay allowed competitors like Tesla to gain a significant head start
in the electric vehicle market. By the time GM launched its first
mass-market EV, the Chevrolet Bolt, in 2016, Tesla had already
established itself as the leader in the space. As Harvard Business
Review noted, GM’s centralized structure and slow decision-
making processes hindered its ability to innovate and respond to
market changes, putting the company at a disadvantage in a rapidly
evolving industry (Harvard Business Review, 2018).

The challenges of GM’s centralized structure were further
exacerbated by its size and complexity. With multiple divisions and
layers of management, decision-making often became bogged
down in bureaucracy. For example, even relatively simple
decisions, such as changes to vehicle design or marketing
strategies, required approval from senior executives, leading to
delays and missed opportunities. As McKinsey & Company
observed, this lack of agility was a key factor in GM’s decline
during the early 2000s, culminating in its bankruptcy in 2009
(McKinsey & Company, 2010).

In stark contrast to GM, Zappos, the online shoe retailer, has
embraced a flat organizational structure through its adoption of
holacracy —a management philosophy that distributes decision-
making authority across self-organizing teams. In this system,
there is no formal hierarchy, and employees are empowered to
make decisions that directly affect their areas of responsibility
(Robertson, 2015). This decentralized approach has allowed
Zappos to remain agile, innovative, and highly responsive to
customer needs. At Zappos, decision-making is distributed across
small, self-managed teams, each with the autonomy to act quickly
and independently. For example, customer service representatives



are empowered to resolve customer issues without seeking
approval from managers, allowing them to provide exceptional
service and build strong customer relationships. Similarly, teams
responsible for product selection and marketing can experiment
with new ideas and strategies without waiting for top-down
approval. This flexibility has enabled Zappos to stay ahead of
trends and adapt quickly to changing market conditions.

Zappos’ flat structure has also fostered a culture of innovation and
experimentation. Employees are encouraged to take initiative and
implement solutions without fear of failure, leading to a steady
stream of new ideas and improvements. For instance, Zappos was
one of the first companies to offer free shipping and returns, a
decision that was made by a small team and quickly implemented
across the organization. This approach has helped Zappos build a
reputation for exceptional customer service and innovation, giving
it a competitive edge in the online retail market. As Forbes noted,
Zappos’ decentralized structure and distributed decision-making
have been key drivers of its success (Forbes, 2017).

The contrasting experiences of GM and Zappos highlight the
profound impact of organizational structure on decision-making
and performance. GM’s centralized structure, while effective in
maintaining control and consistency, often led to slow and
bureaucratic processes that hindered innovation and market
responsiveness. In contrast, Zappos’ flat, decentralized structure
empowered employees to make decisions quickly and
independently, fostering agility, innovation, and customer-
centricity. One key lesson from these examples is the importance
of aligning organizational structure with strategic goals. For
companies operating in fast-changing industries, like technology or
retail, a decentralized structure may be more effective in enabling
quick decision-making and innovation. However, for industries
that require strict control and consistency, such as manufacturing
or aerospace, a more centralized structure may be necessary. As
MIT Sloan Management Review observed, the choice of
organizational structure should be guided by the specific needs and



challenges of the industry (MIT Sloan Management Review,
2019).

Another lesson is the importance of empowering employees and
fostering a culture of trust and accountability. Zappos’ success
demonstrates that giving employees the autonomy to make
decisions can lead to higher levels of engagement, innovation, and
customer satisfaction. In contrast, GM’s struggles highlight the
risks of relying too heavily on top-down decision-making, which
can stifle creativity and slow down responsiveness. The stories of
GM and Zappos illustrate the critical role that organizational
structure plays in shaping decision-making and performance.
While GM’s centralized structure led to slow and bureaucratic
processes, Zappos’ flat, decentralized model enabled agility,
innovation, and customer-centricity. For leaders and organizations,
the key takeaway is that there is no one-size-fits-all approach to
organizational design. The choice of structure should be guided by
the specific needs and challenges of the industry, as well as the
organization’s strategic goals. By aligning structure with strategy
and empowering employees to make decisions, organizations can
build the agility and resilience needed to thrive in a rapidly
changing world.

Power and Decision-Making Go Hand in Hand

The distribution of power within an organization has a profound
impact on its ability to make decisions quickly and effectively. In
hierarchical structures, decision-making tends to be slow and
disconnected from day-to-day operations, while in flat or
decentralized organizations, power is distributed, leading to faster,
more informed decisions. The speed and quality of decision-
making are not merely a function of leadership but are deeply
embedded in the organizational structure itself (Galbraith, 2014).

As demonstrated by the examples of GM, Zappos, and Amazon,
organizations that understand the relationship between power
dynamics and decision-making are better positioned to navigate the



complexities of their industries and remain competitive in a rapidly
changing world.

In the next chapter, we will explore how these insights into power
and decision-making connect to the broader themes of
communication, innovation, and organizational adaptability, which
are essential for long-term success.
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Chapter 6: Structure and Cultural
Change - A Two-Way Street

Organizational culture is frequently identified as a critical factor in
a company’s success or failure. From fostering innovation to
enabling collaboration, culture is often viewed as the driving force
behind behaviors, values, and ultimately, outcomes. However,
many organizations overlook the fact that culture does not exist in
isolation—it is deeply intertwined with organizational structure.
The way an organization is structured shapes its culture, and
attempts to change culture without addressing the underlying
structure are likely to fall short (Schein, 2010).

In this chapter, we will explore the two-way relationship between
organizational structure and culture. We will also examine how
cultural change efforts often fail when organizations neglect the
need for structural reform, drawing on examples where
transformation efforts succeeded or struggled due to misalignment
between culture and structure.

"For good ideas and true innovation, you
need human interaction, conflict,
argument, debate."

Margaret Heffernan

The Relationship Between Structure and Culture

Organizational structure refers to how tasks are divided, teams are
organized, and reporting relationships are established within a
company. Culture, on the other hand, encompasses the shared
values, norms, and behaviors that guide how employees interact



and make decisions. These two elements are interdependent, with
structure providing the foundation for how culture develops
(Galbraith, 2014).

Structure Shapes Culture

The design of an organization —whether hierarchical, flat, or
matrixed —creates the framework within which culture operates.
For example, a hierarchical structure tends to promote a top-down
culture, where decision-making is centralized and employees may
feel less empowered to take initiative. In contrast, a flat structure
encourages a culture of collaboration and autonomy, as decision-
making power is distributed across teams (Kotter, 1996).

Communication pathways established by the structure also
influence the development of culture. In hierarchical structures,
communication is often formal and filtered through layers of
management. This can lead to a risk-averse culture, where
employees feel disconnected from strategic goals and hesitant to
voice their opinions. In more decentralized or agile structures,
communication tends to be informal and open, fostering a culture
of transparency and collaboration (Edmondson, 2012).

Culture Reinforces Structure

Conversely, culture can reinforce and sustain the existing structure.
In organizations with a strong hierarchical culture, even attempts to
flatten the organization or empower teams are likely to face
resistance. Employees accustomed to deferring to authority and
following established norms may resist changes to the structure.
Cultural norms around decision-making, accountability, and
communication often support the status quo. If the structure is
hierarchical, a culture of deference and formality develops, making
it difficult to transition to more agile or innovative ways of
working without structural reform (Schein, 2010).

Cultural inertia often reinforces the structural model. Organizations
with long-established cultures may find that efforts to change the
structure—such as decentralizing power or reducing layers of
management—are met with resistance. Employees accustomed to



the existing ways of working may resist these changes, further
entrenching the current structure (Kotter, 1996).

The key insight is that structure and culture are mutually
reinforcing. If an organization’s structure promotes centralization
and control, its culture will reflect that, and changing one without
addressing the other can lead to failure (Galbraith, 2014).

Why Cultural Change Efforts Often Fail Without
Structural Reform

Organizations frequently launch cultural change initiatives aimed
at improving collaboration, fostering innovation, or aligning
behaviors with strategic goals. However, these efforts often fall
short when structural barriers are not addressed. Here’s why:

Misalignment Between Culture and Structure

One of the most common reasons cultural change efforts fail is that
they ignore the structural context in which culture operates. For
example, if an organization seeks to promote a culture of
innovation and risk-taking but retains a rigid, hierarchical structure
where approvals must pass through multiple layers of
management, employees are unlikely to feel empowered to take
risks. The disconnect between the desired culture and the existing
structure creates friction that stifles change (Kotter, 1996).

Similarly, efforts to build a collaborative culture will struggle if the
structure continues to reinforce silos between departments. Without
changing how teams are organized and how they communicate, the
culture change remains superficial, leading to frustration and
cynicism among employees (Edmondson, 2012).

Structural Inertia as a Barrier to Change

Structural inertia refers to the tendency of organizations to resist
changes to their structure due to perceived risks and challenges.
Altering the power dynamics embedded in the structure —such as
reducing layers of management or shifting decision-making to
cross-functional teams—requires overcoming significant resistance



from those who benefit from the current system. This inertia often
makes cultural change impossible unless structural reform is
undertaken simultaneously (Hannan & Freeman, 1984).

For example, an organization seeking to adopt a more Agile culture
—one that encourages flexibility, adaptability, and faster decision-
making —will find itself at odds with a traditional, hierarchical
structure where decision-making authority is concentrated at the
top. Without flattening the structure and empowering teams, the
cultural shift will remain an aspirational goal rather than a reality
(Denning, 2018).

Symbolic vs. Substantive Change

Many organizations focus on symbolic actions in their cultural
change initiatives —such as introducing new values, training
programs, or recognition systems — without making the substantive
structural changes required to support the new culture. While these
efforts can raise awareness, they rarely produce lasting change. For
instance, introducing a values statement that emphasizes
collaboration will have little impact if the organizational structure
still promotes departmental silos and individual competition
(Schein, 2010).

Power and Resistance

Cultural change often involves a redistribution of power, which
can create resistance among those who have traditionally held
control. For example, shifting from a command-and-control culture
to a decentralized, collaborative model requires managers to
relinquish some decision-making authority to frontline teams.
Without accompanying changes to the structure, middle managers
are likely to resist, undermining the cultural change effort from
within (Pfeffer, 1992).

IBM’s Cultural Transformation: Aligning Structure with
Innovation

In the early 2000s, IBM faced significant challenges as the
technology landscape evolved. The company, once a dominant



force in the computing industry, was struggling to keep pace with
the rapid changes brought about by the internet, cloud computing,
and open-source software. IBM’s hierarchical culture —focused on
process and control —was increasingly seen as a barrier to
innovation. To remain competitive, the company recognized the
need for a cultural transformation that would foster collaboration,
agility, and creativity. This transformation was driven by a
significant structural overhaul, which aligned the organization’s
design with its strategic goals (Hamel, 2007).

At the heart of IBM’s transformation was the decision to flatten its
hierarchy and reduce layers of management. The company had
long operated under a traditional, top-down structure, with
decisions flowing from senior executives to middle managers and
then to employees. This structure, while effective in maintaining
control and consistency, often stifled innovation and slowed
decision-making. To address this, IBM eliminated many middle
management roles and empowered cross-functional teams to make
decisions independently. This shift not only sped up the decision-
making process but also encouraged employees to take ownership
of their work and experiment with new ideas. As Harvard
Business Review noted, flattening the hierarchy was a critical step
in creating a more agile and responsive organization (Harvard
Business Review, 2008).

In addition to flattening its hierarchy, IBM introduced a culture of
open innovation, encouraging employees to collaborate across
departments and share ideas. The company launched initiatives
like Innovation Jams, large-scale online brainstorming sessions
that brought together employees, customers, and partners to solve
complex problems and generate new ideas. These sessions not only
produced valuable insights but also helped break down silos and
foster a sense of shared purpose across the organization. As MIT
Sloan Management Review observed, IBM’s embrace of open
innovation was a key factor in its ability to adapt to the changing
technology landscape (MIT Sloan Management Review, 2010).

IBM also invested heavily in technology and tools to support
collaboration and knowledge sharing. The company developed



internal platforms that allowed employees to connect with
colleagues around the world, share best practices, and collaborate
on projects in real time. These platforms not only facilitated
communication but also helped create a culture of transparency
and accountability. As Forbes noted, IBM’s use of technology to
enable collaboration was a critical enabler of its cultural
transformation (Forbes, 2012).

The results of IBM’s structural and cultural reforms were
significant. The company became more agile and responsive, able
to quickly adapt to market changes and seize new opportunities.
Employees felt more empowered and engaged, leading to higher
levels of innovation and creativity. IBM’s transformation also had
a tangible impact on its bottom line, with the company reporting
increased revenue and profitability in the years following the
reforms. As McKinsey & Company observed, IBM’s success
highlighted the importance of aligning structural reforms with
cultural initiatives to drive meaningful change (McKinsey &
Company, 2015).

IBM’s cultural transformation through structural reform is a
powerful example of how organizations can adapt to changing
market conditions by aligning their design with their strategic
goals. By flattening its hierarchy, fostering open innovation, and
leveraging technology to enable collaboration, IBM was able to
create a more agile, innovative, and responsive organization. For
leaders and organizations, to drive meaningful change, it is
essential to align structural reforms with cultural initiatives and
create an environment that empowers employees to innovate and
collaborate. By doing so, organizations can build the agility and
resilience needed to thrive in a rapidly changing world.

Aligning Structure with Cultural Goals

The relationship between structure and culture is a two-way street.
An organization’s structure shapes its culture, and any effort to
change the culture without addressing structural barriers is likely to
fail. Whether the goal is to foster innovation, promote



collaboration, or improve agility, the structure must be aligned
with the cultural goals for the change to be sustainable (Schein,
2010).

Organizations that successfully navigate cultural change do so by
recognizing the need for structural reform—by flattening
hierarchies, reducing silos, and empowering teams. As
demonstrated by companies like IBM and Spotify, the alignment of
structure and culture can lead to significant improvements in
organizational performance. Conversely, failure to address
structural issues can derail even the most well-intentioned cultural
initiatives, as seen in the case of General Electric (GE).

To achieve lasting cultural change, organizations must take a
holistic approach that integrates structural and cultural reforms.
This involves redesigning the organizational structure to align with
the desired culture by decentralizing decision-making, reducing
hierarchical layers, and fostering cross-functional collaboration.
Empowering employees is equally critical, as teams need the
autonomy and resources to make decisions and take ownership of
their work. Encouraging open communication is another key
element, as transparent and informal communication channels help
break down silos and promote collaboration (Edmondson, 2012).

Addressing resistance to change is also essential, particularly from
those who benefit from the existing structure, such as middle
management. Involving these stakeholders in the transformation
process can help mitigate resistance and build support for the new
cultural direction. Finally, ensuring consistency across policies,
processes, and incentives reinforces the desired behaviors and
values, creating a cohesive environment where the new culture can
thrive (Kotter, 1996).

By aligning structure with cultural goals, organizations can create
an environment where innovation, collaboration, and adaptability
flourish. This alignment not only supports the successful
implementation of cultural change but also ensures that the
organization remains resilient and competitive in a rapidly
evolving business landscape.



In the next chapter, we will explore how organizations can
effectively manage the interplay between structure, culture, and
innovation to drive long-term success.
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Chapter 7: Innovation and Structural
Flexibility

In today’s rapidly evolving business environment, innovation is
increasingly seen as essential for organizational survival.
Companies that successfully innovate are those capable of
experimenting, adapting, and evolving in response to market
changes, customer needs, and technological advancements.
However, innovation is not an isolated process; it is closely tied to
an organization’s structure. Companies with flexible, decentralized
structures are often better positioned to foster a culture of
innovation compared to those with rigid, hierarchical frameworks
(Hamel, 2007).

This chapter explores the role of structural flexibility in fostering
innovation, examines how decentralized and adaptive structures
support rapid experimentation, and analyzes real-world examples
of companies—such as Spotify and Netflix —that have embraced
flexible structures to maintain a competitive edge.

"Hierarchy is the enemy of innovation."
Gary Hamel

The Role of Structural Flexibility in Fostering
Innovation

Structural flexibility refers to an organization’s ability to adjust its
internal processes, roles, and decision-making frameworks to adapt
to changes in the external environment. When an organization’s
structure is flexible, it empowers employees at all levels to take
ownership of innovation. It creates an environment where new
ideas can flow freely, and where the organization can pivot quickly



to respond to market shifts or technological advancements
(Galbraith, 2014).

The most innovative companies often have structures designed to
be fluid rather than fixed. These organizations recognize that
innovation involves not only introducing new products or services
but also creating mechanisms for continuous experimentation and
learning. This requires structures that enable fast decision-making,
cross-functional collaboration, and the ability to iterate rapidly
based on feedback (Edmondson, 2012).

Why Structural Rigidity Inhibits Innovation

In contrast, organizations with rigid, hierarchical structures tend to
innovate more slowly. In these environments, decision-making is
concentrated at the top, and innovation initiatives often become
entangled in bureaucratic approval processes. Hierarchical
structures also tend to discourage risk-taking, as employees are less
likely to experiment with new ideas if they fear failure or must
navigate multiple layers of management to gain approval (Kotter,
1996).

When the structure is rigid, employees at lower levels may lack the
autonomy or authority to pursue new ideas, and communication
between departments is often siloed. This makes it difficult for
innovation to occur at the speed required in today’s business
environment (Hamel, 2007).

Decentralized and Adaptive Structures: Supporting
Rapid Innovation

One of the key ways organizations can foster innovation is by
adopting decentralized, adaptive structures. In these structures,
decision-making is pushed down to the teams and individuals
closest to the customer or the problem that needs solving. This
approach allows for rapid experimentation and empowers teams to
pivot quickly based on real-time data and feedback (Denning,
2018).



Empowerment of Cross-Functional Teams

Decentralized structures often rely on cross-functional teams,
where employees from different departments —such as
engineering, marketing, product management, and customer
support—work together on shared goals. These teams are given the
authority to make decisions autonomously, without needing
approval from higher levels of management (Kniberg & Ivarsson,
2012).

This structure enables faster innovation cycles, as teams can
experiment, gather feedback, and iterate without delays. It also
promotes a culture of shared ownership over the success or failure
of innovation efforts (Edmondson, 2012).

Faster Decision-Making and Adaptation

In decentralized organizations, decisions are made by those with
the most relevant knowledge and expertise, rather than being
funneled up to senior management. This accelerates the innovation
process because teams do not need to wait for top-down approvals,
and they can respond to customer needs or market changes in real
time (Hamel, 2007).

Decentralized structures are also inherently more adaptive. Teams
are given the freedom to experiment with different approaches and
solutions, learning from both successes and failures. This culture
of experimentation encourages innovation and allows the
organization to pivot quickly when necessary (Denning, 2018).

Creating a Culture of Innovation

An adaptive structure does more than enable faster decision-
making —it also fosters a culture of continuous innovation. When
employees are empowered to take risks and experiment, they
become more engaged and invested in the organization’s success.
Over time, this creates a culture where innovation is not confined
to R&D departments or innovation labs but is embedded in the
organization’s DNA (Edmondson, 2012).

Haier’s Microenterprise Model: Redefining
Organizational Structure



In the world of corporate innovation, Haier, the Chinese
multinational home appliances and consumer electronics company,
stands out for its radical approach to organizational design. Under
the leadership of its CEO, Zhang Ruimin, Haier has transformed
itself from a traditional hierarchical organization into a network of
microenterprises —small, self-managed teams that operate like
independent startups. This model, known as the Rendanheyi
philosophy, has redefined how large organizations can foster
innovation, agility, and employee empowerment. As Harvard
Business Review noted, Haier’s transformation represents a
radical experiment in organizational design, challenging
conventional wisdom about how large companies should operate
(Harvard Business Review, 2018).

Haier’s journey toward the microenterprise model began in the
1980s, when the company was struggling with inefficiency and
poor product quality. Zhang Ruimin, who took over as CEO in
1984, implemented a series of reforms to improve quality and
accountability. One of his first acts was to famously smash
defective refrigerators with a sledgehammer in front of employees,
symbolizing a commitment to quality and a break from the past.
Over time, these reforms evolved into a broader organizational
transformation aimed at addressing the challenges of scale,
bureaucracy, and market responsiveness. By the 2010s, Haier had
fully embraced the microenterprise model, dismantling its
traditional hierarchical structure and replacing it with a network of
over 4,000 small, autonomous teams. Each microenterprise
operates as an independent unit, responsible for its own profit and
loss, and is free to make decisions about product development,
marketing, and customer engagement. This shift was driven by the
belief that large organizations often become slow and bureaucratic,
stifling innovation and responsiveness to market changes. As The
Economist observed, Haier’s transformation was a bold move to
stay competitive in a rapidly changing global market (The
Economist, 2020).

At the heart of Haier’s microenterprise model is the Rendanheyi
philosophy, which translates to “zero distance between employees



and users.” The model is built on three key principles:
decentralization, market-driven incentives, and a user-centric
focus. Microenterprises are self-organizing and self-managing,
with the autonomy to make decisions without seeking approval
from higher levels of management. This decentralization allows
teams to respond quickly to market demands and customer
feedback. Each microenterprise operates as a profit center, with its
performance directly tied to its financial results. Teams are
incentivized to innovate and deliver value to customers, as their
compensation and survival depend on their ability to generate
revenue. Additionally, microenterprises are encouraged to engage
directly with customers, using data and feedback to drive product
development and service improvements. This focus on user needs
has enabled Haier to create products that are highly tailored to
customer preferences. As MIT Sloan Management Review
observed, Haier’s model aligns with the demands of the digital age,
emphasizing agility, innovation, and customer-centricity (MIT
Sloan Management Review, 2019).

Haier’s microenterprise model has delivered several notable
benefits. By empowering small teams to act like startups, Haier has
fostered a culture of experimentation and creativity.
Microenterprises are free to pursue new ideas and business
opportunities, leading to a steady stream of innovative products
and services. The decentralized structure also allows Haier to
respond quickly to changes in the market. Microenterprises can
pivot and adapt without waiting for approval from a central
authority, enabling the company to stay ahead of competitors.
Employee empowerment is another key benefit of the model. By
giving employees a sense of ownership and accountability, Haier
has achieved higher levels of engagement and motivation among
its workforce. Finally, the focus on user needs and feedback has
helped Haier build stronger relationships with its customers and
deliver products that meet their specific requirements. As Forbes
highlighted, Haier’s model offers valuable lessons for the future of
work, particularly in terms of employee empowerment and
organizational flexibility (Forbes, 2021).



However, Haier’s microenterprise model is not without its
challenges. With thousands of microenterprises operating
independently, ensuring alignment with the company’s overall
strategy can be difficult. Haier has addressed this challenge by
creating platforms and ecosystems that facilitate collaboration and
resource sharing among teams. The decentralized nature of the
model can also lead to fragmentation, with microenterprises
pursuing conflicting goals or duplicating efforts. To mitigate this
risk, Haier fosters a culture of collaboration and shared purpose.
Additionally, while the model has worked well for Haier, it may
not be easily replicable for other organizations, particularly those
with different cultures or operating environments. As McKinsey &
Company noted, Haier’s transformation offers valuable lessons for
organizations seeking to innovate and adapt in a rapidly changing
world, but it also highlights the challenges of scaling such a model
(McKinsey & Company, 2019).

Haier’s microenterprise model offers valuable lessons for
organizations seeking to innovate and adapt in a rapidly changing
world. Empowering small teams to make decisions and take risks
can drive innovation and agility. Building a customer-centric
culture ensures that products and services meet real user needs.
Linking team performance to financial results creates a strong
sense of accountability and motivation. And while decentralization
is important, creating mechanisms for collaboration and alignment
is critical to avoid fragmentation. As Strategy+Business observed,
Haier’s model challenges traditional management practices and
offers a compelling example of how organizations can rethink their
structures to thrive in an increasingly complex and dynamic
business environment (Strategy+Business, 2021).

Haier’s microenterprise model represents a bold experiment in
organizational design, challenging traditional notions of hierarchy
and control. By empowering small teams to act like startups, Haier
has been able to foster innovation, agility, and customer-centricity
on a large scale. While the model is not without its challenges, it
offers a compelling example of how organizations can rethink their
structures to thrive in an increasingly complex and dynamic



business environment. As The Economist noted, Haier’s
Rendanheyi model has the potential to reshape organizational
design across industries, offering a new paradigm for the future of
work (The Economist, 2020). Furthermore, World Economic
Forum has highlighted how Haier’s model aligns with broader
trends in organizational design, such as the shift toward flatter,
more agile structures (World Economic Forum, 2021). Similarly,
Deloitte Insights has emphasized the potential of Haier’s model to
drive innovation and adaptability in large organizations (Deloitte
Insights, 2020).

Flexibility as the Foundation for Innovation

Structural flexibility is a critical driver of innovation in a
competitive environment. Organizations with decentralized,
adaptive structures —such as Spotify, Netflix, and Haier—are able
to foster a culture of innovation that enables them to experiment,
iterate, and pivot quickly in response to market changes. By
distributing decision-making power and empowering cross-
functional teams, these companies have created the conditions for
rapid innovation and long-term success (Hamel, 2007).

As the business landscape continues to evolve, companies that aim
to stay ahead must consider structural flexibility as a core
component of their innovation strategy. Without it, they risk being
outpaced by more agile competitors better equipped to adapt and
thrive in a world of constant change (Denning, 2018).
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Part 3: Building Resilient
Structures for Innovation

“The best way to predict the future is to
createit."
Abraham Lincoln




Chapter 8: What is Structure?

Organizational structure is the framework that defines how an
organization operates, how roles and responsibilities are
distributed, and how decisions are made. It shapes the flow of
information, the distribution of power, and the relationships
between individuals and teams. In essence, structure is the
backbone of an organization, determining its ability to execute
strategies, adapt to change, and achieve its goals (Mintzberg,
1979).

In this chapter, we will explore the concept of organizational
structure, its key components, and how it influences an
organization’s capacity for innovation, decision-making, and long-
term sustainability. We will also examine how different types of
structures —hierarchical, flat, matrix, and decentralized —impact
organizational behavior and outcomes.

"Structure is not an organization. It is the
anatomy of an organization, the skeleton
that holds it together.”

Henry Mintzberg

The Components of Organizational Structure

Organizational structure is composed of several interrelated
elements that work together to define how an organization
functions. These components include:

Hierarchy and Reporting Lines: Hierarchy refers to the levels of
authority within an organization, from senior leadership to
frontline employees. Reporting lines define who reports to whom



and how information flows up and down the chain of command. In
hierarchical structures, decision-making authority is concentrated
at the top, while in flat structures, authority is distributed more
evenly across the organization (Galbraith, 2014).

Division of Labor: This refers to how tasks and responsibilities
are divided among individuals and teams. In functional structures,
employees are grouped by their expertise or department (e.g.,
marketing, finance, operations). In cross-functional or team-based
structures, employees from different disciplines work together on
shared goals (Mintzberg, 1979).

Communication Pathways: Structure determines how
information is shared within an organization. In centralized
structures, communication often flows through formal channels
and is filtered by layers of management. In decentralized
structures, communication is more direct and informal, enabling
faster decision-making and collaboration (Edmondson, 2012).

Decision-Making Processes: The structure of an organization
dictates who has the authority to make decisions and how those
decisions are made. In hierarchical organizations, decisions are
typically made by senior leaders, while in decentralized
organizations, decision-making authority is distributed across
teams (Kotter, 1996).

Coordination and Control Mechanisms: These mechanisms
ensure that different parts of the organization work together
effectively. They include policies, procedures, and systems for
monitoring performance, allocating resources, and aligning efforts
with strategic goals (Galbraith, 2014).

Types of Organizational Structures

Organizations adopt different structures depending on their size,
industry, and strategic objectives. Each type of structure has its
own strengths and weaknesses, which influence how the
organization operates and adapts to change.



Hierarchical Structure:

In a hierarchical structure, authority and decision-making are
concentrated at the top, with clear lines of reporting and control.
This structure is often used in large, established organizations
where stability and efficiency are prioritized. However,
hierarchical structures can be slow to adapt to change and may
stifle innovation due to bureaucratic processes and limited
autonomy for lower-level employees (Mintzberg, 1979).

Flat Structure:

Flat structures have fewer levels of hierarchy, with decision-
making authority distributed across the organization. This structure
promotes faster decision-making, greater employee autonomy, and
a culture of collaboration. Flat structures are often found in
startups and smaller organizations, where agility and innovation
are critical. However, they can struggle with scalability and
maintaining consistency as the organization grows (Hamel, 2007).

Matrix Structure:

A matrix structure combines elements of functional and team-
based structures, with employees reporting to both a functional
manager and a project or product manager. This structure is
designed to facilitate cross-functional collaboration and resource
sharing. While it can enhance flexibility and innovation, it can also
create complexity and confusion due to dual reporting lines
(Galbraith, 2014).

Decentralized Structure:

In decentralized structures, decision-making authority is
distributed across teams or business units, allowing for greater
autonomy and adaptability. This structure is common in
organizations that operate in dynamic or rapidly changing
environments, such as technology companies. Decentralized
structures enable faster responses to market changes and foster a
culture of innovation, but they require strong coordination
mechanisms to ensure alignment with overall strategic goals
(Denning, 2018).



Uniqlo’s Success: How Flat Structure and Vertical
Integration Drive Innovation

Uniqlo’s flat structure and vertically integrated supply chain
demonstrate how different types of organizational structures —
hierarchical versus flat—impact decision-making, innovation, and
overall business success. As a global leader in the fast-fashion
industry, Uniqlo has differentiated itself through its unique
approach to organizational design, which emphasizes efficiency,
agility, and customer-centricity. By adopting a flat structure and
maintaining tight control over its supply chain, Uniqlo has been
able to respond quickly to market trends, reduce costs, and deliver
high-quality products to consumers (Fujimoto, 2018).

At the core of Uniqlo’s success is its flat organizational structure,
which minimizes layers of management and empowers employees
at all levels to make decisions. Unlike traditional hierarchical
organizations, where decision-making is concentrated at the top,
Uniglo’s flat structure encourages collaboration and open
communication across teams. This approach allows the company
to adapt quickly to changing consumer preferences and market
conditions. For example, Uniqlo’s product development teams
work closely with store managers and frontline employees to
gather real-time feedback on customer needs, enabling the
company to design and launch new products rapidly (Takahashi,
2016). This decentralized decision-making process fosters
innovation and ensures that Uniglo remains competitive in the fast-
paced retail industry.

Another key component of Uniqlo’s organizational structure is its
vertically integrated supply chain. Unlike many competitors that
rely on outsourcing, Uniglo controls every stage of its production
process, from design and manufacturing to distribution and retail.
This vertical integration allows the company to maintain high
standards of quality, reduce lead times, and respond swiftly to
market demands. For instance, Uniqlo’s partnership with its parent
company, Fast Retailing, and its network of factories enables it to
produce high-quality, affordable clothing while keeping costs low



(Mintzberg, 1979). By aligning its supply chain with its
organizational structure, Uniqlo has created a seamless flow of
information and resources, enhancing its ability to innovate and
scale.

Uniglo’s structure also supports a culture of continuous
improvement and customer focus. The company’s emphasis on
simplicity and efficiency is reflected in its organizational design,
which prioritizes clear communication and accountability.
Employees are encouraged to take ownership of their work and
contribute ideas for improving processes and products. This culture
of empowerment and collaboration has been instrumental in
driving Uniqlo’s growth and success in competitive markets like
the United States, Europe, and Asia (Galbraith, 2014).

Uniqlo’s approach to organizational structure offers valuable
lessons for companies seeking to enhance their agility and
innovation. By adopting a flat structure and integrating its supply
chain, Uniqlo has created a model that supports rapid decision-
making, cost efficiency, and customer-centric innovation. For
leaders and organizations, Uniqlo’s success highlights the
importance of aligning structure with strategic goals and fostering
a culture of collaboration and continuous improvement (Hamel,
2007).

The Role of Structure in Organizational Success

Structure plays a critical role in determining an organization’s
ability to achieve its goals and remain competitive. It influences
how effectively the organization can execute its strategy, respond
to changes in the external environment, and foster a culture of
innovation and collaboration.

Structure and Strategy Alignment

For an organization to succeed, its structure must align with its
strategic objectives. For example, a company focused on
innovation and rapid product development may adopt a flat or
decentralized structure to enable faster decision-making and cross-
functional collaboration. In contrast, a company prioritizing



operational efficiency and risk management may opt for a
hierarchical structure with clear lines of authority and control
(Galbraith, 2014).

Misalignment between structure and strategy can lead to
inefficiencies, missed opportunities, and failure to achieve strategic
goals. For instance, a hierarchical structure may hinder an
organization’s ability to innovate, while a flat structure may
struggle to maintain consistency and control in a highly regulated
industry (Kotter, 1996).

Structure and Adaptability

Adaptability is a key determinant of long-term success.
Organizations with flexible structures that allow for rapid decision-
making and resource reallocation are better equipped to respond to
changes in the market, technology, or customer preferences
(Hamel, 2007).

For example, companies like Netflix and Spotify have thrived in
dynamic industries by adopting decentralized structures that
empower teams to experiment and iterate quickly. In contrast,
organizations with rigid structures, such as Kodak and Blockbuster,
have struggled to adapt to disruptive changes and have ultimately
lost their competitive edge (Christensen, 1997).

Structure and Culture

Structure also shapes organizational culture by influencing how
employees interact, communicate, and make decisions. A
hierarchical structure may foster a culture of control and
compliance, while a flat or decentralized structure may promote a
culture of autonomy, collaboration, and innovation (Schein, 2010).

Leaders must recognize the interplay between structure and culture
and ensure that the organization’s structure supports the desired
cultural values and behaviors. For example, if an organization aims
to foster a culture of innovation, it may need to adopt a structure
that encourages experimentation and cross-functional collaboration
(Edmondson, 2012).



Structure as a Dynamic Framework

Organizational structure is not static—it must evolve as the
organization grows, its strategy changes, and the external
environment shifts. Leaders must continuously assess whether the
current structure supports the organization’s goals and make
adjustments as needed (Galbraith, 2014).

By understanding the principles of structure and its impact on
organizational behavior, leaders can design frameworks that enable
their organizations to thrive in an ever-changing world. Whether
through flattening hierarchies, decentralizing decision-making, or
fostering cross-functional collaboration, the right structure can
unlock an organization’s full potential and ensure its long-term
sustainability.
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Chapter 9: Predicting Resistance to
Change

Resistance to change is a common and significant barrier in
organizational transformation efforts. The challenge lies not only
in implementing new processes or technologies but also in
addressing the underlying power dynamics that create resistance,
particularly in organizations with rigid, hierarchical structures.
Drawing from Kane’s Law, we can predict where and why
resistance is likely to emerge based on an organization’s structure
and power distribution (Kane, 2015).

In this chapter, we will explore how Kane’s Law —which posits
that organizational structure dictates power dynamics and decision-
making authority —can be used to predict resistance to change. We
will also examine the role of middle management in blocking
transformation efforts and discuss strategies for overcoming
resistance through structural realignment.

Using Kane’s Law to Predict Resistance to Change

Kane’s Law states that an organization’s structure determines its
distribution of power, and therefore, how decisions are made and
who makes them. The more rigid the structure, the more
concentrated the power is at the top, leaving lower levels of the
organization with limited authority to drive meaningful change
(Kane, 2015).

When a transformation initiative—such as implementing Agile
methodologies or digital transformation—is introduced, those in
positions of power within a rigid hierarchy are often the most
resistant. This resistance stems from the threat that change poses to
their authority. By understanding the organization’s structure, we
can predict where resistance is likely to emerge (Kotter, 1996).

Predicting Resistance in Rigid, Hierarchical Structures



In organizations with rigid, hierarchical structures, power flows
top-down, and decision-making processes are often bureaucratic.
These organizations are optimized for stability rather than
adaptability, and any initiative that seeks to redistribute power or
decision-making authority is likely to face strong resistance,
particularly from middle management (Mintzberg, 1979).

Hierarchical structures are built around centralized control, and
decision-makers at the top often have a vested interest in
maintaining that control. In this context, change initiatives are
perceived as disruptive to the status quo (Galbraith, 2014).

Middle managers—who act as intermediaries between upper
management and frontline employees—are particularly vulnerable
to these changes, as their roles are often defined by enforcing the
existing structure. As change initiatives threaten their authority,
middle managers are likely to resist in both overt and subtle ways
(Kotter, 1996).

Signs of Resistance to Watch For

Resistance in rigid structures manifests in several predictable
ways. Middle managers may create bureaucratic delays or require
additional approvals to slow down the implementation of new
processes. Teams impacted by change may exhibit a lack of
enthusiasm, even when outwardly complying with the new
initiative. Initiatives like Agile may be adopted in name only, with
teams continuing to operate under the old structure behind the
scenes, thus blocking true transformation. Additionally, those
resistant to change may magnify small challenges or problems to
create doubt about the efficacy of the initiative (Kane, 2015).

These behaviors reflect the deeper truth of Kane’s Law: without
structural changes that redistribute power, those who currently hold
power will actively work to protect it (Kane, 2015).

Middle Management Resistance: A Key Barrier



Middle management often becomes the primary source of
resistance in transformation efforts, and this is not surprising when
viewed through the lens of power dynamics. In many
organizations, middle managers serve as the enforcers of the
hierarchy, ensuring that decisions made at the top are carried out
by lower levels of the organization. Their authority is derived from
their role as gatekeepers, controlling information flow, approvals,
and resources (Kotter, 1996).

Why Middle Management Resists

Middle management resistance often stems from a perceived loss
of authority, fear of redundancy, or a cultural mismatch. When
decision-making is decentralized, as in Agile or Lean
environments, middle managers feel their roles are being
diminished, leading to fear and resistance. Structural changes can
make middle management roles feel redundant, as teams are
empowered to make their own decisions. Additionally, middle
managers in hierarchical organizations are often culturally aligned
with top-down control, making a shift to a decentralized or
collaborative model challenging (Kane, 2015).

How Resistance Manifests

Middle managers may not always vocalize their opposition, but
their resistance can manifest in subtle ways. They may control
access to senior leadership or delay approvals to slow down the
pace of change. Resistance can also take the form of sabotage,
where managers follow the letter but not the spirit of the new
initiative. For example, they may conduct Scrum meetings without
embracing Agile principles, making it appear that the team is
compliant when little has actually changed. Middle managers may
also build informal alliances with others who feel similarly
threatened, creating pockets of resistance within the organization
(Kotter, 1996).

Strategies for Overcoming Resistance to Change
Through Structural Realignment



The key to overcoming resistance to change is to recognize that
cultural or process-oriented changes alone are insufficient. Without
addressing the underlying structure, attempts to drive
transformation will be met with ongoing resistance. Below are
strategies organizations can use to overcome resistance by focusing
on structural realignment.

Empower Cross-Functional Teams

One effective way to overcome resistance is to empower cross-
functional teams with the authority to make decisions. This
removes the bottleneck of decision-making from middle
management and pushes power closer to the teams doing the work.
By giving these teams ownership over their work, organizations
can foster a sense of autonomy and accountability while reducing
the power of hierarchical gatekeepers. Agile transformations, for
instance, are often more successful when teams are allowed to self-
organize, with less dependence on middle management for
decision-making (Denning, 2018).

Redefine the Role of Middle Management

Rather than eliminating middle management roles, organizations
can redefine these roles to align with the goals of the
transformation. Middle managers can be retrained to serve as
coaches or facilitators rather than gatekeepers. This allows them to
add value by enabling teams to succeed, rather than by controlling
them. This approach can help mitigate resistance by giving middle
managers a new sense of purpose and responsibility within the new
structure. Organizations like Spotify have successfully redefined
managerial roles to focus on coaching teams, providing them with
the support and resources they need to innovate and succeed
(Kniberg & Ivarsson, 2012).

Increase Transparency and Communication

Resistance often flourishes in environments where communication
is limited, and uncertainty breeds fear. Organizations can reduce
resistance by increasing transparency around the reasons for the
change and the expected outcomes. Regular communication from
senior leadership about the goals, benefits, and timelines of the
transformation can help build trust and reduce anxiety.



Encouraging open dialogue between teams and leadership can also
surface concerns early, allowing the organization to address them
before they become entrenched (Kotter, 1996).

Provide Incentives for Change

In some cases, organizations can overcome resistance by providing
incentives that align with the goals of the transformation. For
middle management, this could mean tying performance metrics or
bonuses to the successful adoption of new processes or structures.
By aligning incentives with the desired behavior, organizations can
create a powerful motivator for change. Rather than seeing
transformation as a threat, middle managers are more likely to
view it as an opportunity for growth and success (Kane, 2015).

The Challenges of Change: Lessons from GE’s Digital
Transformation

General Electric’s (GE) struggles with digital transformation
highlight the challenges of overcoming resistance to change in a
legacy organization. Once a symbol of industrial innovation and
success, GE faced significant difficulties in adapting to the digital
age, particularly as it sought to transition from a traditional
manufacturing company to a leader in digital industrial solutions.
Despite its ambitious goals, GE’s efforts were hindered by
structural inertia, cultural resistance, and misaligned incentives,
offering valuable lessons for organizations navigating similar
transformations (Immelt, 2017).

At the core of GE’s challenges was its entrenched hierarchical
structure, which had been optimized for its traditional
manufacturing and industrial businesses. When the company
launched its digital transformation initiative under CEO Jeff
Immelt, it aimed to leverage data and analytics to create new
revenue streams and improve operational efficiency. However,
GE’s centralized decision-making processes and rigid
organizational design slowed the pace of change. For example, the
development of GE’s Predix platform, a cloud-based operating
system for industrial applications, was hampered by bureaucratic



delays and a lack of cross-functional collaboration (Kane, 2015).
The company’s inability to break free from its legacy structure
limited its ability to innovate and compete with more agile tech
companies.

Cultural resistance further compounded GE’s challenges. The
company’s workforce, accustomed to decades of success in
traditional manufacturing, was skeptical of the digital
transformation efforts. Middle managers, in particular, resisted
changes that threatened their authority or required them to adopt
new ways of working. This resistance was exacerbated by a lack of
clear communication from leadership about the strategic
importance of the digital shift. As a result, many employees viewed
the transformation as a top-down mandate rather than a shared
vision, leading to low engagement and buy-in (Kotter, 1996). For
instance, efforts to integrate digital tools into GE’s industrial
operations often met with pushback from employees who were
reluctant to abandon proven processes for unproven technologies.

Another critical factor in GE’s struggles was the misalignment of
incentives. While the company invested heavily in digital
initiatives, its performance metrics and reward systems remained
tied to traditional business outcomes, such as cost reduction and
operational efficiency. This misalignment created confusion and
conflict, as employees were unsure whether to prioritize short-term
financial targets or long-term digital goals. Without a clear
framework for measuring success in the digital transformation, GE
struggled to sustain momentum and demonstrate the value of its
efforts (Galbraith, 2014). Over time, these challenges eroded
investor confidence and contributed to GE’s declining market
performance.

GE’s experience underscores the importance of addressing
structural inertia and cultural resistance when pursuing large-scale
organizational change. To overcome these barriers, companies
must align their structures with their strategic goals, foster a
culture of adaptability, and ensure that incentives support the
desired behaviors. For example, GE could have benefited from
creating cross-functional teams dedicated to digital innovation,



providing training to help employees embrace new technologies,
and redesigning performance metrics to reward digital progress
(Denning, 2018). By taking these steps, organizations can better
predict and address resistance to change, increasing their chances
of successful transformation.

GE’s story serves as a cautionary tale for legacy organizations
seeking to adapt to disruptive technologies and market shifts. It
highlights the critical need for leaders to proactively manage
structural and cultural barriers, ensuring that their organizations
remain agile and resilient in the face of change. For companies
embarking on similar journeys, GE’s experience offers valuable
insights into the challenges of digital transformation and the
strategies needed to overcome them (Hamel, 2007).

The Path Forward

Resistance to change is a natural consequence of hierarchical
structures where power is centralized and decision-making is slow.
Using Kane’s Law as a framework, we can predict where
resistance is most likely to occur and take proactive steps to
address it through structural realignment. By empowering teams,
redefining middle management, and fostering an environment of
transparency and open communication, organizations can
overcome resistance and drive successful transformation efforts
(Kotter, 1996).

Without structural reform, cultural change will struggle to take
root. For organizations to truly innovate and adapt, they must
realign their structures to support the goals of change, rather than
reinforcing the barriers that block it (Kane, 2015).
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Chapter 10: Predicting Innovation
Potential

Innovation is essential for maintaining competitiveness. However,
not all organizations are equally equipped to innovate. The ability
to consistently generate new ideas, iterate quickly, and bring
innovations to market is largely determined by an organization’s
structure. Organizations with flexible, decentralized structures tend
to be more innovative, while those with rigid, hierarchical
structures may struggle to adapt (Hamel, 2007).

In this chapter, we will explore how to assess an organization’s
innovation capacity based on its structure, predict which
companies are most likely to succeed in innovation, and provide
tools for evaluating structural changes that can drive innovation.

Assessing an Organization’s Innovation Capacity Based
on Structure

The structure of an organization serves as the framework within
which innovation occurs. It dictates how information flows, who
makes decisions, and how quickly the organization can respond to
new ideas or changes in the market. Innovation capacity is
determined by how well an organization’s structure supports
flexibility, autonomy, and cross-functional collaboration
(Galbraith, 2014).

Key Structural Factors Affecting Innovation
Several structural factors influence an organization’s ability to
innovate:

o Decentralization: In decentralized structures, decision-
making is distributed across teams, allowing those closest
to the problem to develop solutions and act quickly. This
creates a culture of autonomy and empowerment, fostering
innovation. When teams have the authority to experiment,
take risks, and iterate without waiting for approval from



higher management, innovation occurs more organically
(Denning, 2018).

. Hierarchical Structures: In centralized, hierarchical
structures, innovation is often stifled because decision-
making is concentrated at the top. New ideas must pass
through multiple layers of approval, slowing down the
process and often leading to filtered information or lost
opportunities. Teams at lower levels may have innovative
ideas but lack the authority or resources to pursue them
(Mintzberg, 1979).

*  Cross-Functional Collaboration: Innovation thrives when
teams can collaborate across functions. In siloed
organizations, where departments work in isolation, it is
difficult to leverage diverse perspectives and expertise. In
contrast, adaptive structures that encourage cross-functional
collaboration enable the sharing of knowledge and
resources, resulting in more innovative solutions
(Edmondson, 2012).

*  Speed of Decision-Making: Organizations that can make
decisions quickly are more likely to innovate successfully.
In flexible structures, teams can pivot rapidly, test new
ideas, and refine them based on feedback. This speed is
crucial in industries where the window of opportunity for
innovation is narrow (Hamel, 2007).

By analyzing these factors, we can assess whether an organization
is structured for innovation or hindered by its current framework.

Predicting Innovation Success Based on Structure

Using the structural insights outlined above, it is possible to predict
which companies are more likely to succeed in innovation.
Organizations with decentralized structures that prioritize
autonomy and cross-functional collaboration tend to lead in
innovation, while centralized, hierarchical companies often
struggle to keep up.



Decentralized Organizations: Higher Innovation Potential

In decentralized organizations, innovation is part of the culture.
These companies are structured in a way that empowers everyone,
from frontline employees to the executive team, to take risks and
pursue new ideas. Because decision-making is distributed, these
organizations are nimble and can quickly bring innovative products
to market (Denning, 2018).

Examples of Success: Companies like Google and Spotify are
known for their decentralized structures and cultures of innovation.
Both companies use cross-functional teams that operate
autonomously to pursue new ideas. For example, Google’s policy
of allowing employees to spend a percentage of their time on
passion projects has led to innovations like Gmail and Google
Maps (Bock, 2015).

Centralized Organizations: Lower Innovation Potential

In centralized organizations, innovation is often seen as risky or
disruptive. These companies may have long-established processes,
and decision-making tends to be concentrated at the top, slowing
the ability to innovate. Even when innovative ideas are generated,
they are often bottlenecked by the need for approvals or viewed as
too risky by leadership (Mintzberg, 1979).

Examples of Struggles: Companies like Kodak and Blockbuster
illustrate the challenges faced by organizations with centralized
structures. Both were industry leaders at one point, but their rigid
structures slowed decision-making and prevented them from
responding quickly enough to changes in their markets, leading to
their decline (Christensen, 1997).

Balancing Centralization and Decentralization

While decentralized structures are often better suited for
innovation, many organizations can benefit from a hybrid
approach. For example, Amazon operates with a combination of
centralized strategy and decentralized execution. The company’s
two-pizza team model allows small, autonomous teams to make
decisions quickly while staying aligned with Amazon’s larger



strategic goals. This balance enables Amazon to innovate rapidly
without sacrificing organizational coherence (Stone, 2013).

Amazon’s Success: Amazon has built an innovation machine by
decentralizing decision-making to teams while maintaining overall
strategic alignment through its leadership principles and
frameworks (Stone, 2013).

Google’s Innovation Engine: How Structure and Culture
Drive Creativity

Google’s decentralized structure and culture of innovation make it
an ideal example of how organizational design can drive
continuous innovation. Since its founding in 1998, Google has
consistently been at the forefront of technological advancements,
from its search engine algorithm to products like Gmail, Google
Maps, and Android. A key factor behind this success is the
company’s ability to foster creativity and experimentation through
its decentralized structure and emphasis on cross-functional
collaboration (Bock, 2015).

At the heart of Google’s innovation strategy is its decentralized
organizational structure, which empowers teams and individuals to
take ownership of their work. Unlike traditional hierarchical
organizations, where decision-making is concentrated at the top,
Google distributes authority across its workforce, allowing
employees to pursue new ideas without excessive bureaucratic
oversight. This approach is exemplified by Google’s famous “20%
time” policy, which encourages employees to spend 20% of their
work hours on projects outside their core responsibilities. This
policy has led to the creation of some of Google’s most successful
products, including Gmail and Google News, demonstrating how
decentralized decision-making can unlock creative potential (Iyer
& Davenport, 2008).

Cross-functional collaboration is another critical component of
Google’s innovation ecosystem. The company organizes its
workforce into small, autonomous teams that bring together



employees from diverse disciplines, such as engineering, design,
and marketing. These teams operate with a high degree of
independence, enabling them to experiment, iterate, and bring
ideas to market quickly. For example, the development of Google
Maps involved collaboration between software engineers, data
scientists, and cartographers, resulting in a product that
revolutionized digital navigation (Edmondson, 2012). By breaking
down silos and fostering open communication, Google ensures that
knowledge and expertise flow freely across the organization,
driving innovation at every level.

Google’s culture of innovation is further supported by its
commitment to continuous learning and risk-taking. The company
encourages employees to embrace failure as a natural part of the
innovation process, creating an environment where
experimentation is not only accepted but celebrated. This mindset
is reinforced by leadership, which prioritizes long-term growth
over short-term profits and invests heavily in research and
development. For instance, Google’s parent company, Alphabet,
allocates significant resources to “moonshot” projects through its X
division, which focuses on ambitious, high-risk initiatives like self-
driving cars and internet-beaming balloons (Hamel, 2007). This
willingness to take calculated risks has allowed Google to stay
ahead of competitors and maintain its position as a global leader in
technology.

Google’s success demonstrates the importance of aligning
organizational structure with innovation goals. By decentralizing
decision-making, fostering cross-functional collaboration, and
cultivating a culture of experimentation, Google has created an
environment where innovation thrives. For leaders and
organizations seeking to enhance their innovation potential,
Google’s approach offers valuable lessons in how to design
structures and cultures that support continuous creativity and
adaptability (Galbraith, 2014).

Aligning Structure to Drive Innovation



Predicting an organization’s innovation potential requires
understanding how its structure either enables or hinders creativity,
experimentation, and adaptation. Organizations with decentralized,
flexible structures —where decision-making is distributed and
collaboration is encouraged —are far more likely to succeed in
innovation than those with rigid, hierarchical structures (Hamel,
2007).

By using tools like the McKinsey 7-S Framework, the STAR
Model, and Agile maturity models, organizations can evaluate their
current structure and identify areas where structural changes are
needed to drive innovation. Ultimately, companies that align their
structure with their innovation goals are the ones that will stay
ahead in a rapidly changing world.
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Chapter 11: Strategic Misalignment
and Structural Inertia

One of the most significant challenges organizations face is the
misalignment between their structure and strategic goals. As
markets shift, technologies evolve, and customer preferences
change, companies must continuously adapt their strategies.
However, many organizations struggle with structural inertia—the
tendency for existing structures to remain static, even when they
no longer support the organization’s strategy. When structure and
strategy are out of sync, organizations risk execution failures,
losing competitive advantage, and missing opportunities for
growth (Galbraith, 2014).

In this chapter, we will examine how to predict strategic
misalignment in organizations where the structure lags behind
evolving strategies. We will explore why misaligned structures
lead to execution failures and discuss how organizations can adjust
their structure to ensure alignment with their strategic goals.

"Disruption is a process, not an event."
Clayton Christensen

Predicting Strategic Misalignment: When Structure
Lags Behind Strategy

Strategic misalignment occurs when an organization’s structure —
its hierarchy, communication channels, decision-making processes,
and resource allocation—does not evolve alongside its strategic
goals. As businesses pivot to take advantage of new opportunities
or respond to threats, structural inertia can prevent them from
successfully executing their strategies (Kotter, 1996).



Indicators of Strategic Misalignment
Several signs can indicate strategic misalignment:

*  Silos and Fragmentation: The existence of silos within
the organization is one of the clearest signs of
misalignment. When departments or teams work in
isolation, it suggests that the structure does not support
cross-functional collaboration, which is often essential for
executing new strategies, particularly those focused on
innovation or digital transformation (Edmondson, 2012).

*  Slow Decision-Making: If an organization struggles to
make decisions quickly, it may indicate that its structure is
hindering the execution of strategy. This is especially
common in hierarchical organizations, where decision-
making authority is concentrated at the top, slowing the
ability to adapt to market changes or implement new
initiatives (Mintzberg, 1979).

*  Resistance to Change: Structural inertia is often reflected
in resistance to organizational change. If key stakeholders
—particularly middle management—resist strategic
changes, it strongly suggests that the existing structure is
not aligned with the new strategic direction. Kane’s Law
highlights that power structures tend to resist change,
making it difficult for new strategies to be implemented
successfully (Kane, 2015).

*  Misalignment of Incentives: In misaligned organizations,
incentive structures are often based on old priorities rather
than new strategic goals. For example, if a company is
shifting toward a customer-centric model but still rewards
employees based on efficiency or cost-cutting, it indicates a
disconnect between structure and strategy (Kerr, 1995).

By recognizing these signs early, leaders can predict when strategic
misalignment is likely to occur and take proactive steps to address
it.



Why Misaligned Structures Lead to Execution Failures

When an organization’s structure is out of sync with its strategy,
execution failure becomes almost inevitable. No matter how well-
crafted a strategy may be, if the structure does not support its
execution, it will fail to deliver the intended outcomes. Here’s why:

Disjointed Communication: In a misaligned structure,
communication breakdowns are common. If teams work in
silos or if the reporting structure is overly hierarchical,
information does not flow freely across the organization.
This leads to fragmented execution, where different parts of
the organization are not aligned on key priorities or
initiatives. The result is confusion, duplication of efforts, or
outright neglect of strategic goals (Galbraith, 2014).

Inflexibility in Operations: Structural rigidity is another
major barrier to executing new strategies. Organizations
accustomed to operating in a highly structured, top-down
manner often struggle to pivot quickly when new strategic
priorities arise. Without flexibility built into the structure,
the organization becomes slow to adapt, which can be
detrimental in fast-moving industries (Hamel, 2007).

Lack of Accountability: In misaligned structures,
accountability for executing strategic initiatives is often
unclear. Roles and responsibilities may not have been
adjusted to reflect the new strategy, meaning teams are
unsure of who is responsible for driving the change.
Without clear ownership, execution falters, and strategic
initiatives stall (Kotter, 1996).

Cultural Mismatch: As discussed in earlier chapters,
culture and structure are deeply intertwined. If the structure
does not support the cultural shifts required for the new
strategy, execution failure is likely. For example, a
company shifting to a more agile, innovative strategy will
struggle if its structure reinforces a conservative, risk-
averse culture (Schein, 2010).



These failures highlight the critical need for organizations to
continuously assess and adjust their structures to ensure alignment
with strategic goals.

Overcoming Structural Inertia: Continuous Structural
Adjustment

To prevent strategic misalignment and execution failures,
organizations need to develop the capability to continuously adjust
their structures in response to evolving strategic priorities. This
requires overcoming structural inertia and building flexibility into
the organization’s design.

Real-Time Structural Audits

One effective way to ensure ongoing alignment between structure
and strategy is to conduct real-time structural audits. These audits
involve evaluating the organization’s current structure, decision-
making processes, and communication pathways to determine
whether they align with the strategic direction (Galbraith, 2014).
Key Questions: Is the organization structured to execute its top
priorities? Are decision-making processes fast enough to keep up
with market changes? Are there silos that need to be broken down
to improve collaboration?

Actionable Outcomes: Based on the results of these audits,
leaders can make informed decisions about where structural
changes are needed. For example, if a strategy requires greater
innovation, the audit may reveal the need to decentralize decision-
making or create cross-functional teams.

Embedding Flexibility into the Structure

To prevent structural inertia, organizations must embed flexibility
into their design from the outset. This means creating a structure
that can evolve as strategic priorities shift. One way to achieve this
is by adopting modular or adaptive structures that allow for quick
reorganization as needed (Denning, 2018).

Example: Companies like Amazon use a modular team structure
(the “two-pizza teams” approach), which allows them to rapidly
scale and adjust their teams based on changing priorities. These



small, autonomous teams can be reconfigured quickly to respond to
new strategic goals (Stone, 2013).

Aligning Incentives with Strategy

Another critical component of structural realignment is ensuring
that incentives align with strategic priorities. Organizations need to
review their performance metrics and reward systems to ensure
they incentivize the right behaviors (Kerr, 1995).

Example: If a company’s strategy focuses on innovation, but its
incentive structure rewards efficiency and cost-cutting, employees
will naturally prioritize the latter, leading to misaligned execution.
To address this, the company could shift its incentive structure to
reward creativity, experimentation, and risk-taking.

Empowering Leadership to Drive Structural Change

To overcome resistance and structural inertia, leadership must be
empowered to drive structural change. This means giving leaders
the authority to make adjustments to the organizational design as
necessary and ensuring they have the tools to communicate the
benefits of these changes effectively (Kotter, 1996).

Example: Leaders at companies like Netflix and Google are
empowered to continuously experiment with their organizational
structure to ensure alignment with the company’s strategy. This
ability to make real-time adjustments ensures the organization can
pivot quickly in response to external and internal shifts (Hastings
& Meyer, 2020).

Blockbuster’s Downfall: Strategic Misalignment and
Structural Inertia in the Digital Age

Blockbuster’s failure to adapt to the rise of streaming services is a
classic example of how strategic misalignment and structural
inertia can lead to organizational decline. Once a dominant player
in the video rental industry, Blockbuster was slow to recognize the
shifting market dynamics brought about by digital technology and
changing consumer preferences. Despite early opportunities to
pivot its business model, the company’s rigid structure and



resistance to change ultimately led to its downfall (Christensen,
1997).

At its peak in the early 2000s, Blockbuster operated thousands of
stores worldwide, generating billions in revenue from movie
rentals. However, the company’s success was built on a traditional
brick-and-mortar model that relied heavily on physical stores and
late fees. This model became increasingly outdated as
technological advancements, such as high-speed internet and on-
demand streaming, began to reshape the entertainment industry.
Blockbuster’s leadership failed to align its strategy with these
emerging trends, largely due to a hierarchical structure that
prioritized short-term profits over long-term innovation (Hamel,
2007). For example, when Netflix, then a DVD-by-mail service,
approached Blockbuster in 2000 with a proposal to partner or
acquire the company, Blockbuster dismissed the opportunity,
viewing Netflix as a niche player rather than a disruptive threat.
This decision reflected a strategic misalignment, as Blockbuster’s
leadership underestimated the potential of digital distribution and
overestimated the sustainability of its existing model.

Structural inertia further compounded Blockbuster’s challenges.
The company’s organizational structure was optimized for its
traditional retail operations, with decision-making centralized at
the top and a focus on maintaining the status quo. This rigidity
made it difficult for Blockbuster to respond quickly to market
changes or experiment with new business models. For instance,
when Blockbuster finally launched its own online rental service in
2004, it was too late to catch up to Netflix, which had already
established a strong foothold in the market. Additionally,
Blockbuster’s reliance on physical stores created significant
operational and financial burdens, limiting its ability to invest in
digital innovation (Grant, 2016). The company’s inability to break
free from its entrenched structure and processes ultimately
hindered its capacity to adapt to the rapidly evolving entertainment
landscape.

Blockbuster’s decline accelerated with the rise of streaming
services, which offered consumers greater convenience and



affordability. By the time Blockbuster attempted to pivot to digital
streaming, it was already far behind competitors like Netflix and
Hulu. The company filed for bankruptcy in 2010, marking the end
of an era for the once-dominant video rental giant (Stone, 2013).
Blockbuster’s failure serves as a cautionary tale about the dangers
of strategic misalignment and structural inertia. It highlights the
importance of aligning organizational structure with strategic goals
and being willing to challenge entrenched practices in response to
market disruptions.

Blockbuster’s story underscores the critical need for organizations
to remain agile and adaptable in the face of change. By failing to
align its structure with the emerging realities of the digital age,
Blockbuster missed opportunities to innovate and ultimately lost its
competitive edge. For leaders and organizations, this case offers
valuable lessons in the importance of overcoming structural inertia
and ensuring that organizational design supports, rather than
hinders, strategic adaptation (Kotter, 1996).

Structure as an Ongoing Strategy

Strategic alignment is not a one-time event—it is an ongoing
process that requires organizations to continuously assess and
adjust their structure to support evolving goals. Structural inertia is
one of the greatest barriers to strategic execution, but by
conducting real-time audits, embedding flexibility, and aligning
incentives, organizations can overcome these challenges
(Galbraith, 2014).

Ultimately, the organizations that succeed in the long term are
those that understand the critical role structure plays in enabling
strategy. By ensuring their structure evolves alongside their
strategy, these companies are better equipped to adapt, innovate,
and thrive in an ever-changing business environment.
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Chapter 12: Predicting Long-Term
Success and Sustainability

The long-term success and sustainability of an organization depend
on more than innovative products, strong leadership, or favorable
market conditions. One of the most important yet often overlooked
factors is organizational structure. As explored in previous
chapters, the way power, decision-making, and communication are
structured within an organization shapes its capacity to innovate,
adapt, and survive in a rapidly changing world (Galbraith, 2014).

In this chapter, we will examine how an organization’s structure
affects its ability to remain competitive over time. We will use
Kane’s Law to assess which organizations are most vulnerable to
disruption due to structural inertia and introduce predictive tools
that leaders can use to ensure their organizations remain adaptable
and sustainable in the long term.

"It is not the strongest of the species that
survive, nor the most intelligent, but the one
most responsive to change."

Charles Darwin

How Organizational Structure Affects Long-Term
Sustainability and Competitiveness

The sustainability of an organization is closely tied to its ability to
adapt. A company’s structure either enhances or inhibits this
adaptability. Organizations with flexible, decentralized structures
that allow for fast decision-making, cross-functional collaboration,
and a culture of experimentation tend to be more sustainable and



competitive over time. Conversely, organizations with rigid,
hierarchical structures often struggle to respond to new challenges,
technological advancements, or shifting market demands, making
them more prone to stagnation and eventual decline (Hamel,

2007).

Key Factors Impacting Long-Term Sustainability
Several structural factors influence an organization’s long-term
sustainability:

Agility and Adaptability: Agile organizations that can
quickly pivot to respond to changes in their environment
are more likely to sustain long-term success. These
organizations are structured to encourage cross-functional
collaboration, rapid decision-making, and decentralized
authority. When the market shifts, they can quickly realign
their operations and strategies to remain competitive. In
contrast, organizations with rigid hierarchies often find
themselves unable to adapt quickly. Their decision-making
processes are slow, and the concentration of power at the
top inhibits the flow of information and new ideas from
frontline teams closest to the customer and market trends
(Denning, 2018).

Innovation Capacity: Long-term competitiveness is
closely linked to an organization’s ability to innovate.
Companies like Google, Amazon, and Tesla have
consistently remained leaders in their industries because
their structures are designed to foster continuous
innovation. By distributing decision-making power and
giving teams the autonomy to experiment, these
organizations ensure they stay ahead of the curve. On the
other hand, companies like Kodak and Blockbuster, which
once dominated their respective markets, failed to innovate
and adapt to disruptive technologies due to their centralized
structures and inflexible management hierarchies
(Christensen, 1997).



*  Resilience to Disruption: Organizations that are
structurally resilient are better positioned to weather
disruptions — whether economic downturns, technological
changes, or shifts in consumer behavior. Companies with
distributed power structures and diverse, cross-functional
teams can rapidly reallocate resources and adapt strategies
to respond to disruptive forces. Rigid, hierarchical
organizations often find it difficult to change direction once
established, making them more vulnerable to external
shocks. By the time they recognize the need for
transformation, they are often too far behind to catch up
(Hamel, 2007).

Using Kane’s Law to Predict Structural Vulnerability
and Disruption

Kane’s Law provides a useful framework for predicting which
organizations are most likely to face disruption due to structural
inertia. According to Kane’s Law, "the structure of an organization
dictates the distribution of power, decision-making authority, and
the organization’s capacity for innovation or adaptation." Using
this principle, we can assess which companies are structurally
vulnerable to disruption and which are better positioned to adapt
and thrive (Kane, 2015).

Predicting Vulnerability to Disruption

*  Centralized, Hierarchical Structures: Companies with
centralized power concentrated at the top are the most
vulnerable to disruption. This is because decision-making is
slow, and those in power are often insulated from the
realities of the market or frontline operations. These
companies often resist change, either because leadership is
unaware of the need for it or because middle managers
work to protect the status quo. Examples of disruption-
prone companies include those in legacy industries, such as
manufacturing and retail, where structures are designed for



stability rather than agility. General Electric (GE), for
instance, struggled for years to adapt to digital
transformation because its hierarchical structure stifled
innovation and agility (Immelt, 2017).

*  Decentralized, Flat Structures: In contrast, companies
with decentralized structures, where decision-making
authority is distributed, are better equipped to innovate and
adapt. These organizations are often more flexible, allowing
for faster responses to market changes. By empowering
teams to make decisions and experiment with new ideas,
decentralized organizations can remain ahead of disruption.
Companies like Netflix and Spotify have demonstrated the
power of flat structures in fostering continuous adaptation.
Netflix, for instance, successfully transitioned from a DVD
rental service to a digital streaming giant because its
flexible structure allowed for rapid innovation and
adaptation to consumer preferences (Hastings & Meyer,
2020).

The Role of Middle Management in Disruption

Middle management plays a critical role in either enabling or
resisting change. In centralized organizations, middle managers
often act as gatekeepers, slowing down innovation and decision-
making by requiring multiple levels of approval. This layer of
management is frequently the most resistant to change, as
structural reforms often threaten their positions and authority
(Kotter, 1996).

Example: In the case of Nokia, middle management’s resistance to
the shift toward smartphones contributed to the company’s
downfall. Despite early recognition of the shift in consumer
demand, the company’s structure, with layers of management
guarding established processes, slowed its response to market
changes (Doz & Kosonen, 2008).

Predictive Tools for Ensuring Long-Term Adaptability



To ensure that an organization remains adaptable and competitive
over time, leaders need tools to assess and adjust their structures
proactively. Below are some predictive tools and strategies that can
help organizations remain nimble, innovative, and sustainable:

Scenario Planning and Organizational Stress Tests
Organizations can use scenario planning to explore different
potential futures and test their structure’s resilience to change. By
simulating disruptive scenarios, such as the entrance of a new
competitor or a major technological shift, organizations can
evaluate how well their current structure would allow them to
adapt (Schoemaker, 1995).

How to Use: Create several scenarios that might disrupt the
industry or organization, and assess how your current structure
would respond. Identify where bottlenecks in decision-making or
resistance to change might arise and adjust your structure
accordingly.

Agile Transformation Roadmaps

For organizations aiming to become more adaptable, adopting
Agile principles is an effective way to enhance flexibility and
innovation capacity. Using an Agile transformation roadmap,
leaders can evaluate how well their current structure supports
cross-functional collaboration, rapid iteration, and decentralized
decision-making (Denning, 2018).

How to Use: Assess whether your current structure supports the
decision-making and autonomy required for Agile teams. If not,
redesign teams and reporting structures to remove hierarchical
barriers and increase agility.

Dynamic Capability Assessments

Dynamic capabilities refer to an organization’s ability to integrate,
build, and reconfigure internal and external competencies to
address rapidly changing environments. Leaders can assess their
organization’s dynamic capabilities by evaluating how well the
structure allows for rapid learning, resource reallocation, and
continuous innovation (Teece et al., 1997).

How to Use: Evaluate how quickly your organization can pivot
when needed. Are teams able to shift focus and reallocate



resources, or is decision-making tied to legacy systems and
processes? If the latter, structural adjustments may be necessary to
improve adaptability.

Employee and Management Feedback Loops

One of the most effective ways to assess whether your organization
is structured for long-term success is to listen to employee
feedback. Employees are often the first to recognize inefficiencies
or roadblocks in the current structure that hinder innovation or
adaptation (Edmondson, 2012).

How to Use: Regularly gather feedback from employees and
managers through surveys or workshops. Identify recurring themes
around frustrations with bureaucracy, slow decision-making, or
siloed communication, and use this feedback to guide structural
changes that foster a more agile, responsive organization.

From Fossil Fuels to Renewable Energy: Orsted’s
Blueprint for Long-Term Success

@rsted’s transformation from a fossil fuel-based energy company
to a global leader in renewable energy is a compelling example of
how structural and cultural change can drive long-term
sustainability. Originally known as Danish Oil and Natural Gas
(DONG Energy), Orsted was once heavily reliant on coal and oil,
with fossil fuels accounting for the majority of its energy
production. However, faced with the growing urgency of climate
change and shifting market demands, the company embarked on a
radical transformation to reposition itself as a leader in renewable
energy (IEA, 2020).

The foundation of @rsted’s transformation lay in its ability to
rethink its organizational structure. The company recognized that
its traditional, hierarchical model was ill-suited for the rapid
innovation and agility required in the renewable energy sector. To
address this, @rsted began decentralizing decision-making and
empowering cross-functional teams. This structural shift allowed
the company to respond more quickly to market changes and
technological advancements, enabling it to pivot from fossil fuels



to renewable energy sources like offshore wind and solar power.
By flattening its hierarchy and distributing authority, @rsted
created an environment where employees at all levels could
contribute to the company’s strategic goals, fostering a culture of
collaboration and innovation (Galbraith, 2014). For example,
teams working on offshore wind projects were given the autonomy
to make decisions on the ground, reducing bottlenecks and
accelerating project timelines. This structural flexibility was
critical in allowing @rsted to scale its renewable energy operations
rapidly.

Equally important to @rsted’s success was its cultural
transformation. The company’s leadership understood that
transitioning to renewable energy required more than just
technological innovation—it required a fundamental shift in
mindset. Under the leadership of CEO Henrik Poulsen, @rsted
adopted a new vision that prioritized sustainability and
environmental responsibility. This vision was embedded into the
company’s core values, influencing everything from decision-
making processes to employee incentives. By aligning its culture
with its strategic goals, @rsted was able to inspire its workforce to
embrace the challenges of the energy transition and drive the
company toward a more sustainable future (Poulsen, 2019). For
instance, the company introduced sustainability metrics into its
performance evaluations, ensuring that employees at all levels
were incentivized to contribute to the company’s green
transformation. This cultural shift was further reinforced by
transparent communication from leadership, which consistently
emphasized the importance of sustainability in achieving long-term
success.

The results of @rsted’s transformation have been significant.
Today, the company is a global leader in offshore wind energy,
with projects spanning Europe, the United States, and Asia. Its
commitment to sustainability has not only enhanced its reputation
but also driven substantial financial success. Prsted’s market value
has increased significantly, and the company has consistently been
ranked as one of the most sustainable corporations in the world



(Corporate Knights, 2021). For example, @rsted’s ability to secure
large-scale offshore wind projects, such as the Hornsea One wind
farm in the UK, was a direct result of its agile structure and
collaborative culture, which allowed it to outmaneuver competitors
and deliver projects on time and within budget.

@rsted’s transformation illustrates how organizations can adapt to
changing market conditions and achieve long-term success through
structural and cultural change. By decentralizing decision-making,
fostering a culture of innovation, and aligning its values with its
strategic vision, @rsted has not only secured its future but also set a
new standard for sustainability in the energy sector. For leaders
and organizations seeking to thrive in a rapidly evolving world,
@rsted’s journey offers a compelling blueprint for driving
meaningful change and ensuring long-term sustainability (Hamel,
2007).

The Key to Long-Term Sustainability

The ability to remain sustainable and competitive over the long
term is not determined by any single product or strategy but by the
structural flexibility of the organization. Companies with rigid
structures that resist change and stifle innovation are destined to be
disrupted. Those that embrace decentralization, rapid decision-
making, and cross-functional collaboration are far better equipped
to thrive in an ever-changing business landscape (Hamel, 2007).

By applying Kane’s Law and using predictive tools like scenario
planning, Agile roadmaps, and dynamic capability assessments,
leaders can ensure that their organizations remain adaptable and
ready to innovate over the long term. The ultimate takeaway is that
structure is not static—it must evolve continuously to support the
shifting strategies and dynamic markets that define today’s
business world.
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