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Abstract: Changes in business environment toward digitalization significantly impact on all market participants,
especially organizations. In order to operate efficiently, organizations are enforced to adopt new patterns of business
and to adequately apply innovative organizational solutions inherent for modern digital age. Digital transformation is
an imperative for organizations due to their necessity to stay competitive on the market, so organizations should
experience significant structural changes. Some of the most common organizational barriers to digital transformation
are: unclear vision and objective of digital transformation, lack of management understanding, knowledge and
experience, lack of leadership skills, lack of organizational agility, rewards and incentives that are not aligned to
digital transformation, unclear measurement and rewarding system, lack of employee’ involvement and engagement
and employee’ resistance to change. Digital transformation should be considered as a journey and long run process
which make organization more adaptable on requirements of modern business. It brings a lot of advantages to the
company, but we also should take into account some challenges that leaders and managers are faced with. One of
those challenges is how to adequately prepare organizational structure that supports digital transformation. Speed and
collaboration are the key factors that organizations need to achieve and master. That consequently means reducing the
number of hierarchical levels, decentralization of decision making and greater collaboration among employees. As the
traditional bureaucratic organizational models are rigid, without potential for further improvement in terms of new
market conditions, it is obvious that new forms of organizational structure should be introduced. The purpose of this
paper is to analyze the key aspects of organizational structure that supports digital transformation and to point out on
possible solutions for organizational models in digital era.
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1. INTRODUCTION

Breakthrough of digitalization in the circumstances of volatile environment imposed significant changes in business
processes and models (Luki¢ & Mirkovi¢, 2018). As dramatically changed environment means that organizations
should adopt new patterns of functioning and embrace innovative culture (Mirkovi¢ & Luki¢, 2015), modern
organizations are faced with an important challenge: how to operate efficiently and effectively in digital age?



All business segments experienced large transformation toward automation and digitalization during 21* century (Dudi¢
et al, 2018) accelerating the attitude that digital transformation requires changes in the entire organization (adjustment
of work processes, organizational structure etc.). There are also opinions that we are living in the era of digital
Darwinism in which technology and society experience development and growth by faster pace than it is typical for
organizations (Todosijevi¢ & Milaci¢, 2017, p. 357).

For contemporary organizations, digital transformation is not an option, already an imperative if they intend to survive
and remain competitive on the market (Andriole, Cox & Khin, 2018). Fast growing organizations made prerequisites for
creation of new values from “digital mindset”. By positioning customer’s needs at the center of digital transformation
organizations intend to achieve new business success in the long run (Ruzsa, 2018, p. 371).

By reviewing the literature, there are a large number of papers that examined and analyzed the impact of technologies
on digital transformation, but just few of them examined the organizational challenges that are of extraordinary
importance for overall result of digital transformation (Gupta, 2018). The aim of this paper is to examine and analyze
key characteristics of organizational structure that supports digital transformation.

2. DIGITAL TECHNOLOGIES: KEY FEATURES AND IMPORTANCE

Every activity in today's world is becoming more and more digitalized (Foerster-Metz et al., 2018). Digitalization refers
to the conversion of analogue to digital information that is readable by computer systems (Ernst & Young, 2011), while
digital transformation is defined as the ongoing process of changing the ways existing companies carry out their
businesses (Oestreicher-Singer & Zalmanson, 2011). There are many advantages that digital technology brings to
organizations, such as: new business models, increased productivity, efficiency, flexibility, diversity, automatization of
processes and activities. Furthermore, digital technologies lead to new ways of working and collaboration among
employees, more mobility and better decisions (Foerster-Metz et al., 2018). Crucial goals, which every organization
tend to achieve by digital transformation, are reflected into increase of operational efficiency, improvement of customer
experience and reducing costs (Weill & Woerner, 2018).

Since the digital transformation rapidly changes industries, organizations should react quickly in order to create new
business opportunities and seize novel market niches. In recent years, digital transformation runs into the epicenter of
interests of researchers, organizations and business leaders (Andersson, Movin & Teigland, 2018). As digital
transformation changes the whole business landscape of organizations, it is necessary to capture the extent of its
usefulness. According to Westerman et al. (2011, p. 5), digital transformation means “use of technology in order to
radically improve performance or reach of enterprises”. Others state that digital transformation describes the
fundamental transformation of the entire business world through the establishment of new technologies based on the
Internet with a fundamental impact on the society as a whole (PricewaterhouseCoopers, 2013). In the book of Mazzone
(2014), digital transformation is viewed as ongoing digital evolution of a company, business model, idea, process, or
methodology, both strategically and tactically.

Rapid changes in business environment and customer’s needs require an adequate response of organizations. The
relationship between customers and organizations is reshaped by using digital interaction among them. At the same
time, a significantly increased number of social platforms provided personalized and improved communication between
customers and organizations, contributing to more sophisticated business operations. A relatively high rate of new
technologies adoption via smart phones, social networks and other digital channels caused massive changes in
consumers’ behavior among all industries (Vojinovi¢ et. al, 2017, p. 330). Although, the benefits from digital
transformation are numerous, there is always another side of the same coin, so digital technologies are not the
exception. There are many potential disadvantages and negative impacts which digital technologies could bring such as:
social isolation of employees, loss of employees’ identity, dehumanization, fear for job lose, pressure, poor balance
between work and private life, higher complexity of tasks, disrupted communication (Luki¢, 2014; Foerster-Metz et al.,
2018).

2.1 The most common barriers to digital transformation for organizations

A lot of organizations are focused on the greatest technologies they have bought, but they have shrinkage of skills and
capabilities to use these technologies in proper way in order to create new or improve existing value (Van der Bel,
2018). The main obstacle for failure or poor progress of digital transformation is unprepared organization (Gupka,
2018). If there are rigidity, silo structure, poor communication and bulk of formalization and rules, that certainly would
slow down the entire organization (De Smet & Gagnon, 2018).



Key characteristics of truly digital organizations are responsiveness, openness and efficiency (Hughes, 2017). Digital
organizations need to respond rapidly to customers changing needs, habits, desires and expectations. A lot of
organizations put effort and time in examining and understanding customers using new digital technologies, but they
fail in the process of responding. One of the reasons for this failure is disengagement of employees (Hughes, 2017).
Isolated awareness and willingness of small number of employees to use digital technology and make new value for
organization is not enough. Each employee in organization should be engaged to use chances and opportunities that
digital technologies bring. Second reason for failure or poor results of digital transformation is resistance to change
(Gupta, 2018). Digital transformation could have positive impact on each employee within an organization (Stone,
2019). But, every change, no matter if it is positive or negative, disturbs people because every human being desire
stability (Keyes, 2000). Employees resist changes during digital transformation, because those adjustments are followed
by changes in working activities, responsibilities etc. They have habits on which they are used to and consequently they
feel fear of the unknown, but also fear of poor results (Gupta, 2018).

There can be identified several organizational barriers to digital transformation (Gupta, 2018):
= Unclear vision and objective of the digital transformation
= Lack of management understanding, knowledge and experience in digital transformation
=  Lack of organizational agility
= Lack of digital leadership skills (forward looking, understanding of technology, open-mind, collaboration)
= Inflexible organizational culture
= Rewards and incentives are not aligned to digital transformation
= Unclear measurement and rewarding systems
= Lack of employee’ involvement and engagement
=  Employee’ resistance to change

According to Kohnke (2017), major barriers to digital transformation regarding organizational design are: no sense of
urgency, unclear roles and responsibilities of employees, non-adjusted and to rigid organizational culture, lack of
internal talents for digital projects, inability to react fast, inability to adopt an experimental and innovative culture and
inflexible business processes.

In designing organizational structure that supports digital transformation, leaders and managers should be aware of
several issues. Those issues are (Schreckling & Steiger, 2017):
=  Are digital initiatives established only in separate organizational units or they are integrated into entire
organization?
= How the mechanisms of coordination are established among different organizational units regarding digital
initiatives?
=  What new job positions are required in organizations in order to work with digital technologies? Any
organization which implements new technologies must be focused on its most important resources —
employees, because at the end of the story, the destiny of implemented technologies is in their hands (Lukié,
2016).
= How to train and educate employees in order to use digital technologies in their working processes and
activities?
=  How to establish performance measurement system, key performance indicators, incentives and compensation
plans in order to improve digital transformation?

2.2. Organizational structure that supports digital transformation

Each organization, no matter of size, market, history, tradition, location, number of employees, number of products,
number of customers, realize that it needs to be more “digital” in the sense of agility, flexibility, responsiveness to
changes in customers’ needs and expectations. Digitalization should be considered as planned and systematic approach
(Parviainen et al., 2017) with aligned business and ICT strategies (Manca et al., 2018). In the last couple of years, the
focus of digitalization has changed, from core processes and activities as the key objects of digitalization to all business
processes. In fact, organizations reinvent entire business processes and/or create new ones with digital technologies
(Schreckling & Steiger, 2017).

Certain authors and practitioners have stressed that organizational structure which has proved to be effective in practice
is characterized with more flattening structure, decentralized decision-making, greater collaboration and coordination,
faster knowledge transfer among employees, knowledge networking, team working, proactive approach, horizontal
communication, flexibility, agility (Miles et al. 2010; Bryant, 2014; Lazarevi¢ & Luki¢, 2015; Lee & Edmondson,
2017; Lazarevi¢ & Luki¢, 2018). The development of new forms of organizational structure was inevitable because old
bureaucratic models were rigid, with strong internal and external boundaries and as such had no potential to quickly
respond to changes in the rapid, hyper-connected environment (Petkovi¢ & Luki¢, 2014).



There can be identified four types of organization which are prepared for digital transformation. They are presented in
Table 1.

Table 1: Organizational models for digital transformation

DPERATING UNITS

OPERATING UNITS

O

O

The Centralization Model

Key Moto: Agenda setting

Description: Digital initiatives and ideas are
centralized in one unit (usually named Digital unit)
which operates and shares its resources with all
operating units which need digital support. In this
way organizational silos are broken down and priority
initiatives for digital transformation are selected.

The Tactical Model

Key Moto: Opportunism

Description: Operating units use digital technologies in
order to achieve desired goals. Organizations that use
this approach made significant investments in digital
technology but they use this technology in one or few
number of organizational units. This approach creates
organizational silos, leads to non-coordinated approach
and there is no real digital strategy.

C-Suite

I
O

]
O

The Champion Model

Key Moto: Transformation

Description: Digital strategy is effectively communicated
across all organizational units and is focused on key
initiatives. The key goal is to share knowledge and
possibilities regarding digital transformation across the
entire organization.

The Business as Usual Model

Key Moto: Normality

Description: In this model, using digital technology
is no longer something new and unusual, but it is
something fully embedded in everyday working life.
In such organization, each employee uses digital
technologies in daily activities.

Source: Adapted from Sommerfeld, B., & Moise-Cheung, R. (2016)

As it is presented in Table 1, there are four possible solutions for organizational models in organizations that use digital
technologies. Starting from “Tactical model”, where digital technology is used within single operating unit, to
“Business as Usual model” that is manifested into entire organization and encompass digital culture, processes, business
models and technologies. In “tactical model”, digital technologies are used in an efficient and effective way to achieve
business units’ targets, while in “centralization model”, digital strategies and funds are managed at an
enterprise/corporate level, enabling organizations to scan the market for opportunities and provide a central team to
work with business units for implementation. In “Champion model” business units have their own strategies,
operational teams and budgets and the emphasis is placed on education and knowledge sharing (Ismail et al, 2017).

In order to determine which organizational model best suits to some company in terms of digital transformation, there
are some questions that need to be answered. Those questions are:

=  What are the key goals of digital transformation?; and

=  What is the current level of digital maturity of the company?



For example, when starting digital journey and employing new talent, it is better to locate them in centralized group. On
the other hand, more digitally mature organizations have more integrated digital operations (Davis-Peccoud et al.,
2018). Reviewed literature recognized several paths for company’s guidance when choosing their transformation
journey’s starting point. In that sense, Berman (2012) proposes three strategic paths as different starting points. The first
path’s starting point evolves around reshaping the operating model within the organization before reshaping the
customer value proposition and experience through digitally enhanced products and services. The second path starts
with transforming the value proposition before reshaping the operating model and the third alternative route transforms
both simultaneously from the start (Berman, 2012).

In digital transformation of the organization is very important to achieve strategic alignment. This widely used term
“strategic alignment” was made in order to reflect the alignment among: business strategy, organizational infrastructure
and processes, information technology strategy and information system infrastructure (Venkatraman et al, 1993).
Strategic alignment in above mentioned sense is the source of company’s comparative advantage on the market and it
could be also used in the context of digital transformation. Also, in the context of cloud computing as an innovative and
disruptive technology Ross and Blumenstein (2013) accentuate the fact that a firm’s competitive advantage will be
realized when it better integrates its information and communication technologies (ICT) with the core business.

3. CONCLUSION

Digital transformation usually begins with great ambitions and assignment of significant human and financial resources
of the organization. It is very important that enthusiasm is built-in throughout organization as the support for digital
transformation and that the vast majority of employees clearly understand how much change is necessary.
Transformation means the modification in the way of doing business and almost by the rule leads to productivity
increase: either through achieving the same goals with less effort or through achievement of better results with the same
effort. Implementation of digital technologies could lead to improved organizational results only through organizational
change. Some of the most common organizational barriers to digital transformation are: unclear vision and objective of
digital transformation, lack of management understanding, knowledge and experience, lack of leadership skills, lack of
organizational agility, rewards and incentives that are not aligned to digital transformation, unclear measurement and
rewarding system, lack of employee’ involvement and engagement and employee’ resistance to change. The key
challenge for leaders and managers is establishing and nurturing the organizational structure, which is agile, flexible,
responsive, open and innovative.

Digital transformation in organizations changes processes and operations in the manner which could not be completely
anticipated. Sometimes, digital transformation leads to entirely new solutions. Beside initial enthusiasm and support of
digitalization projects, it is necessary to maintain people engagement and to adjust permanently in compliance with
volatile business environment. Transformation is not one-off job or activity, because it is almost impossible at the very
beginning of the process to predict the effect of changes on all operations and whole organization at the end. It is
important to understand how organizations function when they experience digital transformation, because only that is
the right way to overcome organizational difficulties and find out the optimal path for prospective development.

REFERENCES

Andersson, P., Movin, S. & Teigland, R. (2018). Managing Digital Transformation. Brand Factory, Géteborg.

Andriole, S., Cox, T., & Khin, K. (2018). The Innovator's Imperative: Rapid Technology Adoption for Digital
Transformation. Boca Raton: CRC Press. Taylor & Francis Group.

Berman, S.J. (2012). Digital transformation: Opportunities to create new business models. Strategy & Leadership, 40(2),
pp.16-24.

Bryant, L. (2014). Digital transformation requires better organizational structures. Retrieved 15 January, 2019 from:
https://postshift.com/digital-transformation-requires-better-organisational-structures/

Davis-Peccoud, J., Bacular, L. P., Caimi, G., Straehle, O. (2018). Organizing for a Digital World: How to adjust the
operating model and revive stalled digital efforts. Retrieved 18 January, 2019 from:
https://www.bain.com/insights/organizing-for-a-digital-world/

De Smet, A. & Gagnon, C. (2018). Organizing for the age of urgency. McKinsey.

Dudi¢, B., DrahoSova, M., Luki¢, J., Dudi¢, Z., Smolen & Mirkovi¢, V. (2018). Counterparty Credit Risk Closure:
Challenges in Big Data Era. IBIMA - Innovation Management and Education Excellence through Vision 2020 (pp.
2441-2453). Milano: April 25-26, 2018.



Emnst & Young (2018). The digitisation of everything: How organizations must adapt to changing consumer behavior.
Retrieved 17 January, 2019 from: http://idctrendspotter.com/cios-in-cee-preparing-for-digital-transformationAvailable
on https://lwww.ey.com/Publication/vwLUAssets/The_digitisation_of_everything_-
_How_organisations_must_adapt_to_changing_consumer_behaviour/%24file/EY_Digitisation_of_everything.pdf

Foerster-Metz, U. S., Marquardt, K., Golowko, N., Kompalla, A. & Hell, Ch. (2018). Digital Transformation and its
Implications on Organizational Behavior. Journal of EU Research in Business, Vol. 2018 (2018), Article 1D 340873,
DOI: 10.5171/2018.340873.

Gupta, S. (2018). Organizational Barriers to Digital Transformation. KTH Royal Institute of Technology, School of
Industrial Engineering and Management, Stockholm, Sweden.

Hughes, J. (2017). What a digital organization looks like. Retrieved 18 January, 2019 from:
https://medium.com/doteveryone/what-a-digital-organisation-looks-like-82426a210ab8

Ismail, M.H., Khater, M., & Zaki, M. (2017). Digital Business Transformation and Strategy: What Do We Know So Far?
Cambridge Service Alliance, University of Cambridge.

Keyes, C. L. M. (2000). Subjective Change and Its Consequences for Emotional Well-Being. Motivation and Emotion,
24(2), pp. 67-84. DOI: 10.1023/A:1005659114155.

Kohnke, O. (2017). It's Not Just About Technology: The People Side of Digitization. In: G. Oswald, & M. Kleinemeier
(eds) Shaping the Digital Enterprise. Trends and Use Cases in Digital Innovation and Transformation, pp. 69-91.
Springer International Publishing.

Lazarevi¢, S., & Luki¢, J. (2015). Building Smart Organization Through Learning and Development of Employees. In: R.
Grozdani¢, & D. JovanCevi¢ (eds.) Creative Education for Employment Growth, The Fourth International Conference
- Employment, Education and Entrepreneurship (pp. 256-268), Belgrade: 14 -16 October, 2015.

Lazarevi¢, S., & Luki¢, J. (2018). Team Learning Processes and Activities in Organization: A Case Study. Economic
Themes, 56(3), pp. 301-319.

Lee, M. Y. & Edmondson, A. C. (2017). Self-managing organizations: Exploring the limits of less hierarchical organizing.
Research in Organizational Behavior. Elsevier Ltd, 37, pp. 35-58. DOI: 10.1016/j.riob.2017.10.002.

Luki¢, J. (2014). The role of information and communication technology in a virtual organization: challenges for virtual
employees, 15t International Academic Conference “Places and technologies 2014”, April 3-4, 2014, pp. 1098-1105.
Belgrade: Faculty of Architecture

Luki¢, J. (2016). The New Job Positions for Working with Big Data Technologies and Their Placement in Companies
Worldwide: Evidence From Empirical Research. Facta Universitatis, Series: Economics and Organization, 13(3), pp.
301-312.

Luki¢, J. & Mirkovi¢, V. (2018). Transformacija poslovnih procesa i upravljanja bankarskim rizicima u Big Data svetu.
XXl Internacionalni naucni skup SM 2018, Strategijski menadZment i sistemi podrke odluCivanju u strategijskom
menadzmentu (str. 137-144). Subotica: Ekonomski fakultet.

Manca, C., Grijalvo, M., Palacios, M., & Kaulio, M. (2018). Collaborative workplaces for innovation in service companies:
barriers and enablers for supporting new ways of working. Service Business, Springer Berlin Heidelberg, pp. 1-26.
DOI: 10.1007/s11628-017-0359-0.

Mazzone, D.M. (2014). Digital or Death: Digital Transformation: The Only Choice for Business to Survive Smash and
Conquer. Smashbox Consulting Inc.

Mirkovi¢, V. & Luki¢, J. (2015). Mobilno bankarstvo kao inovacija u sektoru finansijskih usluga. Ekonomski vidici 2015,
broj 2-3, str. 297- 310., Beograd.

Oestreicher-Singer, G. & Zalmanson, L. (2011). Paying for Content or Paying for Community? The Effect of Social
Computing Platforms on Willingness to Pay in Content Websites. SSRN Electronic Journal. DOI:
10.2139/ssrn.1536768.

Parviainen, P., Kaaridinen, J., Tihinen, M., & Teppola, S. (2017). Tackling the digitalization challenge: how to benefit
from digitalization in practice. International Journal of Information Systems and Project Management, 5(1), pp. 63-77.
DOI: 10.12821/ijispm050104.

Petkovic M., & Luki¢ J. (2014). New Organizational Forms Supported by the Information and Communication
Technology: The Case of Serbian ICT Industry, Facta Universitatis — Economics and Organization, 11(2), pp. 101-
115.

PricewaterhouseCoopers (2013). Digitale Transformation — der gré3te Wandel seit der industriellen Revolution.Frankfurt.



Ross, P. & Blumenstein, M. (2013). Cloud computing: The nexus of strategy and technology. Journal of Business
Strategy, 34(4), pp.39-47.

Ruzsa, C. R. (2018). Digital companies, digital transformation challenges in CEE market. XXIII Internacionalni nauéni
Skup SM 2018, Strategijski menadZment i sistemi podrske odlucivanju u strategijskom menadzmentu (str. 370 -377).
Subotica: Ekonomski fakultet.

Schreckling, E., & Steiger, C. (2017). Digitalize or Drown. In: G. Oswald, & M. Kleinemeier (eds), Shaping the Digital
Enterprise. Trends and Use Cases in Digital Innovation and Transformation, pp. 3-28. Springer International
Publishing.

Sommerfeld, B., & Moise-Cheung, R. (2016). The digitally-fit organization. Inside magazine (12 - Part 01 - From a digital
perspective), pp. 42-53.

Stone, S. M. (2019). Digitally Deaf: Why Organizations Struggle with Digital Transformation. Switzerland: Springer
Nature Switzerland AG.

Todosijevié, R. & Milai¢, S. (2017). Globalna ekonomija i digitalni darvinizam. XXII Internacionalni naucni skup SM
2017, Strategijski menadZment i sistemi podrSke odlucivanju u strategiiskom menadzmentu (str. 354-362). Subotica:
Ekonomski fakultet.

Van der Bel, M. (2018). Digital culture - your competitive edge. Retrieved 17 January 2019, from:
https://www.linkedin.com/pulse/digital-culture-your-competitive-edge-michel-van-der-bel

Venkatraman, N., Henderson, J.C. & Oldach, S. (1993). Continuous strategic alignment: Exploiting information
technology capabilities for competitive success. European Management Journal, 11(2), pp.139-149.

Vojinovi¢, Z., Zivkovié, S., Piukovié-Babickovié, B. & Stevanovié, S. (2017). Potencijal i stanje razvoja digitalnog
bankarstva u Srbiji. XX/l Internacionalni naucéni skup SM 2017, Strategijski menadZment i sistemi podrske
odlu¢ivanju u strategijskom menadZmentu (str. 323-331). Subotica: Ekonomski fakultet.

Weill, P. & Woerner, S. L. (2018). Is Your Company Ready for a Digital Future?. MIT Sloan Management Review, 59(2),
pp. 21-26.

Westerman, G., Calméjane, C. & Bonnet, D. (2011). Digital transformation: A roadmap for billion-dollar organizations.
MIT Center for Digital Business and Capgemini Consulting. pp.1- 68.



