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Chapter 1
Bureaucracy Must Die

It is time—past time—for a radical overhaul of the nineteenth-century bureaucratic manage-
ment model that underpins nearly every organization across the world. Daunting as this task may
seem, there are compelling economic and social reasons for reinventing management-as-we-know-
it. Put simply, in a world of existential challenges and accelerating change, we can no longer afford
organizations that are fainthearted, sclerotic, and dispiriting.

The Core Incompetence of the Corporation

While in some ways our organizations exceed us—no single individual can erect a skyscraper
or put a rocket into orbit—in other ways they are noticeably less capable than the average biped.
Individually, or in small teams, we are daring, resilient, creative, and energetic. But when we’re
herded by the thousands into bureaucratic pens, many of those admirable qualities get trampled
underfoot.

In a bureaucratic setting, human beings who are otherwise courageous lose their moxie. The
typical bureaucrat is cautious to a fault, moving forward only when the path is well lit. No
“moonshots” for me, thank you very much.

Bureaucracies are inertial. That’s why America’s federal health care agencies were perpetually
on the back foot during the Covid-19 pandemic. They dawdled while those on the front lines—
nurses, doctors, and researchers—networked, invented, and improvised.

Bureaucracies are innovation-phobic. New ideas are inherently suspect. That’s why game-
changing innovation usually comes from industry outsiders like OpenAl, SpaceX and Anduril (a
defense startup that’s working to dramatically shrink the cost of new weapon systems).

Worst of all, bureaucracies are soul crushing. By depriving employees of autonomy and
upside, they forfeit vast quantities of ingenuity and initiative and thereby curtail the scope of
human accomplishment.

Bureaucracies exemplify the sort of “soft despotism” Alexis de Tocqueville warned about in
his 1831 masterpiece Democracy in America. The principal danger facing the young republic, he
argued, wasn’t the threat of totalitarianism but the devitalizing impact of an invasive and ever-
expanding central government that

covers the surface of society with a network of small, complicated rules, minute and

uniform, through which the most original minds and the most energetic characters
cannot penetrate to rise above the crowd. The will of man is not shattered, but softened,
bent, and guided: men are seldom forced by it to act, but they are constantly restrained
from acting: such a power does not destroy, but it prevents existence; it does not
tyrannize, but it compresses, enervates, extinguishes, and stupefies.

De Tocqueville’s portrait of an overweening state was uncannily prescient; but today, it’s not just
government agencies that anesthetize the human spirit but every large organization.

Obviously, no company starts out as a cumbrous bureaucracy, but most end up that way. As
an organization grows, layers get added, staff groups swell, rules proliferate, and compliance costs
mount. Once a company hits a certain threshold of complexity—around two to three hundred
employees—bureaucracy starts growing faster than the organization itself. That’s why big
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companies have more bureaucracy per capita than small ones and suffer from managerial
diseconomies of scale.

In a world of hyperkinetic change, resources matter less than resourcefulness. That’s where
newcomers have an advantage. Contrary to the popular narrative, the principal advantage of most
startups isn’t a pioneering business model but a dramatically more flexible management model. In
a startup, there’s a shared passion for redefining customer expectations. Innovation is prized.
There’s a notable lack of policies and rules. Teams are small, and everyone is mission-focused.
Ambitious goals challenge employees to do more with less. There are few layers, and the preferred
means of communication is an all-hands meeting. When circumstances change, everyone pivots.
In other words, a startup is bold, simple, lean, flat, fast, and free. Large institutions, by contrast,
tend to be timid, bloated, complex, insular, rigid, and politicized.

Perhaps the biggest difference between startups and incumbents is the ratio of makers to
managers and the relative power they wield. In a startup, it’s the inventors, engineers, designers,
and programmers who run the show. But as a business grows and bureaucracy expands, power
shifts to the “suits”—the taskmasters, controllers, accountants, and analysts who are charged with
maximizing control, alignment, and efficiency. Slowly but inexorably the organization becomes
an administrative aristocracy as layer-by-layer and policy-by-policy, bureaucrats seize the high
ground. The consequences for performance are often dire.

Victims of Bureaucracy

Consider Intel. Once the world’s foremost semiconductor producer, the company today is a
shadow of its former self. Intel’s share price is down two-thirds from its turn-of-the-millennium
peak, and for the first time since 1981, the stock is trading below book value. This is what happens
when a company, hobbled by bureaucracy, fumbles the future for twenty consecutive years.

In 2005, Intel’s board turned down the opportunity to buy Nvidia for $20 billion. A pioneer in
graphics processing chips (which power most Al applications), Nvidia is valued today at more
than $3 trillion. Shortly after passing on Nvidia, Intel declined an invitation from Steve Jobs to
make chips for the soon-to-be-launched iPhone. Spurned, Apple turned to Samsung and later
Taiwan Semiconductor Manufacturing Company (TSMC) to supply its chip needs. The insatiable
demand for smartphones turned TSMC into the world’s largest chipmaker and helped it power past
Intel in the race to develop ever smaller, more powerful semiconductors.

Intel’s mobile opt-out also undermined the company’s design leadership. Over the years,
Intel’s venerable x86 architecture has steadily lost ground to new, more power-efficient chips built
on designs licensed from UK-based ARM Holdings. These mobile-optimized chips now outsell
x86 chips by a ratio of 10:1.

Intel’s reluctance to make chips for other companies was another epic bungle. In the early
2000s, as the industry bifurcated into “fabless” chip designers such as Qualcomm and “foundries”
like TSMC, Intel continued to favor its integrated design-and-manufacture model. In 2021, the
company committed itself to building a foundry business (after an earlier abortive effort), but the
eye-watering cost (reportedly $50 billion in the first two years) and continuing losses forced CEO
Pat Gelsinger to reconstitute the business as an independent entity that could attract capital from
outside investors or be spun out.! It seems increasingly unlikely that Intel will ever catch its larger
Taiwanese rival. Twiddle your thumbs, forfeit the future.
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Another notable flub was Intel’s 2018 decision to forgo investing in OpenAl.? None of these
individual decisions, however, explain the company’s slow descent into complacency and
mediocrity. Instead, blame lies with the inexorable growth of bureaucracy and its corrosive effects
on audacity, grit, and innovation.

Following the 2005 retirement of legendary CEO Andy Grove (“only the paranoid survive”),
Intel was led by a series of nontechnical CEOs: Paul Otellini (a marketing manager), Brian
Krzanich (a supply chain manager), and Bob Swan (a finance executive). Like heavy metals
seeping into an aquifer, Intel’s commitment to world-beating engineering was befouled by
creeping managerialism—by a culture that was increasingly myopic, risk-averse, and finance-
centric.

Lip-Bu Tan, a frustrated Intel board member who resigned in 2024, groused that the company
had been “overrun by bureaucratic layers of middle managers who impeded progress.” Others
complained that some Intel teams were five times larger than those doing similar work at
competitors.* Insularity was another problem, with some insiders describing Intel as “the largest
single-cell organism on the planet.” One mark of that self-absorption was the company’s penchant
for buying back its own shares. Between 2001 and 2020, Intel spent $197 billion on dividends and
share buybacks—99 percent of the company’s net income and substantially more than it spent on
capital ($168 billion) or R&D ($171 billion).

While a sobering example of bureaucratic lassitude, Intel is hardly unique. Boeing’s recent
travails have near-identical roots: bureaucratic bloat and complexity (which impeded the rapid
resolution of safety issues); timidity when faced with critical decisions (like opting to retrofit the
aging 737 rather than develop a new aircraft); an unhealthy obsession with share price (between
2013 and 2019, the company spent $43 billion on share buybacks); a culture eroded by unrealistic
financial targets and naive cost-cutting (like spinning out fuselage production); and a habit of
putting accountants rather than engineers in senior roles. Three hundred and forty-six passengers
paid the ultimate price for these blunders when two 737 Max 8 aircraft plunged to the ground.
Since the second crash in 2019, Boeing has steadily lost ground to Airbus, booking a total of 3,730
orders compared to 5,682 for Airbus.

Most companies aren’t as visible or strategically important as Intel and Boeing, but virtually
every large organization is similarly afflicted. Take Meta—Facebook’s parent company. In 2023,
frontline employees in Facebook’s technical organization were buried beneath ten management
layers.® Meta founder and CEO Mark Zuckerberg lamented the bloat during an all-hands meeting:
“I don’t think you want a management structure that’s just managers managing managers, managing
managers, managing managers, managing the people who are doing the work.” Too true—and a
sentiment undoubtedly shared by thousands of Meta’s grossly overmanaged employees.

Pity, too, bureaucracy’s victims in the public sector, and all the taxpayers whose hard-earned
money gets wasted on bureaucratic bloat. Within US federal agencies, there’s an average of one
manager or administrator for every 1.3 nonsupervisory employees—up from a ratio of 1:2.2 in 1998.
Wherever one looks, one sees well-intentioned government programs maimed by superfluous and
unaccountable program managers, a deep-rooted aversion to experimentation, and the ascendancy
of administrators over engineers. Examples include:

= NASA’s slow and costly program to develop a heavy-lift rocket. The Space Launch System
(SLS), developed in collaboration with Boeing and Lockheed Martin, took its first test flight in
2022, six years behind schedule—this despite astronomical development costs. The SLS is a
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single-use launch vehicle, and each mission has been projected to cost more than $4 billion. By
comparison, SpaceX’s Falcon Heavy rocket is reusable and can haul nearly as much as the SLS
for a mere $200 million.’

= The failure of the Department of Defense to preempt Russia and China in the development of
hypersonic missiles (despite America’s initial technology lead) and the doubling since the mid-
1990s of the time it takes to develop and deploy new fixed-wing military aircraft.®

= The bureaucratic millstones imposed on researchers by agencies such as the National Science
Foundation and the National Institutes of Health, which distribute $200 billion in research
grants each year. Grant recipients spend nearly half their time on administrative tasks.® This
compliance burden consumes millions of researcher days that would be better spent developing
new technologies and cures.

Whether public or private, virtually every organization is benumbed by bureaucracy, and the
problem is getting worse.

Between 1983 and 2023, the number of managers and administrators in the US workforce
more than doubled, while employment in all other occupations grew by only 44 percent. With each
passing year, there are more individuals in the workforce who devote their days to defending
precedent, harassing nonconformists, enforcing noisome rules, triple-guessing decisions, and
adding complexity to everything they touch. As we’ll see, the impact on productivity and business
dynamism has been calamitous.

The Economic Case for Busting Bureaucracy

Bureaucracy’s tumor-like growth has coincided with a notable slowdown in productivity
growth. Over the past decade, US nonfarm productivity grew by just 1.4 percent a year and a
meager 1.9 percent annually since 1970.1° This compares poorly with the 2.8 percent growth rate
achieved between 1909 and 1969.!! Most of the world’s major economies have experienced
similar declines .

The falloff worries economists. When productivity growth stagnates, so do living standards,
and the ensuing economic frustration opens the door to populism, protectionism, and social
divisiveness.

The slump has occurred despite record-setting investments in technology. Between 2003 and
2023, global spending on information technology increased from $2.6 trillion to $3.8 trillion in
constant dollars. R&D budgets are also up. Over the past twenty years, research spending across
the OECD nearly doubled—again, in inflation-adjusted terms. Economists are divided on why this
torrent of cash hasn’t bolstered productivity growth. Some argue that recent breakthroughs aren’t
as consequential as the defining innovations of the twentieth century: indoor plumbing, electricity,
the telephone, automobiles, and petrochemicals. Others believe traditional productivity measures
understate the economic value of intangible assets and the consumer benefits of free digital
services. Still others point the finger at the rapid expansion of the service sector, where productivity
gains have been harder to come by. There’s also the undeniable fact that new technologies have
productivity downsides, such as spam, cyberattacks, and splintered attention.

Given all this, it takes a lot of faith to believe that artificial intelligence will produce a
productivity windfall. For that to happen, Al would have to generate a bigger payoff than all the
digital technologies that have come before—including the mainframe computer, microprocessor,
personal computer, World Wide Web, e-commerce, GPS, big data, broadband connectivity,
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smartphones, the internet of things, cloud computing, blockchain, and social media. Perhaps Open
Al's Sam Altman is right when he promises that autonomous Al agents will usher in “massive
prosperity,” but others are skeptical. MIT economist and Nobel laureate Daron Acemoglu
conducted a bottom-up study of Al’s potential impact on hundreds of individual tasks. He
calculated that in the best-case scenario, Al will add less than a percentage point to GDP growth
over the next ten years.!'? Even more bullish analysts, like those at the OECD and Goldman Sachs,
doubt that the gains from AT will exceed the internet-fueled productivity boost of the late 1990s.!3

Though typically ignored by economists, we believe the inexorable growth of bureaucracy has
played a substantial role in attenuating the productivity gains from innovation. To create value,
scientific breakthroughs must be deployed at scale—and this often depends on the willingness and
ability of large, entrenched institutions to revamp legacy systems and business models.
Incumbents, as a rule, are slow to adopt new technologies. Among a long list of examples, one
could point to Walmart and e-commerce, Disney and streaming, and NASA and reusable rockets.
Moreover, industry stalwarts tend to use new technologies in incremental rather than revolutionary
ways—shoring up old business models rather than creating new ones. (An example would be
Microsoft’s Copilot, an Al-powered assistant. It may help you speed through everyday tasks but is
unlikely to transform your work experience.)

Bureaucracy would be less of a drag on productivity if large, bureaucratic companies didn’t
dominate the global economy. Currently, the combined revenue of the world’s 500 largest
companies accounts for 40 percent of global GDP; and despite the rise of the gig economy, a
greater percentage of employees work for large companies than ever before. Between 1987 and
2021, the percentage of US employees working in companies with more than 5,000 employees
grew from 28.8 percent to 36.4 percent. Perhaps more surprisingly, as many people now work for
companies with 10,000 or more employees as in businesses with fewer than 100 employees.

Historically, large companies were more productive than small ones, but that’s no longer true.
In their analysis of America’s “superstar” firms—defined as the top 20 firms by market value in a
given year, plus the top 4 within each industry—Thomas Philippon and German Gutiérrez found
that the contribution of America’s leading companies to overall productivity growth has declined
by 40 percent since 2000. Having long delivered above average productivity growth, the superstars
are now a drag on the overall economy.!* This reversal is the canary in the coal mine. If the
productivity growth of America’s most successful companies is flagging, the deceleration is likely
to be even worse among the also-rans.

Put simply, bureaucracy is a tax on human initiative and, thereby, productivity—and it is many
times more costly than any levy imposed by governments. Together, the United States and
European Union collect around $1 trillion per year in corporate income taxes. The sums spent on
excess bureaucracy are vastly higher.

The Bureaucratic Tax

In 2023, there were 148 million employees in the US workforce (excluding the self-employed,
military personnel, and household workers). Of these, 21.5 million were managers and supervisors.
In addition, there were 7.5 million individuals working in administrative support functions such as
human resources, finance, accounting, and compliance (but excluding legal and IT). In total, the
“bureaucratic class” comprised 29.1 million individuals, or 20 percent of the US workforce. This
group claimed more than $3.1 trillion in compensation, or nearly a third of America’s total wage
bill. (See appendix A for details on our approach to sizing the bureaucratic class.)
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Added to this price tag is the time consumed by all the low-value chores bureaucrats foist on
everyone else. A 2014 survey by Deloitte Economics on the costs of bureaucratic busywork in
Australia found that nonmanagerial employees spent an average of 6.5 hours per week, or 16
percent of their time, complying with internal rules and regulations. (This jibes with the results of
a survey we conducted with the Harvard Business Review, where respondents reported spending
28 percent of their time on internal and external compliance.) If Deloitte’s data holds in the United
States, America’s 119 million nonmanagerial employees are spending an average of 16 percent of
their time on internal bureaucratic tasks, which equates to an additional 19 million full-time
equivalent bureaucrats.

The question is, how much of this could be eliminated without sacrificing organizational
performance? The answer: more than you think. The experience of the post-bureaucratic pioneers
you’ll meet in subsequent chapters—Buurtzorg, Haier, Ingersoll Rand, Morning Star, Nucor,
Roche, Svenska Handelsbanken, Vinci, and others—proves that it’s possible to run large, complex
organizations with super-flat structures and few if any corporate staffers. On average, these
organizations boast a span of control that is four or five times the US average, and in some cases,
substantially more.

For the moment, let’s assume it would be possible to reduce the number of managers and
administrators by half—from 29.1 million to 14.55 million. This would increase the number of
employees per bureaucrat from four to nine. That’s a big jump, but based on the experience of the
vanguard, it seems eminently doable. Could bureaucratic busywork be cut by 50 percent as well?
Almost certainly.

Numerous polls cast doubt on the value of bureaucratic rituals. Many HR processes, like the
annual performance review, are widely viewed as ineffective. !> A scant 11 percent of executives
believe that strategic planning creates value. Only 17 percent of managers regard the budgeting
process as effective, and less than a third rate their company’s capital allocation process as “very”
or “extremely” effective.!®

It thus seems reasonable to believe that half the compliance load in a typical organization could
be eliminated without unleashing the forces of chaos. Doing so would yield annual savings of 9.5
million worker-years.

In total, then, there are 24 million employees in the US economy who are producing little or
no value—14.55 million “excess” administrators plus 9.5 million bureaucratically burdened
employees. Excising this deadweight would raise US GDP per employed person from $167,000
(the average for 2023) to $199,000. The goal, of course, isn’t to throw 24 million people out of
work but to refocus their talents on productive activities. Most of those in bureaucratic jobs are
smart and capable. If each of these individuals contributed $199,000 to the economy rather than
zero, US GDP would increase by roughly $4.8 trillion. That gain, if achieved in equal increments
over the next ten years, would add 1.6 percent to annual productivity growth, which would more
than double the 1.4 percent rate achieved between 2012 and 2023. Achieving similar gains across
the OECD would add $12.8 trillion to global output.

On top of these efficiency gains would be the large but difficult-to-quantify benefits of a
workforce no longer infantilized by supercilious rules and immobilized by leaden processes. The
benefits of a newly energized workforce would be substantial. Gallup estimates that doubling
employee engagement, would add $8.9 trillion to global output.!”
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Overall, the output gains from rolling back bureaucracy could be as much as $21.7 trillion
($12.8 trillion plus $8.9 trillion). By comparison, in 2023 the GDP of the European Union was
$19.35 trillion. To our knowledge, no other policy proposal or nascent technology offers a
productivity dividend on this scale.

Why, then, do public and private institutions keep paying the bureaucratic tax? Part of the
answer is ignorance. Having never been inside an organization like Buurtzorg, the Dutch home
health provider that employs 10,000 nurses and no middle managers, they believe bureaucracy is
the only way of achieving control and discipline.

There’s also the sheer scale of the transformation challenge. Dismantling bureaucracy means
changing everything—goal-setting, planning, resource allocation, task design, decision-making,
performance assessment, and compensation.

Finally, there’s the issue of power. As you may have observed, people with power are often
reluctant to give it up. This is a serious impediment to institutional renewal since there’s no way
to build a fully capable, human-centric organization without flattening the pyramid.

Postponing the Inevitable

Not surprisingly, most CEOs have looked for easier ways to juice returns—Ilike acquisitions.
Between 2017 and 2023, the value of global mergers and acquisitions amounted to $26 trillion, or
roughly the size of the entire New York Stock Exchange. Not only do acquisitions create the
illusion of dynamism and growth, they can also be used to take competitors out of play. In recent
decades, most industries (thirteen out fifteen, according to US Census data) have become more
concentrated and hence more oligopolistic.!8

Less competition means higher prices and fatter profits. A comprehensive study of the US
economy by Jan De Loecker, Jan Eeckhout, and Gabriel Unger found that “markups,” a proxy for
market power that measures the difference between prices and marginal costs, have increased
sharply over the last several decades.!” Between 1980 and 2016, the average markup for publicly
traded US firms ballooned from 21 percent to 61 percent. Five years later, in 2021, markups topped
70 percent.?’ Not surprisingly, a similar trend has been observed in other economies.?! If the goal
is fatter margins, consolidation can seem an easier route than de-bureaucratization.

Regulatory leverage is another way of offsetting the costs of bureaucracy. Though CEOs gripe
about regulation, a study by Boston University’s James Bessen revealed a strong correlation
between new industry-specific regulation and a subsequent rise in profits.?> Bessen calculates that
between 2000 and 2014, regulatory rent-seeking added $2 trillion to corporate valuations and
transferred $400 billion annually from consumers to businesses. On average, bigger companies
have more political clout than smaller ones, which is another spur for consolidation. The London
Business School’s Shikhar Singla estimates that between 1970 and 2018, roughly a third of the
increase in industry concentration was driven by the quest for greater regulatory sway.?> Why
bloody yourself on the playing field, CEOs ask, when you can use your political muscle to tilt the
field in your favor?

An even faster way to pretty up the stock price is through share buybacks. By taking shares
out of circulation, buybacks raise earnings per share and thereby the compensation of CEOs whose
pay is tied to the share price. In recent years-S&P 50-firms have spent more than $900 billion
annually on buybacks, up 80 percent in real terms from a decade earlier. As Intel and Boeing
demonstrate, buybacks often come at the expense of capability-building.
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Finally, CEOs have put their companies on Ozempic, metaphorically speaking. Be it
downsizing (like Meta’s 25 percent headcount reduction in 2022 and 2023), offshoring (like Ford’s
decision to import the Lincoln Nautilus from China), or substituting contractors for full-time
employees, the goal is to skinny down with as little effort as possible.

Whatever their merits, none of these strategies is a substitute for excising bureaucracy and
building more resilient and innovative institutions. On the other hand, they can be immensely
useful in (temporarily) avoiding the need to address deep-seated incapacities.

The costs of bureaucratic bloat have also been countervailed by an unprecedented thirty-year
stretch of economic growth. Between 1990 and 2024, the after-tax of US companies grew at a
compounded rate of 4.9 percent per year. This was more than twice the growth rate between 1960
and 1990. Some of the upswing was due to the measures discussed above, but profits were also
bolstered by record-low borrowing costs and steep cuts in the US corporate tax rate. That’s the
conclusion Michael Smolyansky reached when he examined the roots of America’s recent and
unprecedented profit boom. An economist at the US Federal Reserve, Smolyansky found that 40
percent of the growth in corporate profits between 1989 and 2019 was attributable to reductions in
interest and tax rates. With less money going to debt holders and tax authorities, more was available
for shareholders.*

Debt-fueled spending by governments and households has been a further profit booster.
Between 1990 and 2023, US government debt as a share of GDP rose from 52 percent to 122
percent. Consumer debt rose sharply as well—from $9 trillion in 2003 to $14 trillion in 2023 (in
2015 dollars). Globally, indebtedness has been growing at its fastest clip since the Second World
War and now stands at more than $315 trillion.

Then there’s the impact of globalization. With China’s 2001 entry into the World Trade
Organization, Western companies gained access to a colossal market and an ultra-low-cost
manufacturing base. (It’s been estimated that Walmart sources 70 to 80 percent of its merchandise
from Chinese suppliers and that half of Amazon’s sellers are based in China). While wage arbitrage
has decimated American and European manufacturing, it has kept costs low for consumers and
fattened profit margins.

Despite all this, one might have hoped that activist investors would have lit a fire under
corpulent incumbents, and they’ve certainly tried. Between 2018 and 2023, activist investors like
Elliott Capital, Carl Icahn, and Starboard Value launched more than 1,300 campaigns and won
more than 700 board seats. Targets have included Disney, Salesforce, Alphabet, and HSBC. On
average, the return on assets of targeted companies doubles in the five years following the initial
intervention—rising from 2.7 percent to 5.6 percent. That sounds impressive, but after five years,
most target companies are still underperforming their peers.?® Turns out there’s only so much that
can be accomplished using private equity’s well-thumbed playbook for “unlocking value.”
Divestitures, downsizing, and leadership changes can’t turn a warthog into a cheetah.

Likewise, it would be great if aggressive startups held industry veterans to account, and this
occasionally happens, but here, too, the impact is modest. As of this writing, the world contains
433 “unicorns”—venture-backed companies that boast a market value of $1 billion or more. While
these companies get a lot of press, they’re a relatively small part of their respective economies. In
early 2024, US-based unicorns had a combined market value of $2.1 trillion. That’s a big number,
but it amounts to just slightly more than 4 percent of the total market value of the S&P 500. Outside
the United States, China’s unicorns, excluding ByteDance, were valued at less than 4 percent of

© Gary Hamel and Michele Zanini, 2025 8 Humanocracy, Updated and Expanded



the Shanghai and Shenzhen stock exchanges, while Europe’s unicorns were worth a scant 1.5
percent of the continent’s 350 most valuable companies.

Indeed, the forces of disruption have grown noticeably weaker in recent years, and the old
guard seems increasingly invulnerable. Consider that in 2000, only 45 percent of the 100 largest
US companies by revenue had been in the top 100 for each of the previous ten years. By 2023, that
number had climbed to 72 percent. There’s little evidence industry veterans have become more
nimble or inventive (more on this later), but they have become bigger, more oligopolistic, and
more entrenched.

But—and you knew there had to be a “but”—things that can’t go on forever don’t. Mergers
are getting more scrutiny from antitrust authorities. Borrowing costs are going up, debt loads are
maxing out, and global trade barriers are rising. There’s little chance that the next thirty years will
be as economically providential as the last thirty. So, to an extent that hasn’t been true in more
than a generation, success must now be earned. It is, says Smolyansky, “the end of an era,” and as
the tide rushes out, the only way to avoid running aground will be to jettison the ballast of
bureaucracy.

The Social Case for Busting Bureaucracy

Across the world, the gap between the haves and have-nots is getting wider. Thanks largely to
a booming stock market, the net worth of American households increased by $134 trillion between
1989 and 2024. Sixty-eight percent of those gains went to the top decile of US households
measured by wealth. Thirty percent went to the next four deciles, while the bottom 50 percent
captured a scant 2 percent of the gains. While inequality in the United States is (in)famously high,
there are significant wealth divides in most countries.

Not surprisingly, millions of working class individuals feel they’re getting left behind. Let’s
dig deeper into the data.

Growing income disparities. Across the OECD, income disparities are at a fifty-year high.
Between 1979 and 2019, the incomes of America’s top-decile wage earners grew nine times faster
than the incomes of those in the bottom decile. Since the pandemic, labor shortages and
government transfers have bumped low-tier incomes higher, but these gains will likely prove
temporary.

Ballooning CEO pay. In the 1960s and 1970s, the compensation ratio between the CEO of a
large company and an average worker was less than 30:1. Since 1998, the ratio has averaged more
than 300:1. The ten-fold increase correlates with a run-up in corporate profits and share prices.
But, as noted earlier, much of this increase was due to lower tax rates and borrowing costs, a highly
favorable macroeconomic environment, and massive share buybacks. In his research, Michael
Smolyansky found that between 1989 and 2019, the average annual growth in earnings before
interest and taxes was actually /ower than it had been in the years between 1962 and 1989. To put
it bluntly, we’ve been paying skippers for the wind.

Stagnating wages. Since 2000, corporate profits are up more than 300 percent in constant
dollars. By contrast, total US wages and salaries increased by a meager 45 percent. (In this regard,
it’s notable that in 2021, just 7 percent of US workers were part of an employee stock ownership
plan.?%) Many things have contributed to the downward pressure on wages, including globalization,
large-scale immigration, the shrinking power of unions, the growth of the gig economy, and
increasing automation. (Amazon now has one robot for every two employees.)
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Decoupling of productivity and wage growth. Between 1948 and 1979, productivity and
wages advanced roughly in sync. During that time, productivity grew by 111.7 percent while
nonsupervisory wages were up 91.7 percent (in current dollars). In the years since, the trend lines
have diverged. From 1980 to 2023, productivity grew by 80.9 percent while average wages
increased by just 29.4 percent.

Capitalism clearly works better for some than others. Young people know this. In a 2022
survey by Pew Research, more Americans aged 18 to 29 had a “very or somewhat positive” view
of socialism (44 percent of respondents) than had a similarly positive view of capitalism (40
percent).?” In a 2021 UK poll, two-thirds of Britons aged 16 to 34 said they’d like to live in a
socialist economic system.?® While the evidence that socialism produces better economic
outcomes is, ahem, scant, there’s no doubt that millions across the world have lost hope in the
promise of upward mobility.

Since the Second World War, each successive generation has found it harder to scramble into
the middle class. For Americans born in 1940, the odds of outearning middle-class parents were
better than 9 to 1. For those born in 1980, the odds were less than even and have continued to
deteriorate in the decades since.?

There’s widespread concern that growing income polarization is eroding social cohesion and
political amity, and a slew of proposals have been offered in response, including higher taxes on
the super-rich, mandatory worker representation on corporate boards, sector-level collective
bargaining, better benefits for gig economy workers, tax breaks for investment in human capital,
and a guaranteed minimum income for every citizen. While some of these ideas have merit, we
believe the best way to increase wages is to ensure that every human being at work has the
opportunity to enlarge their skills, contributions, and income.

For capitalism to work, it must work for everyone—including those often disparaged as “low
skilled” or “uneducated.” Currently, 69 million Americans are in jobs that pay less than $25 an
hour.*® Yet, contrary to conventional wisdom, what makes a job low skilled isn’t the nature of the
work or the credentials required but whether the people in those jobs are encouraged to acquire
new skills and tackle new problems. One of the most important lessons to be gleaned from the
post-bureaucratic pioneers is that every job can be upskilled. This workplace alchemy—turning
dead-end jobs into get-ahead jobs—is achieved through specific actions:

Teaching all employees to think like businesspeople

Cross-training associates and organizing them into small, self-managing teams
Giving these teams accountability for a genuine P&L

Pairing new employees with experienced mentors

Encouraging employees to identify and tackle improvement opportunities
Granting team members the time and resources to run local experiments

Giving employees a financial upside that encourages them to do more than their job
strictly requires

Treating every individual and role as indispensable to collective success
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It’s tempting to believe that some jobs offer inherently more opportunities for creative
problem-solving than others, but the evidence doesn’t bear this out. The OECD’s Survey on Adult
Skills found that differences in occupation, industry, and training play a relatively small role in
determining whether employees use their problem-solving skills at work. Much more important
are the organization’s work practices. Do they give employees the time, support, and incentives to
solve new problems? In most organizations, the answer is no.>!

It is similarly wrongheaded to believe that creativity is narrowly distributed within the human
population. Think about the boundaryless expanse of creativity that can be found on YouTube,
Instagram, Medium, Substack, and dozens of other platforms. Where did this immense outpouring
of talent come from? Are today’s human beings inherently more gifted than their forebears? Of
course not. What changed, thanks to digital technology, was their access to creative tools and peer-
to-peer platforms. Lamentably, few people at work are similarly equipped and empowered.

A 2019 survey of more than 24,000 European HR managers and employee representatives
found that in only one-fifth of the responding companies were 80 percent or more of the employees
expected to solve new problems.?? Data from Gallup’s 2020 Great Jobs Survey shows that only
one in five nonmanagerial employees in the United States believes strongly that their opinions
matter at work. Only one in nine believes they can influence decisions that are important to their
job, and only one in eleven employees feels empowered to take risks that could lead to new
products, services, or solutions.

And it’s not just those in blue-collar jobs who feel disempowered and disenfranchised. Among
US physicians, only a third say they have any meaningful input into decisions on practice
management. Doctors say they spend an average of fifteen hours on administrative tasks, and
bureaucratic overload is the most frequently cited cause of physician burnout, as it is for nurses.
Only one in six drug chain pharmacists say they have a high degree of autonomy in managing their
work, and half believe their limited autonomy increases patient risk.*3

Among schoolteachers, fewer than one in four report having any influence over curriculum
decisions; only one in seven believes they can shape performance standards; and fewer than 6
percent say they can influence hiring and budgeting decisions.?*

The situation’s no better for PhD-level scientists and researchers. Only 14 percent are satisfied
with their ability to influence decisions that affect them, and just one in eight indicates they are
“very satisfied” with the management and leadership of their organization.*

With humanity facing an unprecedented array of challenges—climate change, mass migration,
social media addiction, disinformation, aging populations, unaffordable health care, and more—
we can no longer afford to pour vast quantities of initiative and ingenuity down the bureaucratic
drain hole. Instead, we must work to expand the problem-solving capacity of ever institution.

In any society or organization, there’s a near infinite number of problems to solve. Think, for
example, of the enormous number of constitutive problems that would need to be addressed to
raise academic performance in a large urban school system like that of Baltimore, Maryland,
where, in 2022, just 7 percent of elementary school students were performing at grade-level in
math.’® Or consider the thousands of interlinked problems that legacy automakers face as they
struggle to intercept Tesla’s leadership in automotive software. In a bureaucracy, there’s often a
lordly assumption that the thinkers are at the top and the doers at the bottom. This conceit limits
the ability of frontline employees to add value. As we’ll see, in post-bureaucratic companies such
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as Ingersoll Rand, Nucor, and Haier, every employee has the skills, freedom, and upside to tackle
high-value problems. This radical empowerment, and the value it creates, is good for productivity,
employees, and stakeholders.

The vanguard companies are distinguished by a conviction that when given the chance to learn,
grow, and contribute, employees of every sort will deliver extraordinary results. Over time, this
conviction produces a workforce that’s deeply knowledgeable and endlessly inventive. The
experience of these post-bureaucratic rebels testifies to a single luminous truth: an organization
has little to fear from the future, or its competitors, or robotics and Al, when it’s brimming with
self-managing “micropreneurs.”

It is our bureaucracy-encrusted organizations that are slow-witted, not the people inside them.
This is not a conjecture; it is our lived experience. More than a decade ago, one of the authors led
a large-scale training program in a US manufacturing company. Over the course of a year, more
than thirty thousand employees, many of them blue-collar union members, were taught how to
think like business innovators. Out of this effort came thousands of game-changing ideas. In one
memorable but not unusual case, a long-tenured assembly-line worker hatched an idea that
ultimately produced a multimillion-dollar payoff. For the first time in her career, she had been
asked to think big, Sadly, many employees never get this opportunity. Rather than being seen as
inventors and makers, they’re regarded as “meatware”—costly machine substitutes incapable of
being upgraded.

Rather than deskilling work, we need to upskill employees. Rather than outsourcing low-value
jobs, we need to increase the creative content of every role. Instead of assuming that millions of
jobs must ultimately fall to automation and Al, we need to design work environments that elicit
the everyday genius of every human being.

While bureaucratic organizations are particularly bad at harnessing the abilities of those on the
front lines, employees at all levels are disengaged. Gallup defines employee engagement as the
involvement and enthusiasm employees feel toward their work and workplace. In its research,
Gallup has found a strong correlation between engagement and innovation, productivity and
quality. It’s deeply troubling, then, that, only 23 percent of employees globally are fully engaged
in their work—18 percent of individual contributors and 30 percent of managers. It’s hard to avoid
the conclusion that the average organization wastes more human capacity than it uses.

How can we be OK with this? Imagine the consternation that would envelope the medical
profession if fewer than a third of patients improved after seeing a physician, or the teaching
profession if only a third of all students learned anything during the school year. And yet, senior
executives seem unperturbed with management practices that produce industrial-scale apathy.

But even if leaders are content with a spiritless and unenthusiastic workforce, you shouldn’t
be. Imagine working in an organization where:

You had the right to design your own job.

Your team was free to set its own goals and define its own methods.
You were encouraged to grow your skills and take on new challenges.
Your workmates felt more like family than colleagues.

You never felt encumbered by pointless rules and red tape.
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You felt trusted in every situation to use your best judgment.

You were accountable to your colleagues rather than a boss.

You didn’t have to waste time sucking up or playing political games.

You had the chance to help shape the strategy and direction of your organization.
Your influence and compensation depended on your abilities and not your rank.
You were never given a reason to feel inferior to the higher-ups.

How amazing would that be? Amazing enough, we reckon, that work would hardly feel
like work. Unfortunately, as we’ve seen, this is not the reality for most employees. Decades
into the twenty-first century, the average medium- or large-scale organization still
infantilizes employees, enforces dull conformity, and discourages entrepreneurship. It
wedges people into narrow roles, stymies personal growth, and treats human beings as mere
resources.

Luckily, bureaucracy is not a cosmological constant. Nowhere is it written in the stars
that our organizations must be clumsy, stifling, and callous. A century and a half ago, human
beings invented industrial bureaucracy, and it’s now up to us to reinvent it.

Over the past twenty years, we’ve seen many inspiring examples of business model
innovation, such as PayPal, Netflix, Tesla, Airbnb, Uber, OpenAl, and others. These
companies have created billions of dollars in market value and changed our lives (mostly)
for the better. In this chapter, we’ve argued that there’s an increasingly urgent need for radical
innovation in management models.

% ok ok

To meet tomorrow’s challenges, we need organizations that are substantially more
capable—more courageous, adaptable, inventive, and energizing—than is presently the case.
It’s essential that we succeed in this endeavor. Our future depends on it. Our prosperity
depends on it. The health of our societies depends on it. And most critically, our capacity to
fully flourish as human beings depends on it. Only by creating organizations that are as fully
capable as the people inside them will we succeed in building the sort of world we wish for
ourselves and our children.
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