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Organisations are struggling with the operating system that AI has exposed, rather than

with AI itself. Regulatory pressure, psychosocial safety obligations, sovereign data

expectations and continuous change are entering across enterprises at a speed that a

functionally designed structure was never designed to absorb. This paper positions the

response as one of organisational design, not additional oversight, and offers three

principles derived from systems engineering, Enterprise Traceability, Operating System

Configuration and Capability Interaction Design, as the discipline that closes the gaps

between functions.

Introduction

Organisational structure has followed a consistent pattern for 150 years. New

technology has entered the market, been integrated as the priority, and organisational

design has been treated as an afterthought. Prior to AI entering the market, this pattern

file:///home/claude/work/index.html#thinking
file:///home/claude/work/index.html#thinking


was sustainable because organisations were managed in functional groups and this

was sufficient due to the slower pace of linear change. AI offers fast, deep analysis and

the capacity to identify frictions across an enterprise at a scale not previously possible.

That capacity is now exposing the pattern for what it is and creating an opportunity to

evolve so that organisational design leads technology integration rather than follows it.

Australian boards and executives are navigating what the University of New South

Wales has described as the transition from a digital transformation era to an uncertainty

transformation period.1 This new era treats trust, judgement and emotional intelligence

as premium skills, providing the capacity to process the emotional weight of continuous

change and embrace uncertainty as the operating condition rather than the exception.

McKinsey’s global research into organisational performance reaches an independent

version of the same conclusion, describing transformation as a permanent condition

rather than an episodic project and terming it business as change, where the operating

model itself is built to absorb continuous change rather than periodically catching up to

it.2 Additional inputs into this era include AI integration, ongoing cybersecurity risk,

evolving regulatory obligations, psychosocial workplace safety, and hybrid workforce

configuration. Each of these operates on its own timeline and its own regulator.

The Australian Institute of Company Directors has captured the resulting priority

pressure in the 1H 2026 Director Sentiment Index, which reports 68 per cent of

directors saying regulatory requirements are limiting productivity growth in their

business.3 The KPMG 2026 leader survey has independently identified AI, digital

transformation, cyber risk and evolving regulation as the top four challenges facing

Australian business leaders.4 The consistent feature across each of these priorities is

that none of them sit inside a single function on the organisational chart; each is an

enterprise-level impact and continuously evolving. Together, they constrain the ability

of the organisation to meet requirements while sustaining and growing productivity.

These challenges represent an organisational system problem.

Part 1. Historical context

The productivity paradox, a phrase coined by economic historian Paul David, has

documented the pattern using electric dynamos as the anchoring case study.5 Electric



dynamos were commercially viable from 1882, but value was not realised until nearly

40 years later, around the 1920s. The delay was not a failure of the technology. It was

that factories replaced their central steam engine with the dynamo and retained all other

infrastructure. The productivity gain was only realised when factories redesigned their

machinery, allowing production to be organised around material flow rather than around

the constraints of power generation.

A similar pattern emerged with computers from around 1990. Computers were initially

added into existing organisational designs, and productivity was not realised until they

were integrated into redesigned organisations. This same pattern is now being realised

across AI integration; AI has been bolted into existing processes and existing functional

design. Leading research indicates that organisations which do not redesign are not

expected to realise enterprise productivity gains from AI adoption.6

The value of AI is not in the technology itself. Like any technology, it is an
input to the operating system. Like every general-purpose technology
before it, the value is in the redesign the technology makes necessary.

Part 2. The evolution of organisational functions

The productivity paradox tells only part of the story. History also demonstrates that the

evolution of organisational design has been reactive rather than deliberate. Each

function in the modern C-suite can be traced to a specific pressure that exceeded what

the existing structure could sustain.

Human resources traces to the industrial era, when Robert Owen first argued that

improving factory conditions was inseparable from productivity, then to Frederick

Taylor's scientific management, which needed dedicated staff to standardise and

redesign work once factory floors had grown too large and too fast for an owner to

organise directly.7 The CFO role did not emerge until the 1960s, consolidating through

the 1970s as SEC and FASB reporting requirements outgrew what a financial manager or

treasurer could handle without board-level standing.8 The CEO title appeared around



1917, when the first wave of large, merger-built corporations needed someone hired

specifically to run functions and business units rather than an owner-manager doing it

directly, but it did not become standard until the 1970s, when conglomerate-era firms

restructured under competitive and economic pressure and needed one accountable

executive separated from the board.9 Each position was created in reaction to a specific

pressure or regulatory requirement, not designed as part of an integrated organisational

architecture.

The pattern continued as new pressures emerged. The Chief Information Officer was

named in a 1981 book, with an originally narrow purpose of managing data-processing

procedures.10 The Chief Data Officer was created in 2002 by Capital One, driven by a

compliance requirement, and remained rare until the 2008 credit crisis made data

governance a regulatory necessity.11 The strategic element of each role evolved over

time, but each role was created in reaction to an external factor rather than as a

considered part of the operating system.

The current wave is the most recent expression of the same pattern. IBM's 2026 CEO

Study reports that 76 per cent of surveyed organisations have appointed a Chief AI

Officer, up from 26 per cent one year earlier.12 Predictions suggest that Chief Trust

Officers, Chief AI Ethics Officers and other reactive roles are likely to emerge as AI

integration continues and the technology evolves at pace.

The pattern that emerges from this history is that no executive function was ever

created with an integrated design in mind. When HR was invented, it was not designed

to integrate with finance, operations or technology, because those functions either did

not exist or were not yet strategic. Each executive was given a functional domain of

accountability, and the space between those domains was left unowned. That gap has

remained unowned for over a century, one reactive addition at a time.

This pattern carries a risk that is easy to miss while reactive additions still feel like

progress. Each new role adds another executive with a functional remit, and over a

century the collective effect is an executive team that has come to resemble a

department in its own right, with its own coordination overhead and its own boundaries

to defend. A Chief AI Officer or Chief Trust Officer given a cross-functional mandate but

no authority over the operating system illustrates the problem more than it solves it,



because the space that role is meant to govern was never assigned to anyone. IBM's

own study found that 59 per cent of CEOs expect the Chief Human Resources Officer's

influence to grow as AI matures, which raises the same question from the other

direction. If AI is reshaping how work itself is organised and delivered, that sits closer to

what a Chief Operating Officer already owns than to what HR was built for, and handing

it to whichever function moves first is the same reactive pattern the rest of this history

describes.

The systems lens points to a different response: redefining the boundaries of existing

executive roles through deliberate redesign of the operating system, which is the more

disciplined path than creating another position or stretching an existing one to cover

ground nobody has properly assigned.

The introduction of AI has produced the first meaningful variance to this pattern. Some

functional leaders are beginning to look at the connection between functions with new

focus because the competing priorities landing on them cannot be resolved inside any

single function.

Part 3. Three principles for enterprise practice

The paper argues that three specific disciplines close the gaps between functions. Each

has been named to align with executive practice rather than technical documentation,

and each is derived from a corresponding systems engineering principle used in the

design and sustainment of complex technical systems.13 The three are Enterprise

Traceability, Operating System Configuration and Capability Interaction Design.

Together they form the discipline required to design, assess and sustain an organisation

as a system rather than as a collection of functions.

E N T E R P R I S E  T R AC E A B I L I T Y

The capacity to follow strategic intent from the top of the organisation through to the

individual and team activity that delivers on it. Derived from the systems engineering

discipline of requirements traceability, it operates in the enterprise context as a live

linkage between organisational purpose, functional accountability and operational

execution. In many organisations, purpose is currently limited to strategic



documentation rather than embedded as a traceable design element. The executive

question this principle answers is whether a particular activity, investment or decision

can be explained by reference to strategic intent, or whether it exists for reasons that

are no longer traceable, and whether all parts of the operating system are aligned in

purpose and objectives down to individual layers.

O P E R AT I N G  S Y S T E M  C O N F I G U R AT I O N

The current state of an organisation's operating system across the capability domains

that define it. Derived from the systems engineering discipline of configuration

management, it operates in the enterprise context as the baseline picture of how the

organisation is presently configured, rather than how it is described in strategy

documents or organisational charts. The Enterprise System Health Check is designed to

establish this baseline efficiently, using a common set of capability domains across

every executive function to produce an evidence-based synthesis. The executive

question this principle answers is what operating system the organisation actually has,

distinct from the one it believes it has.

CA PA B I L I T Y  I N T E R AC T I O N  D E S I G N

The discipline of understanding and shaping how the capability domains behave when

they interact. Derived from the systems engineering discipline of interface control, it

operates in the enterprise context as the design of the space between functions,

between the delivery system and the operating system, and between the organisation

and its external environment. Most restructures and transformations fail on interactions

that were not visible to the executives who authorised them. The executive question this

principle answers is what else will change if a particular capability is altered, and where

the flow-on effects will land.

The three principles are interdependent. Applied together, they allow the current state

of the operating system to be understood, the strategic intent to be traced through it,

and the interactions to be designed rather than discovered. This produces the same

discipline that project delivery systems have historically provided for major investments,

but applied to the operating system itself. This integrates the delivery system and

operating system as a singular operating system.



Part 4. The executive priorities across the enterprise
operating system

Applying the three principles to enterprise design, the operating system can be defined

as a limited number of interdependent capability domains. This paper uses eight,

chosen because they capture what an organisational operating system needs to be able

to trace and design. The eight domains are Purpose and Objectives, Structure,

Governance, People, Process, Technology, Data and Information Flow. These are

offered as the minimal breakdown of an operating system under Enterprise Traceability

and Capability Interaction Design.

Three of these domains have become living inputs to the organisation and highlight the

continuous change environment, compounded by the speed of output AI enables.

Purpose, Structure and Process are frequently evolving. Purpose and objectives shape

what the organisation is designed to achieve. Structure shapes how accountability is

distributed. Process shapes how the work gets done. Each of these can now be refined

or expanded at speed using AI, which means the point-in-time documentation of each

element is no longer able to keep pace with the change organisations are navigating.

This creates a strong requirement for Operating System Configuration to be maintained

deliberately, and for Capability Interaction Design to be applied when any of these three

living domains is altered, so that changes are traced for flow-on impacts before

implementation, rather than discovered after the fact.

The remaining five domains reflect the current executive pressures being felt across the

enterprise. Australian public sector examples are drawn on frequently in what follows,

because current policy and regulation in that sector are concentrated, current and

public. The dynamics themselves are sector agnostic. A private equity portfolio

company inheriting an under-designed operating model faces the same interface failure

between value creation plan and operational reality. A mid-market business absorbing

an AI-enabled workflow faces the same system impacts at smaller scale. A federated

national body coordinating across independent state entities faces the same information

flow challenge that a large government department faces across its own divisions. The

mechanisms described here are constant across sectors.



Within the People domain, the Model Code of Practice on managing psychosocial

hazards at work is now in force across every Australian jurisdiction, Victoria having

completed the set in December 2025.14 Many organisations have responded through a

new risk register and some online learning. Applied through a systems lens, the impact

of psychosocial hazards would be considered deliberately across other interfaces,

including Structure, Process and Information Flow. A specific example is the impact of

AI or emerging technology capabilities on the workforce, including the potential for

cognitive atrophy and its consequences for role design and structural configuration.

The Technology domain is currently centred on AI adoption. Gartner has predicted that

60 per cent of AI projects will be abandoned through 2026 because the underlying data

was not ready for AI use.15 From a systems perspective, the linkage between AI and

Data, Governance and Purpose is fundamental to AI integration, along with Enterprise

Traceability across those domains. The current market response is largely siloed, with

separate procurement for AI integration, governance and data readiness. This is

producing projects with gaps that are not traceable and will not be visible until they fail.

Data is often viewed as an isolated input to a specific functional need, such as customer

data for operations or training data for AI, and current government practice tends to

consider data in silo from other agencies. The systems approach identifies that

Enterprise Traceability applied to Data, with clear Purpose and alignment to Structure,

Process and the other domains, is fundamental to optimising the foundation of the

enterprise operating system.

Information Flow is perhaps the least recognised domain, and yet the ability to trace

how information moves internally and externally to an organisation is central to

understanding the gaps between functions. Hybrid work is a topical example. Many

organisations have adopted hybrid work policies with reactive, tactical workplace

redesign.16 The absence of a systems approach has produced a measurable increase

in shadow AI usage, which introduces significant risk to directors and executives across

other domains, not least Data and Governance. The complexity of Information Flow

increases in larger organisations such as government and defence, where each

department is a system within a broader system. This typically produces duplicated

lines of communication and accountabilities that are not consistently traceable. At the

tactical level, an analysis of how many people are copied on an email chain as standard



practice, and what the productivity and decision-quality impact of that is, would itself be

considered a systems input. As each of these domains is examined, the

interconnectedness between them becomes evident.

Figure 1. Silos versus one connected operating system. Illustrative.

Part 5. The gap in the middle

The strongest argument for applying an enterprise systems engineering lens to the

organisation is that these executive priorities are more connected than they are

currently being managed. Three interactions are described, each carrying material risk.

Psychosocial safety and AI adoption. The Code identifies low job control, lack of role

clarity and poor organisational change management as psychosocial hazards. AI

integration is a contributor to all three. Safe Work Australia has confirmed that risks
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arising from artificial intelligence and digital technologies must be managed through the

same risk management process as any other hazard, and that its model Codes on

managing work health and safety risks and managing psychosocial hazards apply to

them.17

Recognition is not measurement. There is no published Australian dataset, audit or

evidence base demonstrating that psychosocial risk arising from AI adoption is being

measured at any scale. Part of the reason is structural. Workers compensation claims

are coded under the Type of Occurrence Classification System, which records mental

stress by mechanism, including work pressure, harassment and bullying, and exposure

to a traumatic event.18 A psychological injury arising from an AI-driven change to a role

would most likely be recorded as work pressure, indistinguishable from a restructure or

an unreasonable workload. The exposure is not absent from the national data. It is not

separable within it.

The organisational consequence follows the same shape. In most organisations the AI

governance arrangements and the work health and safety arrangements are held by

different functions, assured separately, and reported to the board through different

channels. That is a traceability failure across the Technology, People and Governance

domains rather than a policy absence, and it creates legal risk, not merely productivity

constraint.

Information flow and psychosocial safety. The same Code identifies poor

communication and inadequate information as workplace hazards. When an

organisation lacks the capacity to trace its information flow, or where flow is ambiguous,

this generates efficiency risk and legal risk in the same failure point.

Data governance and director liability. Boards approving AI integration under the

current governance guidance19 may not have considered the decision across all system

domains, and the underlying assurance may not be traceable. Data used to support AI

is drawn from the existing organisational design context, which may not be optimal and

may not keep pace with continuous change. Gartner's finding that most failed AI

projects trace to unready data is a board-level problem statement, not a technology

one.



Part 6. The executive question

The question that matters for executives in 2026 is not how each priority is progressing

in isolation. The question is whether the operating system beneath those priorities has

established Enterprise Traceability, whether its current Operating System Configuration

is understood, and whether Capability Interaction Design is being applied to the gaps

between functions and external inputs.

Three sub-questions follow. Does the organisation have anyone responsible or

accountable for the integrity of the enterprise operating system itself? When one

capability domain changes materially, is there a formal approach to understanding the

flow-on effects across the enterprise design? Can major investments or executive

priorities be traced from organisational purpose and objectives through to the

individuals delivering on that purpose, and is that managed well between the delivery

and operating systems for those investments?

These are systems engineering questions being asked of executives on a regular basis.

Recognising the questions is a good first step but understanding the discipline required

to answer them is the second.

Conclusion

Executives and boards are navigating significant pressures that are impacting the

enterprise holistically, at pace, with continuous change as the new operating condition.

The next twelve months will see organisations choose between two paths. The first

continues the reactive approach that history shows, and is likely to result in minimal

productivity gains. The second undertakes deliberate organisational redesign and

begins to manage the organisation as a living system. Australian public sector policy

has already set conditions for this shift. The APS Strategic Commissioning Framework,

20 now in its third year of implementation, is deliberately building that internal capability

rather than outsourcing it.

Systems engineering has provided the discipline for the second path in complex, high-

cost investment areas for decades. That discipline can now be offered to organisations

more broadly. This paper does not describe how most organisations currently operate.



It describes what the current executive priorities are already implicitly asking for and

offers a coherent way to read that request.

Executives who read their current agenda through this lens will find a
structure that has been assembled for over a century, and a moment that
finally asks them to design it.

Aaron Thomas GAICD
Principal, Systemic Advisory  ·  Brisbane, Australia
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