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Abstract


  Digital strategies must tackle two uncertainties: what digital technologies can do to help solve customer problems, and what solutions customers would be willing to pay for. Successful digital strategies produce digital offerings—what emerges at the intersection between what is possible and what customers want. Companies must pursue a continuous stream of business experiments and engage with customers to maintain a fix on the point of intersection. This approach to strategy formulation is vital to the survival of established companies. In this briefing, we describe the habits that help companies to choose the right solutions and be competitive.
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                      Traditionally, business leaders defined strategy by scanning the environment and analyzing performance results. They addressed questions such as, do customers favor lower prices or greater intimacy? Will we win by low cost or differentiation? Should we acquire complementary companies or build competencies organically? Based on the answers, they mapped out their strategic “big bets” to seize the opportunities they saw. 


Successful digital business strategies rely less on strategic analysis and big bets than on experiments and learning. Consider, for example, that Airbnb grew out of the belief that people would pay to sleep on an air mattress on a stranger’s floor.[foot]Biz Carson, “How 3 guys turned renting an air mattress in their apartment into a $25 billion company,” Business Insider, February 23, 2016, https://www.businessinsider.com/how-airbnb-was-founded-a-visual-history-2016-2.[/foot] Similarly, Instagram started as an app for checking in and hanging out with friends (and sharing pictures) that proved complicated to use.[foot]Megan Garber, “Instagram Was First Called ‘Burbn’,” The Atlantic, July 2, 2014, https://www.theatlantic.com/technology/archive/2014/07/instagram-used-to-be-called-brbn/373815/.[/foot] Twitter’s founders had first tried a podcasting platform, Odeo, which Apple made obsolete with iTunes.[foot]Nicholas Carson, “The Real History Of Twitter,” Business Insider, April 13, 2011, https://www.businessinsider.com/how-twitter-was-founded-2011-4.[/foot] AUDI AG had to kill off its “share [a car] with five friends” app before rolling out more successful mobility services in a number of countries.[foot]Martin Mocker and Nils O. Fonstad, “How AUDI AG is Driving Toward the Sharing Economy,” MIS Quarterly Executive 16, no. 4 (December 2017): 279-293, https://misqe.org/ojs2/index.php/misqe/article/view/799.[/foot] The digital successes did not grow out of a comprehensive upfront analysis. Digital strategy emerges from an idea—often, not a particularly good idea. 



            

          

  





  
  
    
              
  
                      Digital strategies must emerge from experiments and learning. This approach to strategy formulation will be alien to most established companies—but it is vital to their survival. 



            

          

  





  
  
    
              
  
                      Digital strategies succeed when they produce a continuous stream of profitable digital offerings. We define a digital offering as an information-enriched customer solution wrapped in a seamless, personalized experience. In other words, a digital offering solves a customer problem. A successful digital offering is located at the intersection between a digitally inspired solution (what digital technologies make possible) and customer desires. Figure 1 depicts this relationship.
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            Figure 1: A Digital Offering Emerges at the Intersection Between What’s Possible and What Customers Want

      
            
          

        

          

  





  
  
    
              
  
                      The intersection between customer desires and digitally inspired solutions can be hard to identify initially and will certainly change constantly. This is why digital strategies must emerge from experiments and learning. A digital strategy proposes potential digital offerings. Early experiences with a given digital offering stimulate ideas for an enhanced offering or a completely different one. This approach to strategy formulation will be alien to most established companies—but it is vital to their survival.



            

          

  




          

      


      
          
            
          

      


      

    

  


        



          
  
    
      

        
          
            
          

        


       
          
            

  
  
    
              
  
                      CONFRONT THE NEW UNCERTAINTIES OF DIGITAL STRATEGY 


Digital strategies must tackle two uncertainties: 


	What can data and digital technologies do to help us solve customer problems? Digital technologies are game changing because they deliver three critical capabilities: ubiquitous data, unlimited connectivity, and massive automation. These capabilities open the way to entirely new revenue streams. Thus, every company must learn what solutions are possible. 
	What solutions would customers be willing to pay for? Talk to a wanna-be digital entrepreneur and you quickly learn that many solutions digital technologies make possible aren’t of interest to anyone. Customers don’t see the problem, or they have ingrained habits they don’t want to change, or they just aren’t comfortable buying a given solution from you. Thus, every company must learn what grabs their customers. 

To play in this competitive environment, companies must adopt two habits. First, they’ll need to pursue a continuous stream of business experiments. Second, they’ll need to engage with customers to gain deep insights into customer problems and potential solutions. These habits help business leaders maintain a fix on the point of intersection between what’s possible and what’s desired.



            

          

  




          

      


      
          
            
          

      


      

    

  


        



          
  
    
      

        
          
            
          

        


       
          
            

  
  
    
              
  
                      CREATE A PORTFOLIO OF EXPERIMENTS 


Evolving a digital value proposition involves funding many small experiments to maximize learning. Funding experiments isn’t hard. Companies encourage widespread experimentation through events like hackathons and other competitions, special funding opportunities like internal Kickstarter[foot]Kickstarter is a crowdfunding platform for launching creative projects; https://www.kickstarter.com/.[/foot] projects or a Shark Tank[foot]Shark Tank is an American reality television show on the ABC network in which aspiring entrepreneurs make business presentations to a panel of five “shark” investors; https://abc.go.com/shows/shark-tank.[/foot]-style proposal review process, and new organizational units like innovation labs and digital business units. The idea is to produce a pipeline of new ideas from many parts of the company, particularly from people who interact regularly with customers. 


Of course, such widespread innovation could simply waste resources on pointless experiments. Companies can counter that risk by insisting on small experiments that quickly produce measurable outcomes. Any experiment that doesn’t quickly generate customer enthusiasm can be abandoned, while those with the most potential can be cultivated. Leaders can also articulate specific desirable business goals, in order to focus experiments on a set of outcomes that are important to them. Making it crystal clear what specific business outcomes leaders are seeking helps distinguish winners from losers, but most of all, it stimulates everyone’s thinking in the right direction. 


It’s true that some major technological innovations will take time to develop. Autonomous driving capabilities fall into this category. Enhancing a vehicle with artificial intelligence involves long, sustained investments. But it’s worth noting that autonomous driving is a product enhancement. Automobile manufacturers that insert autonomous driving capabilities into their cars will rely on traditional strategies and traditional product development processes. This is not an experiment—it’s a big bet. 


Digital offerings are different. They are solutions. This is why AUDI AG’s mobility solutions address people’s need to go somewhere, their desire to drive a great car, their hope that parking in big cities will become less of a hassle. To test how best to meet those needs, AUDI has created a separate digital innovation unit that engages in experiments exploring mobility solutions.[foot]Mocker and Fonstad, “How AUDI AG is Driving Toward the Sharing Economy.”[/foot] 


Experiments at DBS Bank in Singapore are pervasive.[foot]Siew Kien Sia, Christina Soh, and Peter Weill, “How DBS Bank Pursued a Digital Business Strategy,” MIS Quarterly Executive 15, no. 2 (June 2016): 105-121, https://misqe.org/ojs2/index.php/misqe/article/view/529/.[/foot] In 2015, the company was concurrently running one thousand small experiments throughout the bank. DBS continues to encourage experiments through mechanisms such as internal crowdsourcing, customer experience labs, hackathons, external partnering, nurturing of FinTech startups, and technology scanning. Some of the experiments are quickly abandoned; others evolve into digital offerings or features for customers. 


When DBS initiated its digital efforts in 2010, the company targeted first-class customer experience. As part of that effort, the company established multiple organizational units to teach most of its 22,000 people test-and-learn concepts, design thinking, and customer journey analysis. Subsequently, DBS started capturing data from sensors on customer touchpoints so that employees could analyze customer habits and needs. Leaders then articulated the specific desirable business goal of eliminating 100 million wasted customer hours, and empowered people to innovate to achieve that goal.[foot]K. Dery, I. M. Sebastian, and N. van der Meulen, “Building Business Value from the Digital Workplace,” MIT Sloan CISR Research Briefing, Vol. XVI, No. 9, September 2016, https://cisr.mit.edu/publication/2016_0901_DigitalWorkplaceBusinessValue_DerySebastianvanderMeulen.[/foot] Within a year, they had eliminated 250 million hours of customer wait time, while also cutting 1 million hours of wasted employee time. 


DBS’s digital strategy has evolved as the company has learned from its experiments. In 2014 DBS was committed to making banking “invisible;” today, the company’s vision is making banking joyful, with the branding position “Live more, Bank less.[foot]“DBS signals time has come for new kind of banking,” DBS Newsroom, May 15, 2018, on the DBS website, https://www.dbs.com/hongkong/newsroom/DBS_signals_time_has_come_for_new_kind_of_banking.[/foot]” DBS’s digital strategy initially led to simple apps that enhanced the customer experience, but by 2016, the company had introduced an entirely digital bank in India. In 2017 and 2018 it began offering car, property, and electricity marketplaces on the DBS website. 



            

          

  




          

      


      
          
            
          

      


      

    

  


        



          
  
    
      

        
          
            
          

        


       
          
            

  
  
    
              
  
                      ENGAGE WITH CUSTOMERS TO GAIN DEEP INSIGHTS 


Steve Jobs famously declared that he didn’t ask customers what they wanted because he knew better than they did. He was right: Customers couldn’t imagine an iPhone until they had one. This was true for Facebook and Groupon, too—few people can articulate a need for a concept that doesn’t exist. 


Digital companies sell solutions, often to problems people don’t think of as solvable. That is why digital companies must learn what customers do—and what they are willing and able to do differently. Sometimes seemingly great ideas don’t find buyers. That’s why customer engagement is essential to digital success. 


Successful companies identify successful digital offerings by putting a prototype in the hands of a customer early on, so they can see how the customer uses it. For example, French conglomerate Schneider Electric[foot]J. W. Ross, C. M. Beath, and K. Moloney, “Schneider Electric: Connectivity Inspires a Digital Transformation,” MIT Sloan CISR Working Paper No 417, May 2017, https://cisr.mit.edu/publication/MIT_CISRwp417_SchneiderElectricTransformation_RossBeathMoloney.[/foot] is pursuing a digital strategy of intelligent energy management solutions, built on a long history of manufacturing and selling electrical equipment. Schneider’s strategy involves leveraging public cloud services, the Internet of Things, analytics, and artificial intelligence. Its intelligent energy management solutions can solve customers’ needs for reliable, cost-effective energy. Certainly, this is a digital strategy that seems to have great potential. But does it? 


Schneider customers have entrenched habits around managing energy. Most can’t easily shift to Schneider’s new value proposition: an energy management subscription service instead of a piece of electric equipment. Buying this digital offering requires customers to engage in a very different relationship with the company. Schneider’s customers don’t think of the company as a solution provider, and the customers’ organizational processes, not to mention their politics, aren’t designed to rely on an external provider of energy management solutions. Testing what appears to be a solid digital strategy has required intensive engagements with the company’s top customers to find the intersection between what Schneider (armed with digital technologies) can do and what customers might value. 


Schneider engages with customers in two ways. First, it is training new salespeople who can provide customers with expertise on energy management and explore their needs. Second, it engages customers in the design and delivery of new offerings so that the offerings reflect what each customer can use. 



            

          

  




          

      


      
          
            
          

      


      

    

  


        



                          
  
    
      

        
          
            
          

        


       
          
            

  
  
    
              
  
                      ACT LIKE A START-UP 


Leaders in many established companies are declaring that they are going to become digital by acting more like a start-up. It’s important to recognize that acting like a start-up means allowing a few people to experiment with an idea to learn what’s possible and then testing it early on with potential customers to learn what they want. It’s about starting small (with a minimum viable product) and growing an idea as it takes hold. 


Note that acting like a start-up does not require losing money. Companies that are on a roll with their digital strategies consistently report that their solutions quickly become profitable. However, those profits are also a tiny percent of the company’s overall profits. This could be distressing to both executives under pressure to deliver quarterly results and investors demanding those results. 



            

          

  





  
  
    
              
  
                      Digital companies sell solutions, often to problems people don’t think of as solvable. That is why digital companies must learn what customers do—and what they are willing and able to do differently. 



            

          

  





  
  
    
              
  
                      Companies looking to thrive in the digital economy will need to borrow a page (or at least a sentence) from Jeff Bezos’ annual reports: “It’s all about the long term.”[foot]Jeff Bezos, CEO of Amazon, in his 1997 Letter to Shareholders that he republishes with every annual report, from the US Security Exchange Commission website archives, https://www.sec.gov/Archives/edgar/data/1018724/000119312518121161/d456916dex991.htm.[/foot] To meet short-term financial targets, most established companies must sustain their traditional value propositions; to succeed in the digital economy, they must develop a constant stream of digital offerings. They will evolve their strategies by experimenting with small offerings and learning what their customers value. Eventually, big companies will become successful digital companies because they know how to scale (their few) successful experiments. 
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                      © 2018 MIT Sloan Center for Information Systems Research, Ross, Mocker, and Beath. MIT CISR Research Briefings are published monthly to update the center's patrons and sponsors on current research projects. 


A version of this content was originally published on the MIT Sloan Management Review website on October 1, 2018 as a column by Jeanne Ross, “Let Your Digital Strategy Emerge.” MIT CISR thanks the editorial staff of MIT SMR for its support.



            

          

  




        

          

  






          
  
    
              
          
  
  
    
              
            About the Authors

      
            
                    
          
                    


  
  
    
      
                      [image: Profile picture for user jross@mit.edu]




            
    

  

  
    Jeanne W. Ross, Principal Research Scientist, MIT Sloan Center for Information Systems Research (CISR)


    

      
      

          


    
      
              
                              View Profile
        

          


    

    

  





            
      



                    
          
                    


  
  
    
      
                      [image: Profile picture for user mmocker@mit.edu]




            
    

  

  
    Martin Mocker, Research Affiliate, MIT Sloan Center for Information Systems Research (CISR)


    

      
      

          


    
      
              
                              View Profile
        

          


    

    

  





            
      



                    
          
                    


  
  
    
      
                      [image: Profile picture for user cynthia.beath@mccombs.utexas.edu]




            
    

  

  
    Cynthia M. Beath, Professor Emerita, University of Texas, Austin


    

      
      

          


    
      
              
                              View Profile
        

          


    

    

  





            
      



              

      
          

  




        

          

  






          
  
    
              
          
  

  
  
    
    
      
                  
  
                      [bookmark: consortium]MIT CENTER FOR INFORMATION SYSTEMS RESEARCH (CISR)


Founded in 1974 and grounded in MIT's tradition of combining academic knowledge and practical purpose, MIT CISR helps executives meet the challenge of leading increasingly digital and data-driven organizations. We work directly with digital leaders, executives, and boards to develop our insights. Our consortium forms a global community that comprises more than seventy-five organizations.



            

          
  
  
  

      
      MIT CISR Patrons
    
  
  
  

  
          AlixPartners


    Avanade


    Axway, Inc.


    Collibra


    IFS


    Pegasystems Inc.


    The Ogilvy Group



    

    

  
  

  
  



          
  
  
  

      
      MIT CISR Sponsors
    
  
  
  

  
          Alcon Vision


    Allstate Insurance Company


    Amcor


    ANZ Banking Group (Australia)


    AustralianSuper


    Banco Bradesco S.A. (Brazil)


    Banco do Brasil S.A.


    Bank of Queensland (Australia)


    Barclays (UK)


    BlueScope Steel (Australia)


    BNP Paribas (France)


    Bupa


    CarMax


    Caterpillar, Inc.


    Cemex (Mexico)


    Cencora


    Cochlear Limited (Australia)


    Commonwealth Superannuation Corp. (Australia)


    Cuscal Limited (Australia)


    CVS Health


    Dawn Foods


    DBS Bank Ltd. (Singapore)


    Doosan Corporation (Korea)


    Fidelity Investments


    Fomento Economico Mexicano, S.A.B., de C.V.


    Fortum (Finland)


    Genentech


    Gilbane Building Co.


    Johnson & Johnson (J&J)


    Kaiser Permanente


    King & Wood Mallesons (Australia)


    Koç Holding (Turkey)


    Mercer


    Nasdaq, Inc.


    NN Insurance Eurasia NV


    Nomura Holdings, Inc. (Japan)


    Nomura Research Institute, Ltd. Systems Consulting Division (Japan)


    Novo Nordisk A/S (Denmark)


    OCP Group


    Pacific Life Insurance Company


    Posten Bring AS (Norway)


    Principal Life Insurance Company


    QBE


    Ramsay Health Care (Australia)


    Raytheon Technologies


    Scentre Group Limited (Australia)


    Schneider Electric Industries SAS (France)


    Stockland (Australia)


    Tabcorp Holdings (Australia)


    Telstra Limited (Australia)


    Terumo Corporation (Japan)


    Tetra Pak (Sweden)


    Truist Financial Corporation


    UniSuper Management Pty Ltd (Australia)


    Uniting (Australia)


    USAA


    Webster Bank, N.A.


    Westpac Banking Corporation (Australia)


    WestRock Company


    Wolters Kluwer


    Xenco Medical


    Zoetis Services LLC


    


    



    

    

  
  

  
  



          
  
                      MIT CISR Associate Members


MIT CISR wishes to thank all of our associate members for their support and contributions.



            

              

    

  


        

          

  



  




          

  




  


    


    
    
  

  
  
    
      
        
  
    
  
    
              Find Us
Center for Information Systems Research
Massachusetts Institute of Technology
Sloan School of Management
245 First Street, E94-15th Floor
Cambridge, MA 02142
Directions


          

  




  
    
  
    
              cisr@mit.edu
617-253-2348


          

  




  
    
  
    
              



  
  
    
      MIT CISR's MissionExpand


      
        MIT CISR helps executives meet the challenge of leading increasingly digital and data-driven organizations. We provide insights on how organizations effectively realize value from approaches such as digital business transformation, data monetization, business ecosystems, and the digital workplace. Founded in 1974 and grounded in MIT’s tradition of combining academic knowledge and practical purpose, we work directly with digital leaders, executives, and boards to develop our insights. Our consortium forms a global community that comprises more than seventy-five organizations.



      


      
        Log In / Sign Up for MIT CISR
      


    

  




          

  




      

    

  


      
        
    
      
        
  
    
  
    
              [image: Massachusetts Institute of Technology][image: MIT Sloan School of Management]
          

  




  
    
  
    
                    
      
    
        
      
    
        
      
    
        
      
    
        
      
    
        
      
    
  
          

  




            
  Footer Menu

  

        
              	
        About MIT CISR
              
	
        Privacy Statement
              
	
        Accessibility
              


  


  

  
    
  
    
              Back
to top
          

  




      

    

  


    
  
  	
    	
			

			
    			
        			
        			Close
    			
				
					
						
					

				

			


			
    			
        			
        			Close
    			
				
					
					

				

			

		

	





  


    
    


  