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Productivity growth is the engine of econom-
ic prosperity. When productivity goes up,
incomes rise; when it doesn’t, incomes sag.
It's no surprise, then, that many policy mak-
ers and business leaders are concerned
about the post-recession slowdown in pro-
ductivity growth. Since 2008, productivity
gains have averaged a scant 1.24% per year.
At that rate, it would take 56 years for real
incomes to double.

Sluggish productivity growth isn't limited to
the last decade. While US productivity
growth averaged 2.36% per year in the eight
decades preceding 1972, it has averaged
just 1.59% in the years since, this according
to data compiled by Northwest University
economist, Robert J. Gordon.™ This lackluster
performance is mirrored across the devel-
oped world.? Reversing the productivity
slump is, to quote Britain's Chancellor of the
Exchequer, the “challenge of our time."”3

Some, like MIT’s Erik Brynjolfsson, are pin-
ning their hopes on a “second machine
age”—fueled by advances in robotics, artifi-
cial intelligence, and the Internet of Things.
While these technologies will undoubtedly
be transformative, they would have to be
monumentally so to match the impact of in-
door plumbing, electrification, the combus-
tion engine, the telephone and air travel—
the technologies that spawned the modern
economy. And, as Gordon notes,
there's reason to be skeptical.
By his reckoning, the computer
revolution, now forty years old,
has thus far produced only a
modest and short-lived blip in
productivity growth.

We believe there’s a more promising and less
speculative route to boosting productivity:
wring bureaucracy out of the US economy.4
By our calculations, an excess of bureaucracy
costs the U.S. economy more than $3 trillion
annually, and in recent years, that tariff has

been growing. A dramatic reduction in “bu-
reaucratic drag” would give the US economy
a significant productivity boost.

There was a time when bureaucracy was a
new idea—and a blessing. Its stratified pow-
er structures, specialized roles and standard-
ized tasks allowed organizations to achieve
unprecedented levels of control and, there-
by, efficiency. Absent bureaucracy, scientific
inventions like the automobile would have
remained mere curiosities.

But like all technologies, bureaucracy is a
product of its time. In the century and a half
since its invention, much has changed. To-
day’s employees are skilled, not illiterate;
communication is instantaneous rather than
tortuous; and the pace of change is expo-
nential rather than glacial. Nevertheless, the
foundations of management are still ce-
mented in bureaucracy.

Most organizations still concentrate power in
the hands of a few highly paid executives.
Alignment and conformance are, as ever,
prized above all else. And though Blake's
"satanic mills” have given way to cubicle
farms, employees are still treated like semi-
programmable robots.

Held hostage by this bureaucratic legacy,
most organizations are poorly adapted for
the knowledge economy, and even less so
for the creative economy. They are unneces-
sarily elitist, overly politicized, change-pho-
bic, and above all, disempowering. Therein
lies the opportunity to reinvigorate produc-
tivity growth.  While abolishing bureaucracy
may seem to be an heroic undertaking, we
believe it's both necessary and possible.

Here's our reasoning.
Bureaucracy is kryptonite to productivity.

This proposition is likely to be self-evident to



anyone who's worked in a medium- or large-
scale organization. Nevertheless, it's easy to
become inured to the insidious ways in which
bureaucracy undermines resilience, innova-
tion and initiative. Herewith, a reminder.

& As an organization grows, layers get
added and the ratio of managers to front-
line staff goes up. Over time, the propor-
tion of employees who have a direct cus-
tomer-facing role—who are, in other
words, directly exposed to market feed-
back—goes down. In consequence, those
at the top become more isolated and the
organization becomes less responsive to
external stimuli.

+ With additional layers comes a growing
sense of disempowerment. The majority
of employees see themselves as power-
less to materially effect the organization’s
strategies and policies. This sense of res-
ignation saps their initiative and erodes
their sense of responsibility for issues not
immediately relevant to their narrowly de-
fined roles.

¢ The number of “sign-offs” required to ad-
vance an idea goes up, adding time and
friction to decision-making.

¢ Internal boundaries multiply and become
more rigid, making it difficult to recom-
bine resources in response to emerging
opportunities.

# Balkanization spawns a wide variety of
cross-unit departments and teams
charged with improving coordination.
These matrix structures add overhead and
blur accountability.

¢ Rapidly growing staff groups blanket the
organization in policies and rules, further
reducing the scope for initiative and inno-
vation.

+ Centralized functions are granted a mono-
poly over the provision of internal services
such as HR support, IT and finance. In this
regime, operating units are “customers”
in name only. Mandates, cost allocations
and hierarchical relationships substitute
for freely negotiated contracts and mar-
ket-based prices. Not surprisingly, the in-
centives for service providers to improve
the efficiency and quality of their offerings
is muted.

¢ With more layers and more specialized
functions, it becomes more difficult to
accurately assess individual contribution.
Rather than being accountable for a P&L,
employees are accountable for a variety of
proxy measures. An increasing amount of
time is spent wrangling over performance
targets and evaluation criteria.  As this
happens, individual success becomes
more the product of political acumen than
genuine value creation.

¢ The demands of coordinating a growing
enterprise leads to more reports and
more meetings. A growing percentage of
employee time gets consumed in efforts
to keep the organization from collapsing
under the weight of its own complexity.

¢ Executives, eager to preserve a sense of
unity and control, push for more central-
ization, justifying the power grab with
pleas for “harmonization,” “economies of
scale,” “simplicity,” and adherence to
“best practices.” Whatever the motive,
the result is reduced autonomy for lower-
level teams and, therefore, less flexibility
and creativity.

These managerial diseconomies constitute a
tax on human effort. To take a single repre-
sentative anecdote, a hospital-based physi-
cian recently told us about her employer’s
policy governing the purchase of printers.
The rule stipulated there could be no more



than one printer for every eight employees in
each clinic. Anyone wanting an exception
had to appeal to a “printer committee.”
Supplicants soon realized that the hassles of
i preparing and defending a
) - vowie requisition far exceeded
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lunacy are legion.

Bureaucracy is growing, not shrinking.

Despite all the hype about the “gig econo-
my,” more Americans are working in large,
bureaucratic, organizations than ever before.
In 1993, 47% of private sector employees
worked in organizations with more than 500
individuals on the payroll. Twenty years later,
that number had grown to 51.6%.° Large
organizations, those with more than 5,000
employees, increased their employment
share the most—from 29.4% to 33.4%.
Meanwhile, the percentage of Americans
who are self-employed dropped to an all-
time low.®

Today, of the roughly 120 million Americans
working in the private sector, 62 million work
in organizations that are big enough to have
the trappings of bureaucracy. To this number
we must add the 22 million souls who work
in public sector organizations, where bureau-
cracy seems as inescapable and unremark-
able as coffee-stained carpeting.

Within these organizations, the bureaucratic
class—employees who have executive, man-
agerial, supervisory or administrative roles—
has been steadily growing. Since 1983, the
number of managers, supervisors and sup-
port staff employed in the US economy has
nearly doubled, while employment in other
occupations has grown by less than 40%.
(See Figure 1).

Figure 1
Relative growth of managerial employment
versus other occupations in the US
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In some sectors, like higher education, the
bureaucratic class has grown even faster.” In
the University of California’s sprawling net-
work, the number of managers and adminis-
trators doubled between 2000 and 2015,
while enrollment increased by just 38%. At
present, there are 1.2 administrators for
every tenured or tenure-track faculty mem-
ber within the UC system.8

One might have expected successive rounds
of downsizing to have pared back bureaucra-
cy within the corporate sector, but this hasn't
been the case. Between 2004 and 2014, the
companies comprising the S&P 500 reduced
their average cost of goods sold by 500
basis points. Yet over the same time frame,
SG&A expenses, which include the costs of
senior executives and corporate staffers,
edged higher.

We have more bureaucracy than we need.

It could be argued that in a world character-
ized by increasing complexity, the growth of
bureaucracy is inevitable.  Who else but
senior executives are going to address all
those vexing new issues, like globalization,



digitization and social responsibility? Who
else is going to meet all those new compli-
ance requirements around diversity, risk
management and sustainability? And more
prosaically, who, if not managers, are going
to do the everyday work of planning, priori-
tizing, allocating, reviewing, coordinating,
controlling, scheduling and rewarding?

Apparently most CEOs see it this way. If it
were otherwise, more of them would be
leading sustained campaigns to de-bureau-
cratize their organizations. In practice, most
of the “"wins” over bureaucracy—taking out a
layer of management, reducing head office
staff, or simplifying an irksome process—are
small and quickly reversed. In this regard,
look again at Figure 1. Notice how rapidly
the thicket of bureaucracy grew back after it
was pruned in the wake of the 2008 reces-
sion.  While most of the CEOs we talk to
agree that bureaucracy is lamentable, they
also seem to regard it as unavoidable.

Yet there’s compelling evidence that a signif-
icant portion of the bureaucratic levy on the
US economy can be avoided—enough, in
fact, to create a $3 trillion dollar upside. To
see how, let's start by calculating the cost of
the bureaucratic class.

Based on data from the Bureau of Labor Sta-
tistics, we estimate that in 2014 there were
approximately 18.5 million managers and
supervisors in the US workforce, out of a to-
tal pool of 135.1 million employees (this lat-
ter number excludes farm and household
workers and the unincorporated self-em-
ployed). In addition, we estimate there were
5.3 million individuals working in administra-
tive support functions—including human re-
sources, training, finance and accounting,
supply chain management and compliance
(but excluding IT).? (See Appendix | for in-
formation on how we compiled this and sub-
sequent data).

A bureaucratic class of 23.8 million people
works out to one manager/administrator for
every 4.7 workers. If one excludes support
staff and counts only line managers and

supervisors, the implied span of control is
1:7.

In 2014, the bureaucratic class comprised
17.6% of the workforce and received approx-
imately 30% of total compensation, or $2.7
trillion. The question is, how much of this
cost could be avoided without imperiling
economic output? We can get an answer by
looking at the management practices of a
small but growing number of post-bureau-
cratic organizations. Their experience sug-
gests it's possible to run large, complex
businesses with little or no bureaucratic over-
head.

Among their number are Morning Star (the
California-based tomato processor), W.L.
Gore (a $3 billion high-tech company famous
for its Gore-Tex® fabrics), Nucor (America’s
most profitable steel maker), Svenska Han-
delsbanken (a Stockholm-based bank with
more than 800 branches across Northern Eu-
rope and the UK), Sun Hydraulics (a class-
leading manufacturer of hydraulic compo-
nents), and General Electric’s Durham, North
Carolina aviation plant (which assembles
some of the world’s largest jet engines).

The case of Svenska Handelsbanken is illus-
trative. Its return on equity has surpassed
that of its European peers every year since
1971. In an organization of 12,000 as-
sociates, there are only three levels. Operat-
ing decisions are almost entirely decentral-
ized. Each branch makes it own loan deci-
sions, sets its own pricing on loans and de-
posits, controls its own marketing budget,
runs it own website (on a shared platform),
and serves all customer segments, from indi-
viduals to multinationals, within its catchment
area. Nearly all of these practices run counter
to conventional banking wisdom, which



holds that to be efficient a bank must consol-
idate operational activities and centralize de-
cision-making on matters like pricing and
lending. Though a rebel, Svenska Handels-
banken has consistently posted industry-
beating cost-to-income and loan-loss ratios.

Nucor, the most diversified
steel company in the United
States, is another exemplar of
lean management. At
$919,640, Nucor's revenue per
employee is nearly twice that
of similarly-sized US Steel, and nearly three
times that of ArcelorMittal, the world'’s
largest steel producer. In 2014, the Nucor's
net income per employee, $31,100, was
more than 10 times that of US Steel, while
ArcelorMittal's net income per employee was
negative. Nucor is comprised of 90 au-
tonomous profit centers. Individual plants
make product and pricing decisions and are
responsible for their own product develop-
ment. Self-managing teams within each fa-
cility oversee operations and are responsible
for innovation, training and other tasks nor-
mally assigned to staff functions. With more
than $20 billion in annual revenue and
23,000 employees, Nucor has a head office
staff of fewer than 100 individuals, a tenth
that of similarly sized rivals. As is true for
Svenska, Nucor's return on equity and return
on assets consistently exceeds that of its
peers.

The average span of control in these and
other vanguard organizations is more than
double the US average. GE's Durham plant,
to take a dramatic example, employs more
than 300 technicians and a single supervi-
sor—the plant manager. Not surprisingly, the
facility is more than twice as productive as its
sister plants within GE's Aviation division.

Delve deeply into the management van-
guard, and you discover that their manage-
ment practices are more alike than different.

Typical features include:

* Small, autonomous teams that are em-
powered to make key operational deci-
sions, including hiring, staffing, pricing,
and equipment purchases.

e Compensation models that tightly link
pay and profitability and encourage em-
ployees to think like business owners.

e Support services that are provided to op-
erating units at cost (or are optional).

* A strong sense of competition and col-
laboration between operating units.

e A general aversion to formal titles and
job descriptions in preference for dynam-
ic, "natural hierarchies” based on
demonstrated competence.

e Significant and on-going investment in
the financial, commercial and technical
skills of front line employees.

* A high degree of transparency around
financial and operational information.

e Deeply shared norms and a strong sense
of mutual responsibility for unit and en-
terprise success.

e Multiple channels for lateral communica-
tion and a reliance on ad hoc teams to
address coordination issues.

¢ Radically simplified planning and budget-
ing processes which don't rely on top-
down targets or operate on a fixed cal-
endar.

In these organizations, the work of “manag-
ing” has been distributed to the periph-
ery—to those who are closest to the mar-
ketplace. Since these individuals are opera-
tors first and managers second, they have



neither the inclination nor the power to
build bureaucratic fiefdoms, nor are they
able to impose mandates on the rest of the
organization. For them, management is a
tool, not a job category.

By contrast, in traditional organizations one
often finds a caste system that creates subtle
yet tangible distinctions between “thinkers”
and “doers.” Front line employees often
have little opportunity to develop their tal-
ents. As a result, latent capabilities remain
dormant. Not so in the vanguard. Unfet-
tered by bureaucratic shackles, employees
are encouraged to upgrade their skills and
take on new challenges. Competition is less
for promotion than for the opportunity to
work on high value problems. This ability to
capture the wisdom at the bottom of the
pyramid, as much as spartan overheads, is
what makes the vanguard consistently more
profitable than their peers, despite salary
levels that often exceed industry norms.

Busting bureaucracy will raise output and
enhance productivity.

Based on the experience of the vanguard,
we seen no reason why it shouldn’t be pos-
sible to increase the ratio of employees to
managers and administrators from 4.7:1 to
10:1. Doing so would reduce the number of
managers and administrators by 12.5 million
individuals and trim payroll costs by $1.4 tril-
lion.

In addition, there would be indirect savings.
Bureaucrats have a penchant for wrapping
their colleagues in red tape. In The Utopia of
Rules, David Graeber bemoans the fact that
“no population in the history of the world
has spent so much time engaged in
paperwork.”'® A 2014 survey on the costs of
bureaucratic busywork in Australia backs up
Graeber's concern. In the study, Deloitte
Economics estimated that compliance with
internal rules and regulations consumed 6.5

hours a week of non-managerial employees,
or 16% of their time." The same study esti-
mated that between 12 and 24% of those
rules were "unnecessary or low value-
added.”’ While external regulation is partly
to blame for the soaring costs of compliance,
Deloitte found that responding to internal
requirements consumed twice as time much
as dealing with external rules.

To estimate the costs of bureaucratic busy-
work in the US economy, we can extrapolate
from Deloitte’s study. If the 111 million Amer-
ican workers who aren’t bureaucrats (or agri-
cultural and home workers, or part of the un-
incorporated self-employed) are spending
16% of their time on internal compliance,
and if 18% of that time is wasted (the mid-
point in Deloitte’s range of 12 to 24%), then
3.2 million person years are being wasted
every year in responding to pointless bu-
reaucratic requests.

In practice, we suspect compliance costs are
substantially higher. The Deloitte study re-
lied on data submitted by senior executives,
who are likely to under-report the amount of
time their subordinates spend on bureaucrat-
ic chores. Additionally, numerous polls have
shown that managers and employees are
deeply dissatisfied with the entire panoply of
bureaucratic processes. (See Table 1 for a
summary). On the basis of this evidence, it
seems reasonable to assume that as much as
50% of all internal compliance activity is of
questionable value.’® If true, then half of
the16% of time employees devote to inter-
nal compliance is non-productive. That
translates into 8.9 million worker-years, or
roughly $480 billion in compensation costs.

In total, then, there are 21.4 million indi-
viduals in the US workforce—12.5 million
bureaucrats and the equivalent of 8.9 mil-
lion paper-pushing subordinates, who are
creating little or no economic value. This
means the US could achieve current levels



Table 1
Dissatisfaction with Bureaucratic Processes

Function Process Evidence Source
HR Performance e 95% of managers are dissatisfied with their performance Corporate Executive
management  management systems Board
e 90% percent of HR heads believe performance man-
agement systems do not yield accurate information
e 59% of employees feel that reviews are not worth the
time invested (56% say they do not receive feedback on
what to improve)
¢ 45% of HR executives don't think annual performance Society for Human
reviews are an accurate appraisal for employees’ work Resource
Management
Leadership e 50% of executives rate their leadership shortfalls as Deloitte
development = “very important,” and only 6% of organizations believe
/succession their leadership pipeline is “very ready”
planning
¢ 36% of executives and senior leaders are satisfied or Korn Ferry
very satisfied with their company’s succession manage-
ment program
e 23% of them, believe that they have a solid pipeline of
“ready now” candidates
e In the largest 1,000 US companies by revenue in 2008,  Forbes
only 44 out of the 80 new CEOs were promoted from
within
Strategy Strategic e Only 11% of senior executives of companies with more  Economist
planning than $1 billion in sales believe strategic planning is Intelligence Unit/
worth the effort Marakon
Finance = Budgeting  60% of companies polled report their annual budget Wall Street Journal
targets become obsolete by the second quarter of the
year
e 46% of senior finance professionals believe their budget ~Association of
is a politically agreed number generated from the top of Chartered and
the business and not linked to operational reality Certified
Accountants/KPMG
¢ Only 17% of managers surveyed believe their budget CEB
process is effective
e 70% of companies have implemented two or more sig-
nificant budgeting process changes in the past five
years without receiving a significant return on their in-
vestment
Capital e Only 32% of companies surveyed rate themselves as McKinsey
allocation very or extremely effective at capital allocation



of economic output with 15% fewer people
in the the labor force. That would boost
GDP per capita from $120,000 to $141,000.

The goal, of course, is not to put 21.4 million
people out of work, but to redeploy them
into wealth-creating activities. If every one of
these individuals was contributing $141,000
to economic output each year, rather than
adding nothing, US GDP would grow by $3
trillion—and the figure could be even higher.
Managers and administrators tend to be bet-
ter educated than the workforce at large, so
we should expect them to deliver better than
average output per capita once reassigned
to more productive work.

Then there are the large but difficult to quan-
tify benefits that would come from a newly
empowered workforce that is no longer para-
lyzed by process. More freedom and respon-
sibility would mean more initiative, innova-
tion and institutional flexibility—which would
further boost productivity. These side bene-
fits are far from trivial. For example, a num-
ber of highly respected leaders in the phar-
maceutical industry have argued that the
only way to raise R&D productivity, and
thereby reduce the soaring costs of drug
discovery, is to perform what might be
termed a radical “burecotomy.” Roger Perl-
mutter, the President of Merck Research
Laboratories, suggested that a good start
would be to “scrape off the the top five lev-
els of management, including myself... .”14

Three trillion dollars represents 17% of US
GDP. If the bureaucratic burden was elimi-
nated in increments over the next ten years,
productivity growth would increase by a
compounded rate of 1.3% percent annum,
essentially doubling the post-2007 produc-
tivity growth rate.

This productivity bonanza would be even
larger outside the US. In 2014, the combined
GDP of the 35 countries that comprise the
OECD amounted to $49.7 trillion, of which
the non-US share was $32 trillion. If bureau-
cracy is as ubiquitous in these economies as
it is in the US, and there’s little reason to be-
lieve it's not, there's another $5.4 trillion to
be saved by eliminating the bureaucratic tax
—an amount that exceeds the value of the
entire Japanese economy.

To eradicate bureaucracy, we must first un-
derstand what we're up against.

In the battle against cancer, researchers have
struggled mightily to identify the mecha-
nisms that allow tumors to evade the body’s
defenses and grow unchecked. The task in
reining in the growth of bureaucracy is simi-
lar. Why, despite the combined forces of
earnings-obsessed shareholders, value-con-
scious customers, low cost competitors and
put upon taxpayers, has bureaucracy been
so difficult to eradicate?

First, bureaucracy is familiar. It is the man-
agerial operating system of virtually every
medium- and large-scale organization on the
planet—from the Chinese prison system to
the Catholic church, from Deutsche Bahn to
NASA, and from Fortune 500 giants to Sili-
con Valley start-ups. Ask virtually anyone
around the world to draw a picture of their
organization, and you'll get a version of the
familiar, pyramid-shaped organization chart
—the exoskeleton of bureaucracy. A fixed
chain of command, with hierarchically or
dered and precisely delineated decision



rights is one of humanity’s oldest and most
universal social structures. Because bureau-
cracy is everywhere, and everywhere the
same, it is easy to regard it as the evolution-
ary apex of human organization.

Cultural norms are powerful, and those who
defy them are often regarded as naive if not
deluded. For those immersed in bureaucrat-
ic orthodoxy, radical cases of management
innovation are likely to be seen as weird ex-
ceptions, rather than as positive deviants.
For most managers, bureaucracy is not mere-
ly the “safe” choice, it's the only choice.

Second, this consensus is reinforced by what
might be called the bureaucratic “ecosys-
tem.” Every organization is embedded in a
web of institutional relationships, most of
which are predicated on the belief that bu-
reaucracy is essential. Consulting firms tell
their clients that deep change is impossible
without “strong leadership,” thus reinforcing
the assumption top management is solely
responsible for initiating change. Govern-
ment agencies demand evidence of regula-
tory compliance and are satisfied only when
presented with the artifacts of bureaucratic
control—dedicated roles (“chief compliance
officer”), compulsory training and compre-
hensive reporting. The authors of business
books tell managers how to get the most out
of subordinates, giving credence to the view
that managers are a special breed of uber-
employees. A similar belief is implicit in the
value proposition of most business schools:
give us your tuition dollars and we'll fast-
track you into the managerial elite. The re-
cruiting industry, which classifies jobs by hi-
erarchical rank, further reinforces the as-
sumption that career success is calibrated by
organizational rank.

The cohesion of the bureaucratic coalition
presents a formidable barrier to would be
management renegades. Their lot is not un-
like that of an American tourist who rents a

car in Britain. Yes, you can drive on the right
side of the road, but the disincentives for do-
ing so are manifold.

Third, bureaucracy is a massive, multi-player
game. It's the field upon which millions of
human beings compete for status and
wealth. As in all games, some skills are more
germane than others. While expertise and
execution count for much in bureaucracies,
other skills are often even more valuable: de-
flecting blame, defending turf, managing up,
hoarding resources, trading favors, negotiat-
ing targets and avoiding scrutiny. To the ex-
tent these behaviors correlate poorly with
value creation, they add to the management
tax. Nevertheless, those who've excelled at
the game of bureaucracy are typically unen-
thusiastic about changing it. Someone who's
invested thirty years in acquiring the power
and privileges of an executive vice-president
is unlikely to look favorably
» on a proposal to downgrade
\ formal titles and abolish the

ﬂ connection between rank
w ’ and compensation.

Therein lies another clue to bureaucracy’s
persistence: it's well-defended by those
who've done well by it. To understand the
plight this poses for a would-be bureaucracy
fighter, imagine yourself standing on a bas-
ketball court in the long shadow of Lebron
James, the NBA star who gets paid more
than $20 million per year to play for the
Cleveland Cavaliers. “Mr. James,” you say,
“I know basketball has been good to you,
but | think you should switch to volleyball.”
Anyone foolish enough to proffer this advice
is likely to end up head down in the bleach-
ers.
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Finally, bureaucracy is hard to root out be-
cause it works—sort of. All those bureaucrat-
ic structures and systems serve a purpose, if
only poorly. To simply excise them would
create chaos. Imagine, for example, what



would happen if an organization decimated
the ranks of middle management without
equipping front-line employees with the
skills, incentives and information they need
to become self-managing. Moreover, there's
no well-trodden path for building a post-bu-
reaucratic organization. While one can draw
inspiration from the management vanguard,
most of these companies were, like Lady
Gaga, “born that way.” From their inception
they were built atop post-bureaucratic prin-
ciples such as transparency, autonomy and
meritocracy. To a significant degree, any
brownfield organization that wants to over-
haul its management model must invent its
own map. The challenge is not unlike that
faced by the first surgeons who attempted to
transplant human organs: the stakes were
high and the protocols were few.

Despite this, bureaucracy can be beaten.

Bureaucracy is accepted, embedded, de-
fended and useful. Any strategy for busting
bureaucracy must confront these realities.
While the hurdles are daunting, there’s rea-
son to be hopeful. Deeply institutionalized
systems can be changed. The proof? Most
of us are citizens, not subjects—our leaders
are elected, not crowned. We view slavery as
abhorrent, rather than divinely ordained.
And despite centuries of patriarchy, we are
committed to gender equality.

So what will it take to repeal the bureaucracy
tax? Four things.

First and most critically, we need a revolution
of the mind, born not of pragmatism and
hopes of a productivity windfall, but of moral
bravery. This is the lesson we learn when we
look at the enlightenment, the abolitionist
movement or the ongoing campaign for
equal rights. Long-standing institutional reali-
ties change only when the beliefs that under-
lie them change. In this regard, no argument
has proved more irresistible than the one

10

which asserts that every human being should
be free to exercise and profit from their nat-
ural gifts, and that human-crafted impedi-
ments to this pursuit are unjust.

As Thomas Paine put in Common Sense, a
tract that proved pivotal to the American and
French revolutions, “A long habit of not
thinking a thing wrong gives it a superficial
appearance of being right... .” Thus the first
battle to be won is against indifference.
How, for example, can we be indifferent to
the fact that only a third of American em-
ployees are fully engaged in their work, this
according to a 2014 Gallup survey.” That
means that two out of three employees are
not “involved in, enthusiastic about and
committed to their work and work-place.”
This is shameful. Imagine, if you will, a car so
poorly designed that two-
thirds of the fuel pumped
into the gas tank ran out
onto the ground. Outside
the US, the waste is even
greater. Globally, 87% of
employees are less than
fully engaged.’

The implication: most organizations squan-
der more human capability than they use.
While we should be scandalized by the in-
humanity of bureaucracy, we shouldnt be
surprised. As Max Weber observed a centu-
ry ago, “bureaucracy develops more perfect-
ly the more it is ‘dehumanized,’ the more
completely it succeeds in eliminating...all
purely personal, irrational, and emotional
elements which escape calculation.”’” The
bureaucratic ideal is a passion-free work-
place, and it's often achieved. Millions of
employees show up every day at work physi-
cally, but leave much of their humanity at
home—not by choice, but because they've
learned that bureaucracies have little toler-
ance for curiosity, playfulness, intuition,
artistry, affection, hope and all the other non-
scriptable qualities that turn hairless bipeds



into human beings. Little wonder that 94% of
executives in a recent McKinsey & Company
study said they were dissatisfied with their
company’s innovation performance.’®

Of course there are times when individuals
need to behave in highly scripted ways. You
don’t want the Foxconn employees who as-
semble your iPhone to go off script, nor do
you want the pilot of your transcontinental
flight to choose his own route through the
sky. But if our organizations are going to be-
come more adaptable and innovative, as
they must, we need leaders who are unafraid
to challenge the assumption that alienation
is the inevitable price of efficiency.

When it comes to spurring social change, the
most influential voices are often those that
speak from within the system. That was true
of John Newton, the English slave trader
who became an Anglican priest. Newton’s
depiction of the brutal realities of slavery in
his 1788 pamphlet, Thoughts Upon the Slave
Trade, deeply influenced the young parlia-
mentarian, William Wilberforce, who went on
to lead a successful effort to eradicate slav-
ery across the British Empire.

Bureaucracy won't start to crumble until
prominent public and private sector leaders
acknowledge the fact that bureaucracy's
waste of human potential is morally indefen-
sible. Luckily, some executives are speaking
out.

During his highly successful tenure as CEO of
HCL Technologies, one of India’s largest IT
vendors, Vineet Nayar publicly dedicated
himself to “inverting the pyramid.” Among
other things, this effort spawned a platform
where employees could post online reviews
of the company’s leaders and a “ticketing
system” that gave employees the ability to
call out imperious or incompetent staffers.
While no Savonarola, Vineet wasn't afraid to
poke the hornet's nest. A typical provoca-
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tion: “We need to destroy the concept of the
CEO. The notion of the ‘captain of the ship’
is bankrupt. We are trying to tell employees
you are more important than your

manager.”"?

An equally bold but less trenchant voice has
been that of Jim Whitehurst, former COO of
Delta Airlines and now CEO of the enterprise
software company, Red Hat. In his 2015
book, The Open Organization, Whitehurst
made a passionate plea for organizations
built around community rather than hierar-
chy, and for a shift from careers based on
hierarchical advancement to ones based on
achievement and peer recognition.

And then there’s Zhang Ruimin, chairman of
the globe-spanning appliance maker, Haier,
who's working to transform his company from
a hierarchy to a “platform.” Says Ruimin, “

we encourage employees to become entre-
preneurs because people are not a means to
an end, but an end in themselves. Our goal
is to let everyone become their own CEO ...
to help everyone fully realize their
potential.”?® To this end, Haier has divided
itself into nearly four thousand “micro-enter-
prises” run by small, entrepreneurial teams.

These aren't the only voices calling for a
management reformation, but more are
needed. Just as moral indifference is catch-
ing, so too is moral courage. Brave souls
create a path for those who are similarly
principled but perhaps less daring.

Second, social change requires data. While
moral suasion speaks to the heart, hard facts
speak to the head, and both are important.
Take the challenge of minimizing errors in
the healthcare system. While any death due
to a clinical blunder is a tragedy, it wasn't
until 1999 that reducing medical mistakes
became a national priority. The catalyst? A
study by the Institute of Medicine which re-
vealed that as many as 98,000 lives were be-



ing lost each year due to preventable
errors.?!

Bureaucrats pay attention to things that can
be measured.?? That's why every organiza-
tion needs to calculate its BMI, or “bureau-
cracy mass index.” (Table 2 suggests some
key metrics to track.) The first step is to es-
tablish a baseline. The goal is to steadily
shrink the BMI, but that won't happen unless
the costs of bureaucracy are visible to the
entire organization, and to key stakeholders
as well. A decade ago, few companies re-
ported on environmental impact—now many
do, thanks to pressure from governments,
customers  and environmental advocates.
Similarly, shareholders and other interested
parties need to press leaders to detail the
costs of their obsolete management prac-
tices and to share their plans for reducing
those costs.

Metrics are important, but not enough. A
CEO may regard bureaucracy as flawed and
expensive, and still be stuck. Leaders need
credible examples of organizations that have
learned how to achieve the goals of bureau-
cracy—control, coordination and consisten-
cy—while avoiding the costs. Role models
are thus a third prerequisite for progress.
While one might hope that more CEOs were
bold pioneers, the fact is most of us wouldn't
have sailed with Columbus—we’d have wait-
ed for the Tripadvisor review.  Thankfully,
though, the post-bureaucratic future isn't en-
tirely terra incognita. The vanguard have sent
back postcards (see Appendix 2 for a deeper
look into some notable post-bureaucratic
organizations).

Few executives have been inside of organiza-
tions where employees elect their leaders, or
where compensation decisions are peer-
based. Like 15th-century indigenous Ameri-
cans, they've never seen a wheel. The solu-
tion is education. Leaders of every stripe
need to spend more time out on the bleed-
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ing edge of management innovation, talking
to and learning from vanguard organizations.
Business schools need to reorient their cur-
ricula around next generation manage-
ment practices and take a broader
view of their mission. Beyond training
the managerial elite, they need to
think creatively about how they can up-
grade the management skills of those at
the bottom of the corporate ladder, as
this is a critical precondition for con-
quering bureausclerosis.
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Finally, any strategy for dismantling bureau-
cracy must deal with the political and opera-
tional impediments to change. There’s no
way to dismantle bureaucracy without redis-
tributing power, and that’s unlikely to happen
without some blowback. Like most human
beings, bureaucrats are reluctant to surren-
der their perks and privileges. Unlike lesser
mortals, they have the power and the finesse
to stymie top-down change without being
labeled as mutinous. If asked to support the
idea of busting bureaucracy, they will declare
themselves “all in,” but then quickly enu-
merate the countless practical challenges
that must be throughly addressed before
venturing forward. Their caution, is not en-
tirely the product of self-interest. Nothing
will sabotage the work of busting bureaucra-
cy faster than an ill-conceived and radical
move that creates operational chaos.

Given these realities, any top-down program
for demolishing bureaucracy will almost sure-
ly fail. Look what happened when Zappos,
the online shoe retailer, tried to replace its
hierarchy with “holocracy,” a recently-devel-
oped and much-touted system that replaces
bosses with interlocking decision-making
groups or “circles.”  While the goal was
laudable—to eliminate managers and orga-
nizational politics—the top-down, all-or-noth-
ing implementation of this new and mostly
untested management model left Zappos in
turmoil. Staff turnover jumped to an un-



Overhead

Friction

Insularity

Disempowerment

Conservatism

Mistrust

Table 2
Indicators of Bureaucratic Mass

Number of management layers
Average span of control

Management compensation as a percentage of total compensation

Percentage of time non-managerial employees spend on internal
compliance

The number of functional staff as a percentage of total headcount

Average review time for budget requests

Percentage of total headcount that is not directly customer-facing

Percentage of time that managers devote to internal vs. external
matters

The cultural and professional homogeneity of the senior leadership
team

The percentage of employee time that is not self-directed

The average size of units with direct P&L responsibility

The percentage of employees who feel they have little or no influence
over key operational decisions (e.g. staffing, pricing, compensation)

Extent of perceived disincentives to personal risk-taking

Percentage of spending devoted to projects that are incremental rather
than innovative

The percentage of time functional staff spend on ensuring compliance
versus supporting innovation and growth

Percentage of employees who do not have access to detailed financial
performance information for their unit and others

The degree to which compensation decisions are opaque rather than
transparent

The percentage of employees who don’t have the opportunity to weigh
in on key policy decisions
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precedented 30% in 2015, and many of the
employees who remained were confused
and demoralized. In 2016 Zappos fell off For-
tune magazine's Best Places to Work for the
first time in 8 years.?>  While dismantling bu-
reaucracy is, by definition, a revolutionary
goal, it is best accomplished through evolu-
tionary means. Individuals need time to dis-
cover, adapt and test alternatives to the bu-
reaucratic status quo. There is also some-
thing fundamentally contradictory about us-
ing authoritarian means to implement a
management model aimed at enhancing
self-determination.

Even when the goals are modest, change
initiatives fail more often than they succeed.
What's needed is an approach that is itera-
tive, collaborative and emergent; one that
“rolls up” rather than “rolls out;” something
more like a "hackathon” and less like
“change management.”

Organizations as diverse as Ford, Netflix,
Google and NASA are using hackathons
to invent new products and solve thorny op-
erational problems. (Facebook’s ubiquitous
“Like” button grew out of a hackathon.)
These focused and fiercely meritocratic initia-
tives bring together hundreds and some-
times thousands of individuals around press-
ing issues like reinventing education or im-
proving the lives of people with dementia.
Teams compete to come up with novel solu-
tions and the most promising are fast-tracked
to implementation. As a particular type of
open innovation, hackathons rest on the
maxim that with enough eyes, all bugs are
shallow.

The goal, then, is a company-wide conversa-
tion where superfluous and counter-produc-
tive management practices are candidly dis-
cussed and alternatives proposed. The out-
put of such a conversation isn't a single,
grand plan for defeating bureaucracy, but a
portfolio of risk-bounded experiments de-
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signed to test the feasibility of potential
post-bureaucratic practices.

For example, a hack might propose that front
line teams be given the right to interview
and select new hires—a task heretofore per-
formed by department heads or HR staff.
Such an idea could be quickly tested in a
small corner of large organization. Within a
month or two one would know: Can we do
this efficiently? Can the legal risks be miti-
gated? Does this produce better hiring deci-
sions? Does it boost team morale?

Now imagine a large organization running
dozens of such experiments every year. Not
all will succeed, but the best hacks will be
quickly replicated by units eager to reduce
their BMI. Bureaucracy didn’t burst forth fully
formed 150 years ago. It emerged gradually
as the product of relentless experimenta-
tion—and that's how progressive organiza-
tions will chart the course to a post-bureau-
cratic future.

And what about those leaders who find this
future discomforting?  Even with an open
approach, care must be taken to develop a
migration path that allows traditionally-
minded leaders to grow into new roles. In a
post-bureaucratic organization, power trick-
les up, not down. Authority depends on
one’s ability to attract followers, rather than
on one’s title. In this regard, decisiveness,
superior information and credentials are less
important than foresight, curiosity, problem-
solving, integrity and collegiality. For many
leaders, this represents a difficult transition.
They will need mentors and coaches to help
them retool. Though potentially expensive,
this investment is warranted. You can't build
a humane organization by leaving behind
those who find the transition difficult. To do
so would mock the goal of creating organiza-
tions that are fully fit for human beings.



Fifty years ago, the late Warren Bennis, a
management scholar and leadership expert,
predicted that humanity would soon be
working in “adaptive-organic structures.”
Writing in 1988, the renowned Peter Drucker
predicted that within twenty years the aver-
age organization would have slashed the
number of management layers by half and
shrunk its managerial ranks by two-thirds.
Sadly, in the decades since these forecasts
were made, the costs of bureaucracy have
waxed not waned. Nevertheless, Bennis and
Drucker were right about the future. They
saw the faint dawn of the creative economy
and knew that bureaucracy would one day
become economically and socially unten-
able. That day has arrived. If we're going to
recharge US productivity growth, we have to
go to war with bureaucracy.

Defeating bureaucracy won't be easy, but
like cleaning up the planet, tackling inequali-
ty or preserving biodiversity, it's a cause
worth fighting for.
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Appendix 1

Sizing Up the Bureaucratic Class

Estimates for the labor force and occupa-
tional mix

The Bureau of Labor Statistics collects labor
force data through two surveys—the Current
Population Survey (CPS) and the Occupa-
tional Employment Survey (OES). The CPS is
the most widely-used survey in economic
analyses—it forms the basis for official sta-
tistics such as the rate of unemployment, and
underpins most studies of occupational
trends. CPS data is on self-reported and col-
lected through monthly surveys. OES data
are gathered in a semiannual survey of es-
tablishments, and excludes unincorporated
self-employed workers, agricultural workers,
and house workers.

We based the overall US employment esti-
mate of 135.1 million on 2014 OES data,
since the unincorporated self-employed,
agricultural workers, and house workers (to-
taling 11 million workers) are not relevant for
our analysis of bureaucracy. The numbers of
managers and administrators was estimated
by drawing from both CPS and OES data.
Specifically, we first computed the share of
total employment for relevant occupational
categories in both the CPS and OES, took an
average of the shares for each occupation
across the two surveys, and then applied the
blended share to our estimate of the overall
workforce of 135.1 million.

Our logic for a using blended approach was
twofold. First, the occupational mixes in the
two surveys for managers and administrators
differ significantly—in the CPS data, man-
agers and administrators make up 21% of
the workforce, while in the OES data this
share is at 14%. Second, there is ho consen-
sus among labor economists about which
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survey provides the more accurate estimates,
so we were disinclined to treat either data
source preferentially.

The CPS data likely suffers from manage-
ment “grade inflation” since it relies on self-
reported data. However, it is difficult to esti-
mate the degree to which this factor biases
the numbers.

Conversely, there are reasons to consider the
OES estimates of managers and administra-
tors as overly conservative. For instance, the
estimated number of managers in the OES
dropped precipitously after methodological
changes introduced in the late 1990s—ex-
perts estimated that these changes under-
counted managers by about 1.5 million.2*
And in the same way individual reporting
may overestimate the number of managers
in the economy, firm-reported data may tend
to underreport the number of individuals in
managerial roles. For example, “team lead-
ers” who are in essence, full-time supervi-
sors, may not be counted as such.

Estimates of administrative occupations

Here, our goal was to distinguish between
line managers, i.e. those with direct line re-
sponsibility, and those in administrative sup-
port functions. Our estimates of the later
category are based on our review of occupa-
tional category the BLS describes as “Busi-
ness and Financial Occupations.” Some of
the large occupational groups in this catego-
ry include accountants and auditors, compli-
ance officers, human resource workers, man-
agement analysts, purchasing agents, and
training and development specialists.  We
excluded from our estimates a number of
occupations we deemed unlikely to be pri-



marily administrative, such as claims ad-
justers, insurance underwriters, and personal
financial advisors. We also did not include
occupations related to IT support, since it is
impossible to differentiate between IT pro-
fessionals who are in line positions, and
those that play support roles. Given the ex-
clusion of IT-related occupations, our esti-
mates are therefore likely to undercount the
total number of administrators.

Estimates of manager and administrator
compensation

We estimated compensation by multiplying
average annual wages (obtained through the
OES survey) for each occupational group
(managers, supervisors, administrators, other
employees) by the number of people in each
group. To estimate total compensation, we
increased wage compensation by a third,
reflecting estimates from the BLS statistics
that wages account for roughly two-thirds of
total compensation.?> This yields a total of
$9.1 trillion, which closely approximates the
estimate by the Bureau of Economic Analysis
of $9.4 trillion in total labor compensation.?®
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Appendix 2

Introduction to the Post-Bureaucratic Vanguard

Nucor

Ken Iverson, Plain Talk: Lessons from a Busi-
ness Maverick, John Wiley and Sons, 1998.

Vijay Govindarajan, "Nucor Corporation (A)
and( B)," Tuck School of Business case stud-
jies, 2000.

Byrnes Nanette and Arndt Michael, “The Art
of Motivation,” BusinesWeek, May 1 2006
(http://www.bloomberg.com/bw/stories/
2006-04-30/the-art-of-motivation)

Svenska Handelsbanken

Michael Céker, and Sven Siverbo, "Strategic
alignment in decentralized organizations -
the case of Svenska Handelsbanken," Scan-
dinavian Journal of Management, vol. 30(2),
2014, pp. 149-162.

Niels Kroner, A Blueprint for Better Banking:
Svenska Handelsbanken and a proven model
for post-crash banking, Harriman House Pub-
lishing, 2009.

Jeremy Hope and Robin Fraser, Beyond
Budgeting: How Managers Can Break Free
from the Annual Performance Trap, Harvard
Business Review Press. 2003.

Sun Hydraulics
Colleen Kaftan, "Sun Hydraulics Corporation

(A and B)," Harvard Business School case
study, April 4, 1991.
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Linda A. Hill and Jennifer M Suesse, “Sun
Hydraulics: Leading in Tough Times (A), Har-
vard Business School case study, April 1,
2003.

GE Aviation

Rasheedah Jones, "Teaming at GE Aviation,'
Management Innovation eXchange, July 14,
2013 (http://www.managementexchange.-
com/story/teaming-ge-aviation)

Charles Fishman, "Engines of Democracy,
Fast Company," September 30, 1999 (http://
www.fastcompany.com/37815/engines-
democracy)

Daniel Fisher, “GE Keeps Manufacturing
Jobs in US— For Highly Skilled,” Forbes,
July 13, 2011 (http://www.forbes.com/sites/
danielfisher/2011/07/13/ge-keeps-manufac-
turing-jobs-in-us-for-highly-skilled/#6e-
f625712d71)

WL Gore

Gary Hamel, “Innovation Democracy: WL
Gore’s Original Management Model," Man-
agement Innovation eXchange, September
23, 2010 (http://www.managementex-
change.com/story/innovation-democracy-wl-
gores-original-management-model)

Gary Hamel, The Future of Management,
Harvard Business School Publishing, 2007.
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Haier

Bill Fischer, Reinventing Giants: How Chinese
Global Competitor Haier Has Changed the
Way Big Companies Transform, Jossey-Bass,
2013.

Dennis Campbell, Marshall Meyer, Shelley
Xin Li, and Kristin Stack, “Haier: Zero Dis-
tance to the Customer (A),” Harvard Business
School case study, June 26, 2016.

Bill Fischer, Umberto Lago, and Fang Liu,
The Haier Road to Growth, Strategy+Busi-
ness, April 27, 2015 (http://www.strategy-
business.com/article/00323?gko=c8c2a)
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Red Hat

Jim Whitehurst, The Open Organization:
Igniting Passion and Performance. Boston:
Harvard Business Review Press, 2015.

Gary Hamel

https://hbr.org/2014/11/bureaucracy-must-

die

http://www.mckinsey.com/business-func-

tions/organization/our-insights/build-a-

change-platform-not-a-change-program
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