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The bottleneck is not in the machine. It is in the gap between what AI can
produce and what your organization can absorb.

That gap has a name. Design debt. It lives in the org chart, the incentive plan, the
governance model, and the career ladder. It is where billions in AI investment go
to die. And until you can see it, every new model, every new pilot, every new Chief
AI Officer is just another body absorbed into a system that walls off whatever it
cannot metabolize.

This chapter is about that absorption gap. Not why AI fails technically. It rarely
does. Why organizations cannot absorb what AI produces, and why the
bottleneck gets worse, not better, as the technology improves.

Structures don't change because changing them means changing power,
compensation, and identity for the people in charge. The people authorized to
redesign the system are the same people the redesign would unseat. The system
protects itself, by design. The AI works. The organization absorbs it the way a
body absorbs a foreign object: by walling it off.

The Evidence No One Wants to Hear
Every major consulting firm and research institution has studied AI adoption in
the enterprise. Their findings converge on the same uncomfortable conclusion,
and it has nothing to do with algorithms.

BCG surveyed a thousand CxOs across 59 countries and found that 70% of AI
implementation challenges stem from people and process. 20% from technology
and data. 10% from algorithms.1



Figure 1.1 — BCG's 70/20/10 split: 70% of AI challenges are people and process, not algorithms.

Read that again. 70%. The thing everyone is optimizing, better models, more
compute, cleaner data, accounts for 30% of the problem. The other 70% BCG
names as people and process. The fuller picture is wider: organizational design
itself. Its strategy. Its structure. Its processes. Its people practices. Its reward
systems.

This isn't one study saying something provocative. The pattern repeats
everywhere you look. RAND found already in 2024 that more than 80% of AI
projects fail, twice the failure rate of non-AI technology projects, and traced the
root cause to organizational misalignment, not technical capability.2 MIT's
NANDA 2025 initiative studied hundreds of AI deployments and concluded that
for 95% of companies, generative AI implementation is falling short, delivering
little to no measurable impact on the P&L.3 The tools, they noted, "stall in
enterprise use since they don't learn from or adapt to workflows."

Don't learn from or adapt to workflows. Not "the model needs fine-tuning." Not
"the data pipeline is broken." The workflows, the organizational structures
around the tools, are the constraint.

And the constraint is getting worse, not better. Despite billions in investment and
rapid model improvements, the gap between what AI can do and what
organizations can absorb is widening, not closing.



The technology isn't the bottleneck!

5 Symptoms of Design Debt
The structural bottleneck doesn't announce itself. It hides behind reasonable-
sounding explanations: "we need better data," "the model isn't accurate enough,"
"adoption takes time." But if you know what to look for, the symptoms are
unmistakable.

Here are 5:

Decision Latency Stays High Despite Tooling

Incentives Stay Misaligned Despite Dashboards

Governance Stays Theatrical Despite Compliance Automation

Power Structures Stay Intact Despite Transformation

Organizations Aren't Designed for the Feedback AI Provides

Your organization probably has all of them.

Decision Latency Stays High Despite Tooling
A European logistics company spent 14 months deploying an AI system that
detected demand shifts in hours. The technology worked. It cross-referenced
point-of-sale data, weather patterns, social media sentiment, and supply chain
disruption signals. The models were accurate. The dashboards were elegant.

None of it mattered.

The demand planning team reviewed forecasts on a monthly cycle, locked to the
ERP system's monthly close. When the AI flagged a sudden surge in demand for
winter gear 3 weeks before the traditional seasonal spike, the insight sat in a
dashboard until the next planning meeting. By then, competitors who planned
weekly had already secured the inventory.

The AI produced the signal in hours. The organization took weeks to act on it.
Not because anyone was lazy, but because the decision architecture was designed
for a world where signals arrived monthly, not hourly. Who could act on what
information, at what level, with what authority: none of that had changed.



This is decision latency. The time between a signal becoming available and the
organization acting on it. AI can collapse signal generation to near-zero. If the
same escalation chains, approval gates, and committee structures remain in
place, decision latency stays constant. Or it gets worse, because more signals pile
up in the same slow system.

You don't fix this with a faster model. You fix it by redesigning who has the
authority to act, and at what speed.

Incentives Stay Misaligned Despite Dashboards
A mid-sized insurance company rolled out AI-driven claims processing. The
system assessed straightforward claims in minutes, flagged anomalies, and
routed complex cases to senior adjusters. The efficiency gains looked obvious on
paper.

The claims adjusters hated it. Not because the AI was wrong. Because they were
measured on claims processed per day. The AI handled the easy claims, the ones
that padded their numbers. What was left for the humans were the complex,
time-consuming cases that tanked their productivity metrics. Their bonus
structure punished them for doing exactly what the organization needed them to
do.

Within 6 months, senior adjusters were finding ways to route claims away from
the AI and back through manual processing. Not because they were Luddites.
Because their compensation depended on it.

Deloitte's research confirms this isn't an isolated story. Only 30% of
organizations provide performance-based incentives for using AI effectively.4 The
other 70% leave reward systems unchanged. Unchanged reward systems, in an
environment where AI shifts which work is cheap and which is hard, end up
punishing AI-aligned behavior. The claims adjusters discovered exactly that.

The dashboard shows the problem. The incentive structure prevents anyone from
acting on it. AI makes the misalignment visible. It doesn't fix it.

Governance Stays Theatrical Despite Compliance
Automation
Consider Wells Fargo. The bank had every governance mechanism you could ask
for: risk management committees, internal audit, legal oversight, an HR hotline,
a published Code of Ethics, and monitoring systems that flagged employee



misconduct. The monitoring worked. It detected roughly 30.000 employees per
month engaging in behaviors that violated company policies.5

3 cases per month were investigated. 3. Out of 30.000.

The governance apparatus existed in full. It detected the problem in real time.
The organization did nothing, because aggressive sales targets, promotion
criteria, peer pressure, and continued-employment threats overrode every
governance mechanism in place. 3,5 million unauthorized accounts later, the
governance had done exactly what it was designed to do: produce the appearance
of oversight without interfering with the revenue model.

This is compliance theatre. Governance that exists on paper, in committees, in
audit reports, but has no structural authority to override the incentive systems
that drive actual behavior. Automating compliance does not fix this. It makes the
theatre faster and more thorough in appearance. If the governance process has no
teeth, if it cannot actually change decisions, alter incentives, or block actions, you
have automated the performance, not the governance.

Gartner predicts that 80% of data and analytics governance initiatives will fail by
2027, precisely because they focus on data hygiene and process rather than
business outcomes.6 The governance exists. It just doesn't govern anything.

Governance is not rules and processes. Governance is the capacity to alter
decisions when the rules and processes meet a wall. Without that capacity, what
looks like governance is just documentation.

Power Structures Stay Intact Despite Transformation
A global professional services firm decided to "transform with AI." The CEO gave
the keynote at the annual strategy offsite. A new AI Center of Excellence was
stood up. A Chief AI Officer was hired with an impressive CV. A 47-slide AI
strategy deck was produced.

12 months later, the firm had a chatbot on the intranet, an AI-assisted document
search tool nobody used, and a monthly "AI innovation showcase" where teams
presented proofs of concept that never reached production. The CoE produced a
newsletter. The CAIO presented at every board meeting. The strategy deck was
updated quarterly.

Nothing structural had changed. The same consulting partnership model. The
same billable-hour incentives. The same staffing pyramids. The same knowledge-
hoarding behaviors that made partners valuable. AI was a layer on top, a coat of



paint on a building whose foundations had not been touched.

This is the difference between AI adoption and AI transformation. Adoption is
what the firm did: licenses bought, tools deployed, an org-chart slot for a CAIO, a
strategy deck. Transformation is what the firm did not do: change who decides,
change who gets paid for what, change which work the partnership exists to
perform. Adoption is visible from a board meeting. Transformation is only visible
from the work.

McKinsey's March 2025 survey shows that while 71% of organizations now use
generative AI regularly, only 21% have fundamentally redesigned any workflows.7

Deloitte puts 37% at "surface level" use with no process change.4 The SEC has
started enforcement actions against "AI washing," companies that claim AI-
driven capabilities while running on manual processes behind the scenes.8

The organization produces the artifacts of transformation while preserving every
structure that prevents AI from delivering value. Craig Larman named this
decades ago: organizations are implicitly optimized to avoid changing the status
quo. The system doesn't resist AI. It absorbs AI into the existing power structure,
producing the appearance of change while preventing the substance of it.

Organizations Aren't Designed for the Feedback AI
Provides
A software company adopted AI coding assistants across engineering. Developers
were producing 3 to 4 times the code volume. Pull requests surged. Features
shipped faster. Dashboards turned green.

Then the review queue exploded. Senior engineers who previously reviewed 4 or
5 pull requests a day were now facing 15 to 20. The acceptance rate dropped
below 44%, not because the AI-generated code was terrible, but because the
reviewers could not absorb the throughput.9 Code duplication spiked. A study
found that architectural design flaws increased by 153% under AI-accelerated
development, even as surface-level bugs dropped.10

The AI didn't break the software. It broke the organizational system around the
software. Team structures, review processes, ownership models, and quality gates
were designed for human-speed output. When AI multiplied throughput by 4, the
human system could not absorb it.



It is not just engineering. A Harvard Business Review study found that 71% of
executives report AI applications being created in silos, with 68% noting AI-
induced tension between teams.11 AI doesn't just fail in the wrong structure. It
actively reinforces structural problems. Silos get deeper. Bottlenecks get tighter.

Research into how AI affects the actual experience of work tells a troubling story.
A study of roughly 200 employees at a US technology company over 8 months
found that AI accelerated individual tasks but raised expectations for speed
across the board. Workers experienced scope expansion, the dissolution of
natural stopping points, and cognitive fatigue. AI did not reduce their workload.
It intensified it.12

This is Jevons paradox applied to knowledge work. When steam engines became
more efficient, Britain's coal use rose rather than fell: cheaper energy expanded
total demand faster than efficiency reduced per-unit consumption.13 Cheaper
analysis means more analyses. Cheaper drafting means more drafts. Efficiency
creates demand for the work it accelerates rather than banking the savings.

AI produces 3 to 4 times the throughput. The human system absorbs roughly the
same as before. The gap isn't a training problem. It is a design problem.

Figure 1.2 — The absorption gap: AI output overflows a narrow organizational intake.

The Diagnosis: Design Debt
5 symptoms. One root cause.



Every example above traces back to the same structural failure: the organization
was designed for a world that no longer exists, and nobody redesigned it when
the world changed.

In software engineering, there's a concept called technical debt. You take
shortcuts in code. Skip the tests, hardcode the values, copy-paste instead of
abstracting. It works for now. But the shortcuts compound. Each one makes the
next change harder, slower, riskier. Eventually, the codebase becomes so brittle
that adding a simple feature takes months instead of days. You didn't notice the
debt accumulating. You notice the interest payments.

Organizations carry the same kind of debt. Call it design debt.

Design debt lives in the Galbraith Star Model, the 5 dimensions that define how
an organization actually works: strategy, structure, processes, people, and
rewards. Every dimension can carry debt, and that debt shows up as capability
gaps: things the organization needs to do but can't, because the wiring
underneath does not support it.



Figure 1.3 — Design debt accumulates in every dimension of the Galbraith Star.

Strategy debt: AI ambitions, roadmaps, and innovation mandates that are not
anchored in how the organization actually creates and captures value. Boards
want "AI everywhere"; the business model still assumes human-speed delivery
and yesterday's cost structure. Portfolios fill with pilots that sound strategic on
slides but have no explicit prioritization criteria, so teams chase visibility instead
of impact. When strategy and operating reality drift apart, AI becomes a parallel
story layered on top of the real business instead of a lever for it.

Structure debt: Reporting lines and decision hierarchies optimized for control
rather than information flow. Silos that made sense when coordination happened
through quarterly planning but suffocate when AI generates cross-functional
signals in real time.



Structure debt cuts both ways. Over-centralization turns every cross-cutting
insight into an escalation: the insight arrives in hours, the decision still routes
through the same narrow set of calendars. Over-fragmentation does the opposite
damage: each function owns its own tools, data, and experiments, so nobody is
accountable for the seams where AI outputs actually have to combine. Centers of
excellence, steering committees, and "2-speed" IT can become structural debt
when they sit beside the real work instead of reshaping who is allowed to decide
and act.

AI does not flatten the org chart for you. It floods the gaps between boxes with
speed. If the boxes and the lines between them were already wrong, faster flow
makes the misalignment obvious.

Process debt: Planning cycles, approval chains, and governance rituals
designed for a quarterly cadence. Monthly planning meetings reviewing AI
insights that arrived weeks ago. Annual budgets allocating resources to initiatives
that the market has already moved past.

Process debt cuts both ways, just as in software you can owe interest on shortcuts
or on premature optimization. Some organizations under-specify how work flows
and pay the price in latency. Others over-engineer it: extra approval layers,
redundant reviews, controls sized for theatre rather than risk. Every change pays
a tax before it starts.

Premature process optimization is still debt. It hardens the wrong workflow and
makes the right one harder to adopt. AI runs on whatever rails you give it. It does
not simplify a process that was already too heavy, and it cannot outrun one that
was already too slow.

People debt: Role definitions, career paths, and skill expectations that assume
human-only workflows. Job descriptions that haven't been updated since before
anyone on the team used an AI tool. Career ladders that reward the same
behaviors they rewarded a decade ago.

People debt cuts both ways. On one side, roles stay frozen: nobody is explicitly
accountable for augmented workflows, for reviewing AI-assisted output, or for
owning the quality bar when machines multiply drafts, analyses, and code. On
the other side, organizations run training theatre: badges, mandatory modules,
"AI champion" networks. None of it changes what good work means, how teams
collaborate, or how managers evaluate judgment versus volume.



Hiring keeps chasing last year's stack while the work on the ground already
blends human and machine contribution. Managers are asked to "drive adoption"
without authority to change staffing, goals, or standards. AI raises the throughput
of individuals. If people systems don't define ownership, expertise, and safety
boundaries, you get heroics, burnout, and quiet workarounds instead of
capability.

Reward debt: Incentive structures, KPIs, and compensation models that
measure activity rather than outcomes. The claims adjusters penalized for doing
complex work. The sales teams hitting targets that no longer align with company
strategy. The managers rewarded for headcount rather than capability.

Reward debt cuts both ways too. Narrow local metrics are the familiar failure:
they optimize the scorecard while the system leaks value across handoffs,
especially when AI shifts which tasks are cheap and which ones matter. The
opposite failure is just as common: vague "innovation" bonuses and pilot theatre
rewarded, while integration, reliability, and paying down organizational debt stay
invisible in compensation. Team A is paid to ship demos. Team B is paid to say
no. Nobody is paid to make the end-to-end loop work.

When AI makes output cheap, rewarding volume or vanity milestones becomes
actively toxic. It literally pays people to flood the next stage of the system. Good
reward design aligns with outcomes the customer and the strategy actually see,
not with whichever metric was easy to automate.

None of these debts are new. Organizations have carried them for years,
sometimes decades. They've always created friction and inefficiency. But the
friction was manageable, because the pace of change was manageable.

AI changed the pace by 3, by 5, by 10. Next year, by 100.

Design debt compounds under AI acceleration the same way technical debt
compounds under increased development velocity. Small cracks become
existential failures overnight, and the failure mode shows up across all 5
dimensions.

A strategy that was merely aspirational becomes actively misleading when AI
initiatives multiply without prioritization: the portfolio can hold 40 funded pilots
and a refreshed strategy deck while the business model, cost structure, and
operating assumptions stay untouched.



Structure that worked well enough at human speed becomes a crisis when cross-
cutting signals arrive continuously but ownership stays fragmented and every
insight still escalates through the same narrow calendars.

Process cadences and governance rituals that were merely slow turn destructive
when AI surfaces shifts that demand a response in days while the organization
still plans in quarters. The theatre of oversight stops being politically convenient
and becomes a choke point.

People systems that assumed human throughput buckle when output multiplies
faster than review, judgment, and explicit ownership can scale. Roles and
standards stay frozen while expectations rise.

Reward designs that were quietly misaligned become openly sabotaged when AI
makes the gap visible and measurable, yet the scorecard still pays for motion,
local optimization, and pilot theatre instead of integrated outcomes.

AI didn't create this debt. It made the interest payments unbearable.

And here's what makes design debt harder to address than technical debt: it's
encoded in things that feel permanent. Org charts. Job descriptions. Incentive
plans. Governance rituals. Career ladders. Promotion criteria.

These don't feel like "debt." They feel like "how we work." Changing them means
changing power structures, compensation, authority, and identity.

That's why Larman's Laws hold: organizations are implicitly optimized to avoid
changing the status quo. Design debt is not a bug. It is a feature of how
organizations protect themselves.

2 of Larman's Laws are doing the work here. Status-quo preservation (Law 1)
explains why nothing structural changes. Terminology overloading (Law 2)
explains AI-washing: old processes relabeled as "AI-driven" without changing
what they actually do. Every CAIO appointment and CoE stand-up reads as
transformation. The structure underneath stays exactly where it was.

But protection has a cost. With AI in the system, that cost is now measurable. The
gap between what AI can deliver and what your organization can absorb: that is
your design debt, expressed in dollars, time, and lost opportunity.

Executive Conversation: The Absorption Gap

Open the room: "Show me the last 3 signals AI surfaced in your operation that
changed a decision in the same week."



Put on the table: BCG's 70/20/10 finding: 70% of AI implementation
challenges trace to people and process, 20% to technology and data, 10% to
algorithms.> (https://www.bcg.com/press/24october2024-ai-adoption-in-
2024-74-of-companies-struggle-to-achieve-and-scale-value) Then the
company's own absorption gap: count signals produced by deployed AI in
the last quarter; count decisions changed because of those signals. The ratio
is the gap.

Break consensus: "Stop framing this as an AI problem. The structure around the
AI is what is failing, and that is what this conversation has to redesign."

Ask for: Name one decision in the next 30 days that you will move to the team
closest to the signal, with the authority to act and the telemetry to be held
accountable for the outcome.

The Way Forward
You can't fix design debt by deploying more AI. More tools in an unchanged
organization just widen the absorption gap.

You can't fix it with a Center of Excellence, a Chief AI Officer, or an AI strategy
deck. Those are organizational responses that preserve the existing structure
while adding a new box to the org chart.

You can't fix it by waiting for the technology to mature. Better models increase
AI's output, which makes the absorption gap worse, not better. Every model
improvement tightens the structural bottleneck.

You fix it by redesigning the organization itself. The strategy, the structure, the
processes, the people practices, the reward systems. The entire operating model
needs to work with AI, not against it.

That's what this book is about.

Not AI tools. Not AI strategy. Not AI governance frameworks. Organizational
design for a world where AI is a structural layer, not a tool layer. What that looks
like. How it works. Why it matters.

The next chapter defines the concept: what an AI Augmented Organization
actually is, and what it deliberately is not. The word augmented matters. It is not a
label for organizations with AI bolted on. It names organizations redesigned so AI
changes how they see, decide, and act. The rest of the book shows you how to
build one.

https://www.bcg.com/press/24october2024-ai-adoption-in-2024-74-of-companies-struggle-to-achieve-and-scale-value
https://www.bcg.com/press/24october2024-ai-adoption-in-2024-74-of-companies-struggle-to-achieve-and-scale-value


You don't have an AI problem. You have a structural bottleneck.
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