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Praise for Platform Strategy

‘Ojanperd and Vuori’s Platform Strategy is a unique book. It combines
Ojanperid’s hands-on experience of a senior executive grappling with the
opportunities and threats of platform dynamics and Vuori’s path-breaking
work on the impact of affect and emotions on senior team action. As a
result, Platform Strategy is an amazingly helpful book linking platforms and
Al to an incumbent firm’s shift in strategy and, in turn, organizational trans-
formation. The uniqueness of this book is that it provides research-based
and experience-based insights to help senior executives both think and feel
their way through platform strategies. This book belongs on leaders’ desks
as well as academics’ desks.’ MICHAEL TUSHMAN, PROFESSOR, HARVARD
BUSINESS SCHOOL AND AUTHOR OF LEAD AND DISRUPT, WINNING THROUGH
INNOVATION AND NAVIGATING CHANGE: HOW CEOS, TOP TEAMS, AND BOARDS STEER
TRANSFORMATION

‘Creating a platform business and adopting Al are fundamental challenges
for many organizations today. Ojanpera and Vuori build on their senior
executive experience and top-tier research to provide a step-by-step guide
for transforming your business. You learn how to manage both the hard
business challenges and the softer human forces that determine whether you
will succeed or fail’” LAURA HUANG, PROFESSOR, HARVARD BUSINESS SCHOOL
AND AUTHOR OF EDGE: TURNING ADVERSITY INTO ADVANTAGE

‘This book provides a comprehensive and cutting edge set of insights on
how to succeed in deploying value-creating platforms, relying on state-of-
the-art technologies such as Al and machine learning. It provides many
practical step-by-step frameworks for executives to plan their implementa-
tion of platform-based offerings. One of the book’s more distinctive values
is that it combines both hard and soft considerations. The authors provide
many useful insights related to hard aspects such as strategies, organiza-
tional structures and systems, and software technologies such as application
programming interfaces (APIs). And they deftly combine these hard aspects
with soft behavioural factors such as emotional energy, human creative
thinking and responsible control over AL’ QUY HUY, PROFESSOR OF STRATEGY,
INSEAD



‘Platform business models together with Al create a new competitive advan-
tage and superior value for customers. A clear and practical guide on how
to build an Intelligent Platform with your team and external stakeholders.
HENRIK EHRNROOTH, CEO, KONE

‘This book provides hands-on guidance on how platform strategies,
combined with the forces of data and Al, will create a competitive edge for
companies regardless of industry. The authors’ combination of research and
in-depth experience provides leaders with the sense of urgency needed to be
a winner in the future. Regardless of sector, companies will need the confi-
dence to cooperate in smart and open eco-systems and thereby create greater
outcomes together with partners. I especially appreciated the human-centric
view on leadership and organizational impact to simplify governance and
speed up the transformation for the benefits of customers, employees and
society at large. Read it!” LUNDSTEDT MARTIN, CEO, VOLVO GROUP

‘Al and platforms are common denominators for winning strategies in the
future. Ojanperd and Vuori show how you can transform your business
with lessons learned from the best companies in the world.” JOHN LINDFORS,
MANAGING PARTNER, DST GLOBAL

‘As C-Level executives or non-executive directors of technology companies,
we all strive to stay current with the technologies that underpin the power
and appeal of platforms and Al The bigger challenge however is to distill
this down to a set of practical priorities that are executable and scalable
across distributed workforces. The authors explain in a practical way how
to get started with building an intelligent platform to transform your busi-
ness. But even more importantly, you will learn what you can do as a leader
to drive change and help your team, colleagues, and external stakeholders
succeed in an ever-increasing competitive world.” RICK SIMONSON, MANAGING
PARTNER, SPECIE MESA LLC AND FORMER CFO, SABRE CORPORATION AND NOKIA

‘This book brilliantly ties together the essential components needed for
transforming your business using Al, platform thinking, and human creativ-
ity.’ MARTEN MICKOS, CEO, HACKER ONE, FORMER CEO, MYSQL AND SENIOR VICE
PRESIDENT, HP AND SUN MICROSYSTEM

‘To build a successful platform and business takes actions in the right
sequence to truly benefit and delight your customers and business partners.



The seven steps Ojanperd and Vuori outline provide a travel guide for
this journey. Starting with energy, create value with focus, and ultimately
multiply the benefits by creating the unexpected.” CHRISTIAN VON REVENTLOW,
CTO OF MYREPUBLIC AND FORMER CHIEF PRODUCT OFFICER, TELSTRA AND DEUTSCHE
TELEKOM

‘Al and platforms drive digital transformation touching every industry
segment. Opportunities to disrupt or be disrupted abound. In between the
two extremes, components for sustainable competitive advantages are
available for the fastest movers. Platform Strategy provides a straightfor-
ward seven-step program on how executives build and execute a strategy
for the AI and platform era. Its unique approach builds on extensive
research, numerous case studies, and practical guidance — a must-read book
for leaders.” RISTO SIILASMAA, CHAIRMAN, F-SECURE CORPORATION AND FORMER
CHAIRMAN, NOKIA

‘A lot has changed. Everything from how we shop, socialize, and work
and platforms are starting to work. Accelerated by the pandemic, those
platforms thrive. One could even say it is the only way forward. Platform
Strategy explains and showcases how digitalization and platforms are begin-
ning to change how customers and companies engage. Platforms are creating
new business opportunities for improving marketing, customer relationship
management, and business strategy. Companies in many traditional indus-
tries are already taking steps to transcend industry boundaries and become
intelligent platforms.

‘As a tech founder myself, I enjoyed reading the wisdom and learned
from the endless amounts of cases in Platform Strategy. Professor Timo O.
Vuori and Dr Tero Ojanperi write in such a clear, inspirational, and action-
oriented way that even the busiest founder and executive will find the book
inspirational and helpful as a strategic tool.” SOULAIMA GOURANI, CEO AND
CO-FOUNDER, HAPPIOH AND YOUNG GLOBAL LEADER, WORLD ECONOMIC FORUM

‘Tero Ojanperd has been a thought leader in the Al space for many years
and has always been a visionary leader and mentor. When we worked
together at Nokia, he inspired me with his insights and emotional intelli-
gence. He has since taken on many projects including launching Silo Al and
becoming a researcher at several universities in Finland. Ojanperd and
Vuori’s book will inspire many senior executives to navigate organizational
transformation effectively in the context of this new journey of platforms



and AL I couldn’t be prouder of my former boss for this transformation
piece of research. L1Z SCHIMEL, FORMER HEAD OF BUSINESS, APPLE NEWS+,
PRESIDENT, CONDE NAST INTERNATIONAL AND CHIEF DIGITAL OFFICER, MEREDITH
CORPORATION

‘Even the best companies need to renew themselves. The luxury industry is
about connecting physical and digital with new business models to create
customer value. One needs to move from product push to fulfilling customer
needs and inspiring dreams and emotions throughout life. Platform Strategy
provides a comprehensive but straightforward programme to start the
digital transformation, including the necessary mindset change.” GEORGES
KERN, CEO, BREITLING
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Foreword

Platforms uniquely suited for a digital world

Digital platforms — or intelligent platforms as the authors call them in the
book — are increasingly seen as path-breaking, perhaps even revolutionary
new forms of organizing trading activities. The recognition of intelligent
platforms having such potential is rather recent. When Apple launched its
App Store in 2008, it was a low-key event compared to the launch of the
iPhone. Few saw the potential of the App Store as a crucial complement to
the iPhone. Walter Isaacson (2011), in his biography of Steve Jobs, reports
that Jobs didn’t want the App Store to be open to third-party developers,
because he feared the loss of quality control. Pressure from the developer
community eventually led him to take the risk.

Around the same time platform-native businesses began to emerge.
Airbnb started in 2008 in San Francisco to meet the high demand of over-
night rooms during large conferences. Today Airbnb is a world-wide
corporation with a market cap that exceeds Marriott’s and Hilton’s
combined. At the time of writing, there are thousands of platform busi-
nesses around the world. The US and China have been leading the way. Of
the top ten most valuable companies on March 31 2021, eight are platform
businesses: six from the US (Apple, Amazon, Facebook, Google, Microsoft,
Tesla) and two from China (Ant Group, Tencent). Their aggregate market
capitalization was US $10.48 trillion. Note that I count Tesla as a platform
on wheels, which it is.

If one looks at the 100 most valuable unicorns in April 2021, close to
70 per cent of them are platform businesses and the platform momentum
has increased since. Platform businesses continue to spread, threatening
traditional businesses in many industries, directly and indirectly.

Much of the initial activity has been consumer oriented (B2C), but busi-
ness-to-business (B2B) is expected to be the next big wave. All sectors will
be affected, though there are obviously differences in the way businesses
will respond. The boundaries between sectors will become blurred as merg-
ers will increasingly be driven by expanding ecosystems where access to
data often plays a bigger role than traditional connections. No business can
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FOREWORD

feel indifferent about the on-coming reorganization. Every business should
acquire an understanding of how platforms work and why they have been
so successful in growing their business and achieving such high valuations.

Scalability and network effects

What are the drivers behind platform economics? Why have they taken over
the top spots in market cap in such a short time?

Platforms create value by connecting buyers and sellers. That’s what
marketplaces have been doing for centuries as well as, in more recent times,
shopping centres and stock markets, for instance. The scale of these plat-
forms is limited by physical distance and other transaction costs.
Intermediaries have bridged valuable gaps, but often at substantial cost.

Digital platforms can connect buyers and sellers at a much lower cost
than traditional platforms or intermediaries. The business opportunities lie
in eliminating frictions and eliminating intermediaries. The enablers are a
confluence of digital technologies that complement each other.

Cloud computing, artificial intelligence, machine learning, blockchain
and sensor technologies all contribute to safer and cheaper forms of trans-
acting. The low cost of collecting, storing, processing and distributing digital
information over the internet or ‘in the cloud” have made digital platforms
highly scalable. It is the scalability, especially in the B2C market, that has
seen the market values of the most successful companies skyrocket. Another
key driver is the network effects inherent to digital platforms. The more
customers on a platform, the more valuable the platform is for new custom-
ers. Having reached a critical mass, a platform will keep growing at an
increasing rate, often shutting out potential competitors. And the more
users a platform has, the more data it generates.

Data is valuable for several reasons. It trains Al to become smarter,
improving the accuracy of the prediction models. And it provides informa-
tion that can be used to suggest individualized products and services or
better buyer—seller matches. Data-based lending has given large populations
in China, India and other parts of Asia access to credit. Information has
become the new collateral, especially in poor regions where people have no
registered wealth. Digital monitoring has also dramatically lowered the rate
of fraud. This is another example of how digital technologies have reduced
information costs and eliminated intermediaries.
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Data is also driving the growth of ecosystems. Mergers across traditional
lines of business are becoming increasingly common. The value of logistics
firms has increased, because of the desirability of the data they possess
rather than their transportation services. Understanding the increasing role
of data and platforms is critical for foreseeing opportunities and risks in
one’s own markets.

The inverted firm

Platform Strategy focuses on how established businesses can embrace
digital platforms and take advantage of the opportunities they present. The
book offers lessons from a wealth of illustrative examples supported by the
authors’ extensive personal experiences and scholarly analyses. Everything
written aims at helping executives and their companies find ways to adapt,
stay relevant and grow with the help of platforms.

To become a platform business will require a big change in mindset — a
new way of thinking strategically. Value is no longer captured by fostering
long-term competitive advantages that rely on ownership of valuable assets
and proprietary methods of production. Open interfaces give partners and
customers access to company information and resources driving innovation
and more value for the platform. This is done through APIs — Application
Programming Interfaces — which provide algorithms for accessing data and
tools to build third-party programs on top of the platform. The authors call
the APIs ‘algorithmic handshakes’. The APIs are gatekeepers that replace
traditional intermediaries. Once written, the marginal cost of using APIs is
minimal, because there is no human involvement.

When Amazon opened up its trading platform to third-party vendors
in 2006 its sales exploded; today, third-party sales exceed Amazon’s own.
A few years later, Amazon did the same with its massively profitable cloud
service, which today has 30 per cent of the share of the market (Srgresearch,
2021).

The payoffs from giving outsiders open access to platforms are many.
Partners, old and new, will feel empowered and incentivized to come up
with new opportunities and solutions. Amazon takes a share of the revenue,
just like Apple does with the AppStore. Software-as-a-Service (SaaS) is
a rapidly growing business model with great economic benefits. There will
be less idle capacity and no need to distribute individual programs to
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FOREWORD

customers. Platform owners get a steady income stream with lower invest-
ments in assets (though running cloud computers is expensive). And they get
a share of the proceeds from an innovation system that they could never
replicate within the company — again, without direct investments.

It takes courage and skill to run open platforms. The main strategic levers
are still in the hands of the platform owner, who designs (or selects pre-
designed) APIs to be used on the platform. Still, there is not the same control
over what kind of applications are built through the interface. Another
constraint comes from the need to consider the effects changes to APIs have
on network partners.

It is generally understood that ownership of assets gives firms the ability
to coordinate activities more effectively. Markets transactions provide
strong incentives, but ones that are biased towards own benefits. Cooperation
is enhanced by bringing more assets under the same roof. Digital platforms
offer a third option when evaluating the trade-off between cooperation and
initiative, which lies somewhere between make and buy. Designing the play-
ing field through APIs and orchestrating the game of cooperation are one of
the challenges with a platform strategy.

A future without boundaries?

Platforms blur the boundaries of corporations as well as their lines of busi-
ness. In 2002, Jeff Bezos issued his famous ‘API mandate’; quoting from the
book it began by stating that ‘all teams will henceforth expose their data
and functionality through service interfaces’ (Kramer 2011). This made the
internal workings of Amazon hugely more transparent. It required courage
to open up the company to outsiders in such a revealing manner and showed
Bezos’ ability to foresee and control the future path of the platform busi-
ness. The mandate was especially valuable for Amazon’s cloud computing
division AWS, which contributed around 60 per cent of Amazon’s operating
income in 2021. It integrated Amazon’s internal and external interfaces,
eliminating boundaries.

Haier, the world’s largest white-ware company, has used a business model
with even lesser distinction between inside and outside. Teams are formed
as orders arrive, each bidding for the right to fulfill the order. Outsiders are
free to come and bid as well. Outsiders can even lead teams consisting of
Haier employees. Though Haier is a staple in business school curricula, the

XVi



FOREWORD

model has not spread (unlike Amazon’s opening). Haier does have European
and American units in which parts of the system are in place, but norms and
legal rules have prevented full-scale adoption.

With these futuristic remarks, I’'m suggesting that we are only seeing the
beginnings of new, radically different, more open business models and forms
of organization. Digital technologies have not eliminated the basic incentive
and coordination problems that have defined boundaries in the past, but the
trade-offs have changed in favour of more openness it appears.

Platform Strategy provides detailed, insightful advice for business execu-
tives on how to transform a company into an intelligent platform. The book
combines deep business experience with concrete cases and cutting-edge,
top quality academic research. It makes a convincing case for the value of
platforms, underlining the importance of having a focused strategy that
pays attention not just to technological solutions and analytical calcula-
tions, but equally to the human side of transitions. I’'m confident that reading
this book will mark the beginning of a transformational journey for many
organizations.

Bengt Holmstrom
Nobel Laureate in Economic Sciences, 2016
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Preface

e wrote this book to help leaders lead and act on the disruption caused
by platforms and artificial intelligence (AlI).

There were many descriptive books on the platform economy and artifi-
cial intelligence. However, they did not provide clear enough guidance on
transforming your current business into an intelligent platform or creating
one from scratch. A straightforward recipe of how to get started and how
to lead transformation was missing. That’s what we wanted to address with
the Platform Strategy book.

Our experiences and research had taught us that you cannot transform
your business into an intelligent platform by changing it overnight. If you
are too eager to copy everything that the successful ones do today, you will
push too much too fast. Your platform strategy will fail to pace your actions
effectively.

Tero’s Nokia career was deeply embedded with platforms. Nokia’s rise
and fall is a story of platforms. After leaving Nokia in 2011, Tero focused
on startup and investments, which helped him understand how businesses
emerge. He also serves as a member of board of directors of listed and non-
listed companies and has seen how boards struggle to address disruptive
business models. In 2017, he co-founded Silo Al an Al company that helps
its clients transform business with Al

Timo’s research focuses on the human side of strategy making and inno-
vation processes. He has conducted extensive case studies on Nokia and
other major companies facing the digital and platform revolution since
2006. Through his work, he has learned how and why companies fail to
transform and lead the change. He has also learned what successful compa-
nies do differently. He has refined these lessons in practice through executive
education and strategy consulting since 2015. He has trained dozens of
CEOs and helped several large companies develop new strategies and
implement them.

Our paths collided in 2013 when on his research, Timo interviewed
Nokia’s former CEO Olli-Pekka Kallasvuo, who advised him to also talk to
Tero. That interview seeded our collaboration. We met again in 2016, after
the doctoral defense of Timo Ritakallio, the Group Executive Chairman of
Finland’s largest financial group, the OP Group and Timo’s student. As we
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PREFACE

spoke, we realized the need to develop a better understanding of how to
lead platform companies. That discussion kick-started our collaboration.

Platform Strategy brings together years of research, practical experiences
and human insights on disruptive business models driven by Al and
platforms. We hope Platform Strategy will help you as a business leader take
the first step or accelerate your company transformation with Al, platforms
and human intelligence.
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Introduction

Intelligent platforms are winning

I t was early 2010. Nokia was the market leader in mobile phones with a
global market share of over 30 per cent. A meeting between Steve Jobs
and Nokia’s CEO Olli-Pekka Kallasvuo had just taken place. Olli-Pekka,
then Tero’s boss, was shocked. He was mulling the words of Jobs in his
mind. Jobs had said, ‘I should not tell this to my competitors. But you are
not my competitor, so I can tell you.” Reacting to Olli-Pekka’s confusion, he
had continued, “You [Nokia] are not a platform. There is only one platform
company other than Apple, namely Microsoft’ (Siilasmaa, 2018).

But Nokia’s not being a platform wasn’t down to a lack of trying. At the
time, Tero was in charge of building Nokia’s services platform, Ovi. It was
a diverse portfolio of services: music, photo sharing, social networks, video
and TV. Nokia had acquired almost all of them. And these services were
supposed to work over three operating systems: S40 for basic phones,
Symbian for smartphones and Linux-based Meego for high-end smart-
phones. As we know now, Nokia didn’t succeed with smartphones. Although
it managed to create some iconic phones like the N95 in 2008, it never
developed a platform and a significant ecosystem.

Nokia had forgotten what made it the number one player in the world of
phones — focus. In the early 1990s, under Jorma Ollila’s leadership, Nokia
moved from a conglomerate to a focused company. It shed various business
such as forest-related products, TVs, computers, chemicals, cables and car
tyres. The only thing Nokia kept was the mobile communications business.
The dream team Jorma led, including Olli-Pekka (then CFO), focused on
the emerging mobile phone business. It built one of the most influential
brands in the world. But, it didn’t last the next wave of innovation in smart-
phones and platforms.



PLATFORM STRATEGY

You don’t build a platform by bolting many acquisitions together.
Platforms evolve over time, step by step. You make a platform by having
focus. Do one thing exceptionally well and then expand. And design your
business and technical architecture for the expansion. Apple did it with the
iPhone in 2007, with only one model but with a platform that others could
innovate on. Similar to Apple, Tesla launched only one model, the model S,
in 2016. Both had an architecture designed to evolve as a platform. Thus,
Apple created the apps phenomena. And Tesla popularized self-driving cars.

But Apple is no longer a smartphone platform company. Over the years,
it has evolved. It has leveraged its capabilities into new verticals, such as
health and wellness, services with Apple One and vehicles, with the upcom-
ing Apple car. Similarly, Tesla has entered the energy business in addition to
the car business. Winners of the platform economy such as Amazon, Alibaba,
Facebook and Tesla are transcending industry boundaries in that they are
going beyond their industry segments. They capitalize on broader eco-
systems, such as health and energy, that strengthen their offering and
expand their commercial opportunities. With this book, you can learn to
do the same.

These companies have become what we call intelligent platforms.
Intelligent platforms generate network effects, have a learning loop powered
by artificial intelligence (Al) and leverage human intelligence for unexpected
leaps expanding their offering.

Now, you might think that this is only possible for the big and mighty.
However, the lessons from companies that have transformed into intelligent
platforms contain crucial elements for companies of many sizes. These
include large industry incumbents seeking to retain their dominance and
grow via platforms, and digitally native start-ups seeking to challenge the
status quo and radically transform their industries.

A new approach to strategy

Companies in various traditional industries are already taking steps to
transcend industry boundaries and become intelligent platforms. Consider
freight forwarder Flexport, a company that is simplifying the archaic global
logistics business. It achieves this by providing smart logistics solutions
and expanding to non-traditional services such as trade advisory and
financing.
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The world’s second-largest elevator company KONE focused on customer
needs by understanding urbanization. For example, it developed a super-
light elevator rope, KONE UltraRope, enabling elevators to travel to heights
up to 1,000 metres (KONE, 2019). It also created the world’s first digitally
connected elevator series. But to expand beyond selling elevators and esca-
lators, it needed an ecosystem of partners. KONE spent years exploring how
to work with partners. Eventually, its head of partnerships decided to launch
a platform for smart buildings. He engaged with the rest of the organization
to win them over. Now KONE is connecting partners in intelligent ways to
provide ever-smoother people flows. These flows bring in elements, such as
robot minibars, that traditionally had nothing to do with elevators. They
started with focus, refined their offering, made improvements and only then
did they expand in creative and intelligent ways.

The number of companies that have already realized the power of intel-
ligent platforms is snowballing. One of them is Lanxess, a German US $11
billion chemical company whose CEO and chief digital officer launched a
platform, Chemodis. It is a business-to-business (B2B) marketplace that
connects supply and demand to disrupt the chemical industry. Another
example is John Deere, an agricultural manufacturing company. Ten years
ago, its leaders saw an opportunity to foster innovation by working with
partners. It connected its tractors and other equipment to a central digital
cloud and opened the platform for partners. Through these moves, they not
only avoided slow death but placed themselves in the driver’s seat, creating
new industries and tremendous growth.

For intelligent platforms, the use of data and Al to continuously improve
their offering is central. For more than a century, Thomson Reuters has been
collecting massive amounts of proprietary data. Essential insight for its
business leaders was that the question was not “‘What can Al do?’ but “What
problems can Al solve?” (Thomson Reuters, 2020). It focused on how to
help legal professionals. For this, Thomson Reuters trained its legal service
Westlaw Edge with proprietary data. With an Al-based learning loop, every
customer query further improves the system. In this way, they are continu-
ally learning more, thus improving their service and engaging more
customers. And more customers mean more data and further accelerated
learning.

The traditional way of doing strategy suggests firms should focus on a
specific industry, select an optimal position and develop capabilities that
suit that position. Diversification to unrelated industries has been seen as a
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hubristic mistake; true leadership results from a vision that aligns firm
actions toward a specific goal. Even those approaches that emphasize
strategic agility tend to consider it from a narrow perspective. The thinking
goes that firms should be agile within their current industry, rapidly devel-
oping their products and taking various kinds of competitive actions.
Instead of opening up executives’ thinking and leveraging the platform
era’s new possibilities, they amplify their myopic attention to the present
industry and traditional ways of conducting business.

In contrast, we argue that a new way of doing strategy has emerged. The
leading firms no longer define themselves in terms of traditional industry
boundaries. Instead, they actively seek to transcend the boundaries and
create synergistic value across industries. They can do this because platform
business models and Al tools enable them to combine traditionally incom-
patible activities. But this ability is not based on technology alone — their
leaders need the human qualities of creative insight to see the opportunities
and courage to take action.

For example, Ant Financial, a spin-out from Alibaba, established a strong
foundation in one vertical, financial services, with its Alipay payment plat-
form (Ojanperd and Vuori, 2020). After that, it started to build a ‘one-stop
digital lifestyle platform’ that connects 40 million service providers, includ-
ing grocery-delivery companies, hotels and transportation companies
(Alipay, 2020).

Although business leaders of established companies recognize new tech-
nologies’ possibilities, they have difficulties applying them in their current
business. As a result, they get paralysed and overwhelmed by industry news
and demands of change from the board and employees. We help you avoid
this trap. We tell you concretely what you need to do and in which order
you need to do those things.

The elements of an industry-transcending platform strategy

To transcend industry boundaries, your firm needs to have three crucial
elements in place and think of your strategy as a sequence of steps over
time. The three factors are: 1) network effects via a platform approach, 2)
Al-enabled learning loop and 3) the active use of human intelligence, insight
and creativity. The chapters of this book describe the seven steps through
which you can build the three crucial elements for your business, but first,
let’s look at each of these three factors in more detail.
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Network effects via a platform approach

The first element consists of a platform approach that generates network
effects. Platforms enable multiple other parties to create value by combining
their efforts and facilitating interaction. The value of a platform grows as
the number of users, interactions and platform use increases, thus creating
a network effect.

Having only a single telephone in the world would be pointless. Having
two phones would enable two people to communicate. Having thousands
of phones allows millions of connections between people. It makes the
phone far more valuable for each phone owner. This is a direct network
effect. Another example of a direct network effect is Amazon marketplace
customer reviews and recommendations. The more users, the more reviews
and recommendations, and thus value to other Amazon users.

In indirect network effects, the value of one group of users grows as the
number of users in the other group grows. For example, iPhone developers
and customers create indirect network effects. The more there are of each,
the more they benefit. The more developers, the larger the variety of apps
available and, hence, the more value for the customer. And the more
potential customers there are, the higher expected sales for an application
developer, and the more revenue the platform can provide for them.

John Deere connects multiple agriculture parties, including machines,
farmers, farm management systems and application developers. Each new
party strengthens the indirect network effect. As a result, machines produce
more data that application developers can use. More farm management
systems connected to the platform increase its attractiveness to farmers.
And the more applications there are, the better for farmers who use the
platform to optimize their farming activity.

Due to their inherent nature, network effects generate long-lasting bene-
fits. The platform gets better over time, making it even more attractive for
new customers and other platform stakeholders to join. Furthermore, due
to network effects, it becomes evermore difficult for people to leave the
platform. They are unlikely to get matching benefits from less developed
platforms.

In addition to benefitting from network effects, a platform model enables
companies to assemble new capabilities rapidly. This is crucial when they
are seeking to expand their offering or transcend industry boundaries.
Instead of developing a new ability organically or through an acquisition,
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a platform model allows the company to offer third-party services to their
customer via the platform.

An application programming interface (API) is a mechanism to connect
new applications to the platform. From the customers’ point of view, it
looks like the platform has the capability, and hence they choose to buy it
from the platform. Just like it feels that iPhone has all the great functionali-
ties that third-party application developers provide. Or how John Deere,
instead of just selling machines, also offers applications using data from
them to increase farmers’ productivity. Hence, a platform approach takes
innovation to an entirely different level than what any company operating
in a single industry can reach.

Al-enabled learning loop

Intelligent Platforms have an Al-powered learning loop that rapidly
improves their value creation and efficiency in new domains. Once they
have entered the industry, they ‘run’ faster than the incumbents or other
entrants and quickly provide more value than others.

Al-enabled learning loops consist of cycles of action, data analysis
and revision of actions. In each step, various data about the action and
its outcomes are measured. Multiple actions and their outcomes are also
compared to one another. In this way, you can determine which qualities of
actions lead to better results. Hence, in the next round, you can add those
qualities to all actions and perform better. Furthermore, you can intention-
ally experiment with various alternative measures and keep those that
improve performance while ditching the others. As you repeat this cycle,
again and again, your performance improves steadily, and you cumulate
superior ability to perform the focal task.

While the learning loop is similar to natural human learning, there is one
crucial difference: the speed and experience cumulation. A single human can
reflect on their own actions and outcomes and, perhaps, on those of a few
colleagues. This produces some learning. But an Al system can accurately
record and systematically reflect on the actions and outcomes of thousands
or millions of people, enabling a totally different magnitude of learning.

Furthermore, humans have difficulties in admitting their mistakes and
accepting that their initial ideas were wrong. In contrast, Al has no such
problems. Hence, Al not only learns more and faster, but it also learns more
accurately. It is free from ego-defences and other psychological hindrances
to learning.
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Human intelligence, insight and creativity

Third, intelligent platforms leverage human intelligence, creativity and
courage to make unexpected leaps expanding their offering scope. They are
not bound by traditional industry or product-specific identities. Instead,
they see synergistic opportunities across distant sectors and are not afraid to
act on those opportunities. Effectively, they bring remote industries together
by building a technology-enabled ‘wormhole’ between the industries that
others could not even imagine.

Human insight and creativity are needed because Al, despite all of its
virtues, still isn’t very creative. Amazon would never have moved from sell-
ing books to selling other items and cloud services by using Al to optimize
its book sales. Apple would never have moved from making computers to
making iPods and iPhones by using Al to analyse which kinds of computers
people like. Fundamentally, category-breaking strategic moves require
human creativity. Al is good within boundaries, but to transcend industry
boundaries, you need human insight.

To use human insight and creativity productively in your organization,
you need to manage your organization’s psychology. People’s insights come
from their brains, and various organizational factors influence their brains.
You need to understand how your people think and feel and why they think
and feel the way they do. Then you can change the factors that activate
counter-productive behaviours and add factors that stimulate their intelli-
gence, insight and creativity.

Seven steps for building an industry-transcending platform strategy

Creating a strategy to transcend your industry requires you to manage
three interdependent dynamics: 1) creating network effects, 2) adopting Al
and 3) developing human creativity and courage to leap to new domains. As
fear can paralyse your firm from adopting the new technology and revising
its business model, you need to start by turning fear into energy. However,
this energy provides valuable results only if you make the right technology
and business model choices. Again, those choices only enable you to con-
tinue the transformation if you find the courage and creativity to transcend
industry boundaries.

Hence, you need an approach that helps you synchronize and synergize
between Al network effects and psychology over time to enable radical
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transformation. We provide such an approach in seven steps based on
research and case studies on how platform economy winners have devel-
oped their business over time. The figure below outlines these steps.

FIGURE 0.1 Seven steps to become an intelligent platform
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Tesla illustrates these steps well. As other auto manufacturers held back due
to fear of new technology, Elon Musk turned the fear of the unknown into
energy and a powerful force of change. With superchargers, Tesla removed
friction from charging your electric vehicle. Tesla started with a well-focused
approach of one luxury car for environmentally conscious customers to
build momentum. Its autonomous driving was not perfect, but due to the
learning loop, it develops faster than the competition.

Tesla has also started to open up its platform for third-party applications.
This enables algorithmic handshakes via application programme interfaces
(APIs) that allow computer programmes to communicate directly between
them. And Tesla creates the unexpected by leveraging its battery, analytics
and design capabilities by expanding into home energy storage systems.
Boosting its effectiveness and reaching the full potential of platforms and
Al, Tesla is increasingly organizing its activities around Al. It employs Al to
replace formal hierarchy for managing and coordinating various operations.

Chapter 1 describes how you need to turn fear into energy. Becoming an
intelligent platform changes your organization in radical ways. This triggers
fear in many people — among your executive team, employees and potential
partner firms. As a result, their worries can cause inertia and prevent your
transformation. To turn these fears into energy, you need to make conscious
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structural and processual choices and apply several psychological tech-
niques. Building on our practical experience and latest top-tier research
(Vuori and Huy, 2016a, 2016b, 2018), we describe these choices and tech-
niques in a practical way.

Chapter 2 shows how removing friction from your operations and simpli-
fying things for your customers builds a strong foundation for your platform.
Platform business models are effective because they combine multiple actors
to work together. This is meaningful only if it happens without friction.
Friction results from transaction cost. In this chapter, you learn how you
can minimize the three fundamental transaction costs: search and effort
costs, uncertainty and anxiety costs, and opportunism-related costs. Our
chapter shows how to increase trust and controls in your platform in clever
ways, such as rating systems, without overly complicating the platform use.

Chapter 3 tells you you need to focus your actions to create fans. Having
identified businesses or processes from which to remove friction, you are
ready to launch a spearhead that will engage more people and start expand-
ing your platform. The initial, narrow focus on a spearhead allows you to
do one thing exceptionally well — like iPhone and Tesla with one product
only. This engages the customers and keeps them committed, contributing
to the build-up of network effects. You learn how to identify a lucrative
focus area and take initial actions.

Furthermore, once companies have found their focus, they refine their
offering and build an engaged community. You learn various practices by
which you can steadily and continuously improve your focus area. As a final
element, you gain knowledge of how to build a community through multi-
ple methods, such as by enabling communication between your platform
stakeholders. The engaged community strengthens network effects and
provides valuable insights for you for further improving your platform.

Chapter 4 helps you discover how an Al-enabled learning loop enables
you to improve the focused offering and engagement extremely fast and
effectively. An Al-enabled learning loop is a systematic approach for collect-
ing and analysing data from your actions to improve those actions. The
improvements can relate to cost-efficiency, product or service quality,
customer engagement and various other desirable outcomes. To reach mean-
ingful enhancements, you need to start with business goals. It is too easy to
envision various Al applications and get lost in meaningless data and
reports. But when you define business goals, your Al efforts directly improve
your platform. You also learn how to produce relevant data to enable Al use
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and various practices to maximize continuous learning from the data. This
chapter shows particularly compelling examples from Tesla, Uber and Orica
(an explosive provider) on each aspect of building a learning loop.

Chapter § starts opening up the game — it discusses how you can use an
algorithmic handshake to involve more actors in your platform. New actors
can include new customers, third-party service providers and various types
of suppliers. They are incredibly willing to join your platform. This is due to
the excitement you have created by your focused offering, which you have
radically improved via an Al-enabled learning loop. An algorithmic hand-
shake enables companies to join your platform smoothly by allowing direct
communication and contracting between computers without human
involvement. Technically, it happens through application programming
interfaces (APIs). You learn how to define business goals for API and how to
develop APIs as a product. You will also master a lifecycle view to APIs,
which is essential for your platform’s long-term evolution.

Chapter 6 takes you to the creative side. So far, you have created a focused
offering and improved it via an Al-enabled learning loop and third parties
through algorithmic handshakes. Next, we will show you how to create the
unexpected. You can take radical leaps from your prevailing industry. These
are unforeseen moves because, from a traditional business perspective, such
diversification makes no sense. However, platforms and Al enable you to
effectively and synergistically combine activities in distant industries in
value-adding ways. You learn three specific approaches for developing radi-
cal insights that become your unexpected moves. We have created these
approaches by applying the latest research on strategic management and
creativity in various companies. This allows us to describe practically and
concretely how you can use these practices in your organization.

Chapter 7 shifts the focus from what new offering you should provide
for the markets to how you can most effectively deliver what you have
promised by organizing around Al. The central idea you will remember
for the rest of your career is that you should replace formal hierarchy with
Al-enabled coordination whenever possible. You will also learn how to
work with Al You will start by familiarizing yourself with Al and using Al
as an additional adviser. Eventually, you will learn to trust the Al and let it
autonomously analyse and implement the best decisions. We will also show
you how to get rid of physical restrictions in development with digital twins.

These seven steps will change your mindset, and you will start to think
differently about how to create value and expand your business.

10
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Turn fear into energy

ecoming an intelligent platform might seem like a technological chal-

lenge. Our research shows that it is also a psychological one, which is
steeped in irrational fear. Intelligent platforms challenge many of your busi-
ness’s underlying assumptions, including ways of working that organizations
have honed for years that may need to change.

For example, the smartphone business transformed into a platform busi-
ness after the introduction of the iPhone. Instead of offering alternative
phone models with only pre-defined software applications, Apple enabled
customers to download third-party applications via the App Store. These
applications revolutionized how people used their phones.

Nokia was the industry’s titan at the time, and its leaders had to rethink
the idea of a phone. The company had succeeded by producing dozens of
different models of phones. In contrast, the platform model would have
required it to reduce the number of models. Its operating system’s quality
also required a quantum change to make it easier for third parties to develop
applications for Nokia phones. This was crucial as third-party application
developers drove the network effect. As a result, Nokia’s board and top
management team experienced severe discomfort and fear (Vuori and Huy,
2016a). And as we know it now, Nokia was late to the smartphone game.

And yet, fear does not need to slow you down. Instead, you can use this
very fear to your advantage. Fear is among the strongest human emotions.
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Once you channel its energy for growth and expansion, your organization
becomes unstoppable.

Electric vehicles, the cloud and self-driving cars have created havoc in the
automotive industry. New entrants such as Tesla, like Apple when it intro-
duced the iPhone, play the platform game. Volkswagen wants to avoid
Nokia’s fate, and its CEO Herbert Diess has recognized the threat of being
unseated: “The era of the classic carmakers is over [...] The big question is:
Are we fast enough?’ (Reuters, 2020). His challenge is to help executives,
the organization and partners overcome the fear of change and move fast
enough.

In this chapter, we describe tools to make this transition easier. These help
you to start your transformation towards becoming an intelligent platform.
There are three types of fear to overcome that affect three different stake-
holder groups in your organization:

+ Executives: paralysis and panic.
+ Organization: rigidity and resistance.
+ Partners: scepticism and distrust.

You can turn each type of fear into energy through the actions we present
in this chapter.

Executive fear: paralysis and panic

Fear prevents organizations from successfully transforming into platform
businesses and adopting Al It often manifests in paralysis and panic which
hold us back. Fears diminish our intelligence by narrowing our thinking and
blocking creativity.

Some leaders get paralysed. As they have recognized the importance of
platforms, sleepless nights follow. They imagine their demise as new plat-
form companies steal their customers. However, they cannot visualize what
they should do. Hence, following the age-old instinct, they hide.

They feel the threat cannot touch them as long as they remain hiding.
Prey has a similar reaction to the entry of a predator. Cognitively, fear makes
them narrow minded and risk averse. They avoid taking any bold stance or
action, as it would make them more visible. Of course, the last thing prey
wants to do is become visible if the threat is near.

12
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And they do not want to pick a fight with the predator either. Instead, if
they cannot hide from public attention, they will go into denial. That is, they
will lie to themselves that the threat is not there, like a kid who covers their
eyes in front of a TV when Pennywise the Clown is just about to strike one
of his victims.

Tesla launched the Model S in 2016. Since then, it has already launched
several alternative models. Disruption keeps speeding up. The rest of the
industry, in response, was paralysed. Only in 2020 did Volkswagen announce
cuts to fuel cells to invest more into electric vehicles (Reuters, 2020). Tesla
has already moved on. The company is experimenting with new business
models powered by its full self-driving software and its insurance and ride-
sharing businesses. It has also entered new industries altogether with forays
into home energy systems with Tesla Powerwall and Solar Roof.

In 2007, Nokia executives stated that Apple’s iPhone would ‘stimulate
this market [and be] good for the industry’ (Forbes, 2007). The statement
illustrates the effects of fear. Nokia did not cover its eyes literally, but
mentally. Cognitively, the Nokia team knew that the ‘iPhone was an exten-
sion of Mac—a Mac computer with radio added. [Apple had] been building
the applications and the OS for 35 or 40 years’ (Vuori and Huy, 2016a). But
still, their fear generated the illusion that Nokia would benefit from its entry.
Nokia had started to design touchscreens and an app store already before
2005. However, fear and paralysis prevented fast enough progress.

Leaders often panic. They see that the threat is imminent and that they
must do something. Unfortunately, their emphasis is more on the ‘do’ and
less on defining the ‘something’.

Their panic can take many forms. For example, some start reshuffling
their organization. They name new leaders and change formal structures.
They may also propose new processes and initiate a large number of consult-
ing projects.

If the internal efforts are not sufficient to ease the panic, leaders may also
take more extensive actions. Typical measures include massive investments
in vague innovation projects, risky acquisitions and flashy but abstract pres-
entations about radical shifts and the future.

In the 2010s, car companies panicked over three threats: self-driving
cars, electric vehicles and ride sharing. Following the success of Uber, many
decided to bet on ride sharing. BMW launched a ride-sharing service
ReachNow in 2018. Daimler teamed up with Via to launch a ride-sharing
shuttle service. In 2019, BMW and Daimler joined forces with a joint
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venture, FreeNow. However, these services failed to reach scale. In autumn
2020, Uber considered buying FreeNow (Freitag, 2020).

All of these moves seem to make sense on the surface. However, they
failed to recognize that they would need to create a compelling, focused
product and service that gets to scale to succeed. We will discuss how focus
makes fans and enables scaling in Chapter 3. Even more importantly, the
automotive disruption was a battle of platforms. Doubling down on electric
vehicles won’t help unless one builds a software platform to go with it.

Facing a threat from Facebook, Google and Amazon, the communication
giant Verizon built a platform business. It acquired AOL and Yahoo and
merged them under the name Oath. It admitted defeat in 2019 and made a
US $5.6 billion write-off.

In 2012, Microsoft announced a new strategy. It wanted to create seam-
less experiences across hardware, software and services. Its strategy was
similar to Apple, a company it feared so much. The US $7 billion acquisition
of the Nokia device business was Steve Ballmer’s panic move. Satya Nadella
undid it. A US $7 billion write-off and layoffs of 7,800 employees followed.
But, Nadella also turned fear into energy. He focused the company on cloud
computing. Microsoft was a player again.

Finland’s largest commercial bank is the OP Group. Digitalization and
platforms have undermined traditional banks’ position. The CEO predicted
in 2017 that hundreds of branches would close down, and thousands of
people would lose jobs (YLE, 2017). This prediction was correct. But then
the company panicked. The company ventured into a car-sharing business.
It also expanded into housing services and various other domains. Later,
one by one, the bank closed down the ventures. The company focused back
on its core banking service, facing the fear with an active approach to
digitalization.

But there is no need to panic. Initial paralysis does not need to be fatal as
disruptions usually take time. The typical cycle is 10 years. But you need to
recognize the signs and start to move early enough with a long-term view.

Why do executives fear platforms and Al?

Companies always fear new things that can destroy them. Platforms and Al
are no exception. Any radical change in the business landscape and new
competition are enough to drive many incumbents into oblivion. That’s
enough reason for being afraid.

14
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And yet, platforms and Al also have characteristics that generate more
fear than other types of changes. It is not just a new competitor who does
things a bit better. Or new legislation that favours somewhat different
companies. No, platforms and Al change the fundamental logic of business,
organizations and industries. They make much of what you have learned
invalid. And that’s scary on a different level.

Loss of control

Platforms mean that you have partners, not subordinates. Thus, you have
no hierarchical power over them, nor can you have a real handle over their
plans and performance. Hence, you are likely to feel less in control, and this
loss of control generates fear.

Even Steve Jobs feared depending on partners. Initially, he didn’t want
third-party apps for the iPhone. But, after a backlash from developers, he
changed his mind. Twelve years later, App Store revenue is about US $54
billion (Statista, 2020).

A radical change in the business model

When you become an intelligent platform, you also need to challenge many
traditional ideas about how your business works. The platform business
model radically differs from the traditional one.

For example, adopting a platform approach might result in your compa-
ny’s revenue declining significantly. Still, your profits, in absolute terms,
might get multiplied because royalties often form the basis for platform
business models. However, such a decline in revenue can make stakeholders
perceive that the new model makes the company smaller. Consequently,
people’s anger and fear prevent them from even considering becoming an
intelligent platform.

Reduced room for personal judgement

The increased adoption of digital technology increases the amount of data
for decision-making. As a consequence, companies can automate many
decisions that previously required executive judgement. This development
can create a personal threat for executives because their expertise and judge-
ment define their identity. Many leaders define themselves as superior
decision-makers. They have their ‘35 years of experience’ that makes them
valuable. Suppose an Al algorithm promises to make excellent decisions.
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In that case, these leaders may feel their distinctive feature, which is their
decision-making skill, has become irrelevant.

For example, Al can predict when parts fail in a factory with astonishing
accuracy. However, an experienced factory manager might not trust the
prediction. After all, the manager has tens of years of experience; why would
the machine know better? Hence, they might actively campaign against the
use of Al. They might even create situations in which the Al algorithm fails,
such as untypical conditions that make algorithms based on prior data less
accurate.

Four steps to turn executive fear into energy

How do you as an executive fight emotion from loss of control, a radical
change in the business model and reduced room for personal judgement?
And more importantly, how do you get your team to do the same? We
explain the four steps needed to succeed.

Four steps to turn executive fear into energy

1 Create psychological safety and collective mindfulness
2 Create and evaluate options
3 ldentify the smallest action with the highest impact for each option

4 Approach potential partners early on

1. Create psychological safety and collective mindfulness

Behind all fears is the fundamental fear of not surviving something. Often,
executives do not recognize the fear in themselves but project it to the stra-
tegic situation or other people. The sense of personal threat amplifies their
anxiety about the company situation and complicates discussions about
difficult strategic topics.

A toxic discussion culture amplifies personal fear. For example, people
make nasty remarks about others’ comments and verbally abuse people
who share difficult news or critical viewpoints. Hence, you first need to fix
the discussion culture.
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Executive infighting and backstabbing were hallmarks of Microsoft’s
toxic culture (Eichenwald, 2012). When becoming CEO in 2014, Satya
Nadella asked his executive team members to read Nonviolent
Communication (Rosenberg, 2003). The book outlines four principles for
effective communication:

+ Observe what happened. Avoid any judgement or criticism.
+ State how you feel when you observe the situation.

+ Articulate what need of yours is not satisfied.

+ Request a concrete action to meet that need.

Seldom has one book resulted in such a fundamental change. Of course,
there was much more work needed. However, Nadella’s application of the
book was the cornerstone for the new Microsoft.

An increasing number of management teams have started using explicit
discussion rules for increasing psychological safety. For example, Risto
Siilasmaa, Nokia’s chairman of 2012-20, introduced seven Golden Rules
for board discussions (Siilasmaa, 2015). These rules include, for example:

+ Assume the best of intentions in the actions of others. Operate openly,
honestly and directly and expect others to do the same.

+ Be prepared for a passionate debate, but do it in an informed and
respectful way. Then affirmatively support the decisions that arise, even if
you did not win the argument.

+ Firmly and respectfully challenge the management while keeping in mind
that the board is successful only when the CEO and management team
are successful.

He also reinforced the rules. When a board member or top manager devi-
ated from them, he would speak with the person offline. Then the deviant
executive would apologize in the next meeting (Vuori and Huy, 2021).

Netflix preaches a culture of candor. The company encourages direct
feedback from everybody to anybody, including directly to the CEO. But the
way Netflix employees give feedback is critical. It starts with a rule: always
assume the best intentions of the giver. And feedback must be actionable
(Hastings and Mayer, 2020).

In addition to the threat of hostile communication, the loss of control is
a fundamental force that reduces psychological safety when companies
move toward platforms. Therefore, it is essential to increase the sense of
control during the strategy-making process. You can do this by specifying
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precise process steps for your strategizing. You may not control what
happens in the environment, nor do you know beforehand what your
company should choose. But you can influence how you approach the task.
Thus, you gain confidence and turn your fear into energy. You no longer run
in circles but progress forward.

Amid the uncertainty, part of the fear is not knowing what you should do
while you feel the urgency to do something. A simple solution, though
temporary, is to choose to do nothing. To ease your fear, you and your
executive team could decide to take one to two months to understand what
is happening in the external reality. And you should do this without any
attempts to find solutions.

This approach puts you in a state of mindfulness, where you open up
perception and accept things as they are. You simply seek to understand.
You go from being a first-person subject to a third-person observer. You
start seeing the bigger picture, patterns of actions and causal forces. You get
satisfaction from the higher-order understanding.

Practically, you can:

- summarize external trends;

« interview company stakeholders and even competitors;
- assess internal and external situations;

« assess changing consumer behaviour.

2. Create and evaluate options

Extensive psychological research shows our brain generates a fear reaction
when two conditions occur. First, the external situation is somehow threat-
ening our well-being or success. And second, we do not know what we can
do about the situation. A threatening situation is not scary if we know we
can deal with it. For example, if you face a mugger alone in a dark alley, you
will likely feel fear because you don’t know if you can avoid the beating.
However, if you have bodyguards with you, you feel much less worried
because you know they will protect you.

Strategic options are like bodyguards — they give you a way to deal with
a threatening situation.

Currently, new competition enabled by platforms threatens your busi-
ness. However, if you generate a potential strategic option, your chances of
successfully fighting the new competitor increase. If you develop several
alternatives, your chances increase even more. Hence, options reduce your
fear.
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You should seek to create options, even in situations where you think
that you have no options. Fear causes narrowing down your thinking, which
is why you think you have no options. So, force yourself to create an alter-
native, even a bad one. As a result, you become less anxious. And you can
think a bit more broadly, leveraging your human intelligence. Again, this
reduces your fear and lets you create more and better options than ever.

Once you have created several options, you should also start critically
evaluating them. You should identify what the critical assumptions behind
each option are.

For example, an option of going into a particular business model might
assume specific technological breakthroughs. Or widespread use of Al might
require a revamp of the company’s data infrastructure. Once you have
recognized such assumptions, you can also assess their validity. Through
this process, you understand which options are the likeliest to succeed. Such
scrutiny will increase your confidence in the ultimate choice. You know for
sure that it is the best option out of all the options you could have
imagined.

3. Identify the smallest action with the highest impact for each option

No matter which option you choose, you will need to take several actions
to create an intelligent platform. You need to invest in technological devel-
opment in multiple modules, reach several markets, recruit new talent,
introduce new products and so on. It can feel overwhelming and bring back
the paralysing fear, even if you already started to feel energized.

Hence, it’s essential to take small actions that generate a significant
impact. These are actions that are relatively low cost and low risk, and, as
such, do not overly stimulate fear. Simultaneously, they should have a visible
impact so that they excite people and generate more energy. Furthermore,
they should build a steppingstone for your next actions.

Hence, as a part of the systematic process of turning executive fear into
energy, you need to build a path from the present situation to the target
state. For full strategizing, you can use the methods we introduce in Chapter
6, ‘Create the unexpected’, and the backtracking method we introduce in
Chapter 3. To turn fear into energy, you need to remember the essential
elements: imagine all the significant steps required for the option to be real-
ized; reflect how you can take the steps in different sequences; identify
which sequence starts with the smallest effort and highest impact.

19



PLATFORM STRATEGY

For example, Tetrapak provides solutions and services for the food and
beverage industry. It created a vision towards manufacturing-as-a-service.
For this, it needed better data from factories. In 2019, as the first step
towards the vision, it launched a B2B marketplace for spare parts — more on
that in Chapter 3, ‘Focus your actions to create fans’.

In addition to reducing fear related to taking the first step, this approach
creates a sense of continuity. Continuity is good because it minimizes the
identity threat imposed by the new platform direction.

Furthermore, when you recognize potential pivoting points and paths in
advance, fear related to any option is minimized. You can also identify how
you might pivot after each step to the other tracks that you have imagined.

4. Approach potential partners early on

Compared to traditional business models, a core uncertainty in platform
business models is the engagement of partners. Network effects generate
value in platforms but, without partners, their value is zero. Furthermore,
you cannot know beforehand if the partners you do get will generate
value.

To reduce these uncertainties and turn your associated fear into energy,
you should approach potential partners early on. When you interact with
other companies, you get a sense of whether they will join your platform
or not. And you get a sense of whether they will be able to contribute
or not.

You do not need to start with formal negotiations. Informal lunches and
brainstorming sessions help you understand if you are on the same page and
if they might be interested. Incrementally, you can reveal and propose more
if you sense that they are sincere and curious.

As you learn which partners are enthusiastic and able to contribute, your
fear of not finding a proper partner diminishes. You free up energy for
further envisioning the platform and taking action.

Chapter 5, ‘Open up with an algorithmic handshake’, will discuss how
the global manufacturer of elevators, KONE, created a partner programme
to succeed with its Application Programming Interfaces (APIs). As APIs
enable the computers of KONE and its partners to interact without human
involvement, they revolutionize people-flow solutions for buildings with
KONE elevators.
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Organizational fear: rigidity and resistance

While executives’ fear causes failed decisions, fears spreading in the organi-
zation cause rigidity and resistance. Middle managers and employees who
fear the novel technologies and new business models stifle transformation
and growth with non-conscious rigidity and active resistance.

In the early 2000s, leading American newspapers saw the threat imposed
by online media. Many of their executives overcame their fear and invested
substantially in new media operations. They hired technological expertise
and new staff and launched websites. Unfortunately, as shown by research
conducted at Harvard University (Gilbert, 2005), they did not leverage the
latest technology’s possibilities but instead simply replicated the printed
newspaper on the web. It was almost like the new media department took a
printed copy of the morning’s paper, scanned it and uploaded it onto the
website.

The behaviour of these newspapers illustrates fear-based rigidity in the
organization. Even though the newspapers’ staff wanted to adapt, their fear
made them stick to their traditional thinking. They took the newspaper
industry’s norms for granted and did not create novel services. When people
are afraid, they find recourse from tradition. And as fear narrows down
cognitive processes, it causes them to simply end up doing what they have
always been doing. This can happen even when companies initiate change
programmes and the staff is motivated.

Many organizations are currently trying to adopt platform business
models in the same way as the rigid newspaper companies of the early
2000s. They want to create a multi-sided platform with many innovative
partners. Still, they also want to have hierarchical control over the partners
and strict, linear processes. They want to create learning loops and leverage
big data with multiple partners but refuse to share their data with them.

In 2020, Disney launched its streaming service Disney+, 12 years later
than Netflix. Other traditional media companies are now following the suit.
But why did it take so long? Because they are victims of their success, and
fear has paralysed them. It is hard to move to a new model when they opti-
mized the business for the old model. Movies launch first in theatres, later
in other channels. Changing consumer habits, however, challenged this model.

Microsoft embraced the platform business model early on, and Windows
was extremely successful. However, when the industry moved on to mobile
and cloud, Microsoft was still optimizing everything around Windows,
neglecting Android and iOS platforms.
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Fear also generates active resistance that slows down your path towards
becoming an intelligent platform. Employees fight because they feel they are
under threat. Even the smartest people can develop this reaction, as shown

by a Harvard University study on NASA (Lifshitz-Assaf, 2018).

CASE STUDY Fear and resistance at NASA

NASA chose to adopt open innovation practices in 2009 to increase its productivity
and problem-solving ability. They used open innovation practices to open up NASA to
external people for problem-solving purposes. Essentially turning NASA into a
platform that matched internally recognized problems with external problem-solvers.
However, traditionally, NASAs internal staff had worked on the technological
problems related to space missions exclusively. The engineers prided themselves on
being world-leading problem solvers. For them, opening up NASA to outside
expertise was a threat and an insult. For example, the innovation lead described:

When you asked [whether you have an R&D problem to share], they'd [engineers]
say, "You want me to tell you what | can’t solve?’ It was very much like they would
be exposing some kind of incompetency if staff told us what they can't do [...]
They thought, "You are asking others [on open innovation platforms] to solve it for
us. You can see people physically uncomfortable with it in their body language.
(Lifshitz-Assaf, 2018: 757)

Even though NASA would improve its problem-solving ability by turning it into a
platform, many of its most valuable members feared and resisted this move.
Consequently, they refused to share problems with outsiders or only shared simple
questions for symbolic purposes. (The study found that about one-third of the
studied members resisted the new approach.) Similarly, many of your top people’s
minds get offended and worried if you propose opening up your business for outside
expertise.

Source: Lifshitz-Assaf, 2018

Another example worth considering is a department store that would bene-
fit from creating an e-commerce platform. In the best case, it would integrate
the brick and mortar operations seamlessly into online operations. However,
employees at the department store might actively rebel against online opera-
tions. They fear losing their jobs as commerce moves online. Therefore,
many traditional successful companies failed in the transition to e-commerce,
and newcomers won.
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Four steps to turn organizational fear into energy

You don’t need to be afraid of organization rigidity and resistance. There
are simple steps you can take to turn them into a powerful force of change.

Four steps to turn organizational fear into energy:

1 Involve members of the organization in the option creation and evaluation
2 Emphasize continuity in communication
3 Support and enable learning

4 Use internal analytics to optimize your timing

1. Involve members of the organization in the option creation and
evaluation

A portion of organization members’ worries about becoming an intelligent
platform comes from a lack of knowledge and understanding. Either they
are not aware of the external trends and forces that force your organization
to become a platform. Or they have formed suspicious ideas of your true
motives for the change. Hence, the more you can involve them in the actual
strategic thinking process, the less they will fear.

You can involve your organization members in every step of the process
described above to reduce executive fear. You can do this in a sufficiently
light way, such that you do not slow down the process too much or risk
leaking sensitive information. Still, when people are part of the process, they
can undergo the same emotional and cognitive growth as executives. They
will experience this even if they are not part of the final decision-making or
do not have access to all options and data.

In practice, many organizations that we have worked with have used the
following kinds of approaches:

a Communicate early on in the process that the purpose is to investigate
the strategic situation and consider many options. Hence, all ideas and
perspectives are welcome. This communication creates psychological
safety.

b Share information about the external trends and competitive situation
in internal presentations and other appropriate forums. You can also ask
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them to contribute to SWOT-analyses. Remind people that it is beneficial
for everyone to understand the reality before jumping to conclusions. In
this way, you enhance mindfulness.

¢ Invite people to generate and suggest potential platforms and other
strategic options for your firm. You can do this in workshops or via
online channels. As they see many options shared by their colleagues,
they understand that their idea is not the only potential direction and
become more open to change.

d Organize debates and other critical workshops and online surveys to
identify the essential assumptions for each strategic option. In this way,
you further help your organization members see the strategic situation’s
complexity and let go of their old, rigid beliefs that contribute to their
resistance.

e Ask them to develop potential action plans for a select number of options.
They imagine the actions. Therefore, they become more accustomed to
taking them, reducing the shock effect that could generate resistance.

2. Emphasize continuity in communication

In any radical change, it is the change that generates fear. Hence, rather than
emphasizing the amount of change in your communication, it is often bene-
ficial to emphasize those things that do NOT change. You generate a feeling
of continuity, which makes people feel safe. Even though some new stuff
will happen, most activities will stay the same. Hence, the platform strategy
is not that scary, after all. Instead, the novel aspects can start feeling
exciting.

Netflix had a mail-in DVD business when streaming emerged as a new
business model. It saw the opportunity early on. The CEO had outlined a
long-term vision. It was only a matter of time when the computing power
and connectivity would be adequate to make the transition. Netflix had
started the transformation by changing its business model for DVDs from
single rental to subscription. Thus, the introduction of streaming was not a
radical change. It was continuity of the current business.

After it had divested its phone business to Microsoft, Nokia used this
approach. It was a radical strategic change for the company. In its commu-
nication, Nokia emphasized its 150-year-long history and how it had
renewed itself multiple times. The term ‘Change DNA’ was created.
Employees did not feel sad about losing the mobile phone identity. Instead,
there was pride in the more abstract identity of changing and renewing.
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In NASA’s case, identity work created continuity (Lifshitz-Assaf, 2018).
Many company engineers started reframing their work as solution seekers
rather than problem solvers. They had always found solutions to the most
challenging and essential problems related to space travel. Traditionally,
they had spent much time searching for the solution internally. In contrast,
after the change, they also explored alternatives from outside the company.
Hence, even though their activities changed, they did not change that radi-
cally. Therefore, they felt less threatened.

3. Support and enable learning

Once you start implementing a platform business model and Al-based learn-
ing loops, your employees need to start acting in new ways. New processes
require learning many new things. Moving from controlling your supply
chain to orchestrating partners might be challenging. Interacting with an Al
software can be difficult. Employees feel ‘learning anxiety’, ie stress and feel-
ings of being unable to perform what the company and their colleagues
expect. If this anxiety gets very high, people can become rigid in their behav-
iours, actively resist the new requirements or leave your organization.

But avoid responding by increasing pressure for employees. Instead, seek
to reduce the learning anxiety in the organization. The problem is not that
employees do not want to learn (in which case pressure would motivate
them). The problem is they feel they cannot. To reduce learning anxiety, you
should support and enable learning in multiple ways.

A good practice is to balance learning needs with support. Focus on the
necessary skills. Ideally, you can do this in increments. Employees can learn
a subset of the skills, take them into practice, routinize them and then learn
a new subset of skills.

Companies and their employees need to become more Al literate.
Therefore, they require education and training. An excellent example is
E.ON, a German energy company. It made a specific effort to increase data
and Al literacy in the company. Hence, it organized training on visualizing
and interacting with data from inside and outside the company. Also, it
commissioned nano-degrees from Udacity in machine learning, computer
vision and deep reinforcement learning (Insead, 2020).

With a proper understanding of Al, E.ON defined value pools to see the
most significant Al opportunities. For example, smart assets and networks
and Al-assisted energy economics. Al is not about technology but driving
tangible value.
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In addition to helping employees master new skills, you need to help
them understand the new business model’s logic. Employees often do not
see an intelligent platform’s overall value that optimizes performance on a
system level. Employees can see only part of the system. Therefore, they
might feel that the required actions from them are unnecessary or even
harmful. For example, they might think the need to log in more information
about customers and their activities might be wasteful. They cannot see how
this information is beneficial for other operations in the organization.

To avoid an adverse reaction to system-level optimization, you need to
show how various elements are linked together in space and time.
Understanding the bigger picture allows employees to know how their use
of Al and platform tools helps the organization. It also helps if you align
incentives with the new goal of optimizing a larger picture. You should
reward employees for behaviours that benefit the Al and platform use, not
only local results.

4. Use internal analytics to optimize your timing

Communication is most effective when it is customized to match the mood
and preferences of the target. Traditionally, organizational change commu-
nication has relied on middle managers to customize the CEO message to
their employees. In contrast, CEO communication has remained generic.
However, nowadays, Al and other tools enable leaders to target their
communication far more effectively.

For example, you can collect data on employees’ day-to-day feelings and
attitudes with Moodmetric or similar tools. On some days, they are enthu-
siastic and motivated, whereas on others, their mood is gloomy. You could
use such data to determine whether an individual is exceptionally respon-
sive to changes made on a particular day. Thus, you can choose the optimal
timing of change communication and actions. For example, you could
create a one-week period during which you will communicate specific
changes. A more-positive-than-average daily mood by employees would
trigger communication.

Very often, management struggles with tracking change projects. Project
management offices try to keep up with schedules, risks and changes. Now,
Al-powered project management tools are emerging.

Al tracks teams and individuals’ relative progress in a change programme
and customizes the change actions and communication accordingly. For
example, some individuals or groups have adopted most of the new
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behaviours required for the change initiative. They are more likely to appre-
ciate positive communication focused on the next round of changes and
future challenges. In contrast, some individuals and groups struggle with the
earlier steps. They might be better motivated by additional support resources,
the provision of structure, managers’ willingness to acknowledge the adverse
effect and other types of support.

Predictive analytics would allow you to manage change projects on a
more proactive basis (Stenius and Vuori, 2018). You could systematically
anticipate impediments and obstacles, potentially even before they affect
the work environment. For example, coffee breaks might take a few minutes
longer than before, as measured via employee computer activity. Or there
might be increased traffic on websites not related to work. These might be
early warning signals of reduced motivation during change implementation.
If you identify such signs, you can revise your action plans and communica-
tion to address problems that might not have fully emerged or become
apparent.

Partners’ fear: scepticism and distrust

When you are creating an intelligent platform, you need users and other
companies to join. Having them is crucial because network effects are the
driver of value in platforms. Furthermore, to maximize continuous improve-
ment with Al-enabled learning loops, you need data from as many partners
as possible. However, potential partners’ leaders may fear that the platform
will not succeed despite significant investment or that you will exploit them
and reap all the benefits.

For example, B2B platforms need to attract both the demand and supply
sides to join. When Tetrapak launched its B2B spare parts and service
marketplace, it had to convince third-party suppliers to join.

Even if leaders are confident that a particular platform will be successful,
they may distrust the platform’s owner. They perceive that they could join
the winning platform, but they would not benefit enough from it. They
think other members of the platform would benefit from their joining more
than they would.

For example, Nokia faced a big dilemma in 2010, when it had to decide
between Android and Windows as a new platform for its smartphones.
Android had the highest market share. It would have been a safe bet in the
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sense that at least Nokia would join a successful platform. In contrast,
Windows had a much smaller market share and no certainty whether it
would become mainstream.

However, while many outsiders thought Android would be the obvious
choice, it did not look similar to Nokia. If Nokia joined the Android plat-
form, it would have to accept the platform’s rules. Nokia did not perceive
these to be attractive. In particular, Google was gaining profits from the
application ecosystem operating via the platform. Besides, Google treated
each company in the Android ecosystem equally. It reduced them to the role
of a hardware designer who uses (roughly) the same operating system as
every competitor. Hence, Nokia leaders worried that the Android ecosys-
tem’s competition would squeeze their profits and that only Google would
benefit from Nokia’s joining in. Therefore, Nokia chose Windows. But the
Windows ecosystem never took off.

Trust toward the partners is particularly important when extensive data
sharing is needed to accelerate Al use. However, companies often find it
highly troublesome to share their data with other companies. For example,
a company developing a predictive maintenance solution for factories had
difficulties getting access to the required data. Its customers thought that
sharing their data would benefit their competitors. Or that the platform
would get into a too-strong position.

Turn partners’ fear into energy through these steps
You can take several actions to turn your partners’ fear into energy. In this

way, their fear does not need to create friction but energize your joint efforts
and boost the platform’s success.

Four steps to turn partners’ fear into energy:

—_

Initiate relationship building as early as possible

2 Communicate a clear vision with members already on board
3 Generate positive emotional experiences
4

Maintain momentum through frequent joint actions, even if small
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1. Initiate relationship building as early as possible

People are sceptical toward strangers with a proposal — often for a good
reason. Thus, you should make sure that you are no stranger when you start
negotiating about a collaboration with a potential partner firm. You can
make yourself known in multiple ways, as found by Stanford University
research on the successful ventures in Silicon Valley:

a Communicate actively about your leadership and share stories (Santos
and Eisenhardt, 2009). The more visible you are in an area, the more
people get familiar with your face (or company logo). Psychological
research calls this ‘the mere exposure effect’. People start trusting people
and entities they frequently see, even if they had no interactions or further
knowledge. Biologically, this makes sense, as every encounter without an
attack is evidence of you not being a predator.

b Ask for help and mentoring long before making a proposal. One of the
most striking findings has been that companies who ask for help and
mentoring early on are perceived more positively than others. People are
flattered when someone asks for advice from them. And the flattery
generates positive emotion, which gets associated with the person asking
for advice (Hallen and Eisenhardt, 2012).

2. Communicate a clear vision with members already on board

There are other reasons for other companies not joining your intelligent
platform. For instance, they might believe the platform will fail. You can
reduce this feeling by showing a compelling vision. Also, a large number of
firms that have already joined amplifies the impression of success.

Research performed at Stanford University by Pinar Ozcan and Kathleen
Eisenhardt (2009) showed how proactive and courageous communication
helps companies successfully build alliances. These companies envision a
winning network and industry structure. Then they sell their vision to
persuade multiple partners at once. They make it look like their innovation
is succeeding by ensuring that other companies are already on board. They
say to every company they meet: ‘look, all the others are already with us’,
which makes them join. Thus, the promise becomes a reality, and they gain
a critical mass of supporting companies.

In contrast, less successful firms approach potential partner firms one by
one without communicating a clear vision of what they are building. The
potential partners are thus less likely to perceive that the platform will
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succeed. Therefore, they are less likely to join, and the platform becomes
less likely to succeed.

In 2020, Amazon’s logo change communicated its big vision. The arrow
from a to z signalled that you could get everything from Amazon. It was
confident. Amazon convinced even its competitors to join in by boosting
their short-term revenue. Brands like ToysRUs, Borders and Target lined up.
Also, it attracted smaller third-party sellers by promising to share analytics
(Kelion, 2020).

3. Generate positive emotional experiences

When people experience positive emotions with someone, they come to
associate these emotions with that someone. Hence, if you can make your
potential partners experience any positive emotion during interactions with
you, they are more likely to feel favourable toward you. And their fear turns
into energy for the collaboration.

CASE STUDY Generating positive emotions to motivate collaboration

Virta Ltd is a successful European start-up developing a charging ecosystem for
electric vehicles.

During its founding years, the company co-founders, Jussi Palola and Elias Poyry,
met many potential partner firms and always sought to generate positive emotions
and excitement toward electric cars and the company. They often started meetings
with a test drive of an electric vehicle. They'd let the partner drive the car and sense
its smoothness and acceleration. It was still early times for electric vehicles. Hence,
for many, this was their first experience.

Consequently, they got highly excited. And this excitement became associated
with potential collaboration (Vuori and Huy, 2016b).

Intentional generation of emotional excitement spurred the company's success.
It was the first company in the charging industry to be included in The Financial
Times FT 1000 list of the fastest-growing companies in 2020 (Virta, 2020). By 2021,
the company is operating in 30 countries.

In addition to creating pleasant and exciting emotional experiences during its early
years, Virta has systematically considered its partners’ perspective. Virta's business
model relies on local partners who install and own the charging stations. At the
same time, Virta provides the platform for operating them. Virta seeks to excite and
empower its partners by letting them have their brand visible. In this way, the
partners can be proud of building the electric vehicle infrastructure while Virta
operates in the background.
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Furthermore, Virta has sought to make the process extremely smooth for its
partners. Therefore, they can act immediately without any hassle or complications
once a potential partner gets excited. Instead, they merely plug-in to Virta's solution
that includes the business concept and key processes, technology and customer
relationship management.

Apple, Google and other companies dependent on many external develop-
ers also seek to generate emotional excitement in various ways. The events
organized by these companies include lots of humour and exciting presenta-
tion. ‘There’s one more thing’ — the famous ending of Steve Jobs at Apple
events. Steve Jobs turned dull product introductions into huge media
spectacles.

They also share lots of free stuff (t-shirts and the like) that generates
pleasant feelings and supports identification with the company. They also
share more instrumental materials for free. For example, they open source
Al and machine learning software to create trust and speed up innovation.
Open sourcing helps create empathy towards customers and smaller devel-
opers (Forbes, 2019). One example of this is Google which open sourced
Tensor Flow, a platform for machine learning implementations.

4. Maintain momentum through frequent joint actions, even if small

Intelligent platforms thrive from structured interaction between various
parties. If you meet once, you have contact. If you do a joint project, you
have a good start. To create a functioning platform, you need repeated
interaction.

Therefore, you should create various activities in which you and your
partner firms jointly create something. These can be relatively simple things
like joint marketing efforts or co-developing a feature. Each interaction
pulls the parties together and reinforces links between them. As a result,
they get used to working with one another. Thus, they spontaneously start
thinking of one another as partners. As they do so, they start investing ever-
more in the partnership.

For example, Google has a large ecosystem of developers who do not
work for Google but use Google’s products and contribute to their develop-
ment. To keep these individuals hooked into the system, Google organizes
various local and global events for them, in addition to frequent online
communication. By doing so, Google frequently creates interactions that
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reinforce the individuals’ identification with Google and its ecosystem,
making them even more committed to it. It also inspires new ideas on what
they could do with and for Google tools. As a result, the likelihood that they
will remain in the Google ecosystem increases.

Key takeaways for your organization

Fear can prevent your strategic transformation into an intelligent platform.
People experience fear because the platform logic and the use of Al contain
uncertainties, challenge old assumptions, reduce their sense of control and
threaten their identities. Executives’ fear causes organizations to paralyse or
panic. Organizational fear causes rigidity and resistance. Partners’ fear
causes them not to join your platform. Their fear is manifest as scepticism
and distrust.

However, fear does not have to stop you. Reflect on the following ques-
tions. They will help you recognize the fears lurking in your organization
and turn them into energy.

Executive fear

+ How do platform business models and Al challenge your executive team’s
current assumptions and identity? How does that make you and your
team members feel?

+ How could you make discussions between executives feel safe to bring up
any perspectives and get excited about novel prospects?

« What options could you create for becoming a platform and adopting
AI? What would be the most exciting aspects of each?

+ For each option, could you consider the first steps and approach potential
partners?

Organizational fear

« What signs of fear, rigidity and resistance related to platforms and Al has
your organization displayed?

+ How could the members of your organization contribute to option
creation and evaluation?
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How could you support learning in your organization? How could you
communicate what current skills and activities will also remain valuable
in the future?

Do you know when the members of your organization feel demotivated
and when they get excited? How could you better track their feelings in
real time?

Partners’ fear

What worries and doubts do your potential partner firms have about
your platform?

Have you initiated informal trust building with potential partners?
How could you communicate your leadership and vision? How could
you make potential partners feel the excitement and other positive
emotions?

How can you keep up and speed up momentum with those partners who
have already shown interest?
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CHAPTER TWO

Remove friction

he nail gun was singing as Tom constructed the wooden frame for a new
house. Then, the gun went silent. It turns out it’s broken. ‘On no, it’s
going to take time and effort to get a new one’, Tom thought.

But, no worries, Power tool giant Hilti’s fleet management delivers a new
tool in a matter of hours. As the nail gun has a communication chip inside,
it can be easily identified and localized. Thus, getting a broken tool replaced
is a frictionless experience. There is no need to be anxious about broken
tools; no need to spend time searching for a replacement. In the future, Al
could even predictively schedule tool repairs before breakdowns while
delivering the right replacements straight to workers at the construction
site.

Our research shows that successful platforms started from identifying
industries and processes that had high friction. Platform companies focused
on removing this friction to reduce transaction costs (Laukia, 2018)
Leinonen, 2020; Mohn, 2017; Repo, 2018). Removing friction makes
services easier to access, unlocks new value and disrupts incumbents.

Hilti is an example of early movers in creating frictionless experiences.
Already in 2000, it launched Hilti Fleet Management for premium power
tools in the construction industry. Instead of buying tools, customers paid a
monthly fee to access equipment, with fast repairs available, and trackage
of tool usage, ensuring fewer breakdowns.
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Hilti’s fleet management service reduces transaction costs. Transaction
costs refer to money, time and effort exerted for purchasing or using your
product or service. A search for the right tool takes less time than before,
and less effort is required to get it delivered. The customer has peace of
mind as they know that valuable time is not lost when tools break and need
reparation. And Hilti can track the tools’ usage to ensure proper handling.

In this chapter, we will discuss how platforms emerge as they remove fric-
tion. Reducing transaction costs eliminates friction. If transaction costs are
too high, your customers will not purchase your product or service. It is just
too much of an effort to buy, even if they love the product and the price.

We will cover three types of transaction costs:

« search and effort costs;
+ uncertainty and anxiety costs;
+ opportunism-related costs.

We will outline concepts and processes to address these. We will also demon-
strate how intelligent platforms learn from data to reduce friction. Finally,
we will explain how intelligent platforms address these three costs together,
creating frictionless experiences. With this approach, intelligent platforms
create magic, raise the bar for user experience and disrupt industries.

Friction creates opportunities

Friction manifests itself as transaction costs. A transaction cost is any cost
involved in making an economic transaction (Rindfleisch, 2020; Williamson,
2017). For example, when shipping cargo there will be some transaction
costs in addition to the price of the shipping itself. Transaction costs can be
monetary, such as the commission of booking a truck through an intermedi-
ary company, or more abstract such as time and mental effort required for
performing the transaction.

Transaction costs are a general concept. However, their role is significant
in platform businesses for two reasons. First, platforms often gain an advan-
tage over other companies because the platform model can substantially
reduce transaction costs. Therefore, they enable a more efficient organiza-
tion. Think of how Uber disrupted inefficient taxi companies. A taxi ride is
now one click away, and you have peace of mind as you see what type of
vehicle and driver you get and when exactly it will arrive. Or how Airbnb
created a whole new market by connecting homeowners and travellers.
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Second, creating smooth transactions can be a critical step in reaching the
critical mass of customers you need for successfully launching a platform.
Simple onboarding of new customers is essential for platforms. If your
customer needs to type too much, wait too long or are uncertain what they
have just signed up for, you have lost the game. Other services provide a
faster and more convenient experience.

Many industries have an established way of doing things which is part of
the industry’s conventional wisdom. We know things are not optimal, but
we accept the status quo. Until somebody does not and changes everything,
like the fate of Blockbuster. Renting DVDs in a store was fine until it wasn’t.
Netflix created a frictionless experience to watch your favourite movie. The
change in customer expectation platforms started in B2C, but now we see
many B2B businesses getting disrupted. And the Covid-19 crisis has acceler-
ated the pace of change.

To succeed with your platform, you need a step-change in customer
experience. For example, there was high friction in offline commerce in
China as the credit card system was not as developed as in western coun-
tries. To remove this friction, Ant Financial introduced Alipay QR code
payments. Consumers paid by scanning a QR code provided by the
merchant. Ant Financial took its first step towards a platform.

Already early on, Amazon realized it needed to reduce friction from
e-commerce. It took too long to get the purchased goods. Therefore, it
launched Amazon Prime with two-day or even same-day delivery.

Intelligent platforms don’t settle for a one-off reduction in friction. They
reduce friction continuously by learning from data. Your next Uber drive is
faster than the previous as the company’s tracking and mapping capabilities
improve. Also, your Uber driver is better than the last due to constant
feedback.

Buzzwords such as blockchain, Al IoT (Internet of Things), RFID (radio-
frequency identification), drones, robotics and AR/VR (augmented reality/
virtual reality), to name a few, are hyped as capable of disrupting every busi-
ness. Companies and their leaders focus on developing a specific technology
in-house, acquiring it, or investing in start-ups. Very often, this leads to
inflated expectations of the change. And after a few proof-of-concept
projects, the initial enthusiasm dies down, and attention moves to the next
technology.

But if you view the new technology as an enabler to reduce friction, you
are onto something. Think about how Netflix identified connectivity and
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computing power as enablers for streaming. They waited for the right
moment to exploit them to deliver their service.

Inexpensive RFID tags enable the identification and tracking of physical
products. Digital data encoded into RFIF tags, also referred to as smart
labels, can be read via radio waves. For instance, RFID tags identify Hilti
power tools. Thus, Hilti can track power tool usage in real time and antici-
pate each phase of construction’s required tools. They can thus proactively
create a tool plan for a construction site and optimize assets by allocating
the right equipment in the right place at the right time.

Drones reduce friction in accessing information. Previously, you needed
a helicopter to take aerial photos and video. Now you can use drones to
survey crops, fields, forests, oil pipes, windmills and other critical infrastruc-
ture. There is less effort and fewer costs. Furthermore, data creates a network
effect. Every new customer brings new data that trains Al models. And
therefore, Al models continuously improve how they predict breakdowns.

Technology makes things faster and more straightforward. It eliminates
middle-men and brings new assets to the network. All of this reduces trans-
action costs, and that drives success with platforms.

Next, we will discuss each type of transaction costs in detail and what
you should do to reduce and eliminate them.

Search and effort costs

Imagine you are an engineer fixing a faulty machine in a yacht factory. The
device is roaring, and you locate the problem to be a broken hydraulic
pump. Unfortunately, you don’t have a spare one on site. Furthermore, the
company manufacturing the pump went bankrupt a couple of years ago,
and the pump is no longer available in your typical spare-part channels.

You need a corresponding pump. And you need it quickly, as every hour
the machine is not running costs US $20,000 in lost sales and fixed costs.
You try googling hydraulic pumps. You find several, but none of the websites
tell you if their pump can substitute your pump. They also do not provide
accurate information about delivery times.

You start calling the companies to get additional information. Someone
picks up the phone in the first company. Next, they transfer you to another
person. This person tells you their pumps are incompatible. In the second
company, the person reviews manuals and ultimately explains to you it
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won’t work. The operation has already taken three hours, costing your
company US $60,000.

Finally, the third company tell you that the pump will probably suit your
needs. You’re relieved. But there’s a catch. The company stores the pumps in
a warehouse where only one employee has enough training to recognize the
right pump. And they are on medical leave. You, therefore, need to drive to
the warehouse yourself to identify and pick up the pump. It’s 200 miles —
another three hours each way. The total cost of the machine not running is
reaching nearly US $200,000. Besides, you have wasted a full working day
searching for the part and then driving to get it.

This example illustrates what we call search and effort costs. They are
costs that your customers incur to find and acquire your product or service.
They will repel your customers even if they like your product.

Search costs occur when the desired product or service is not readily
available. In such situations, one first needs to search for a provider for the
service or the product, and this search process can take plenty of time and
money. For example, when one wants to find a new expert employee on a
critical task, it often takes several weeks of active efforts to find suitable
candidates. This search cost occurs before the actual transaction to form the
employment contract even begins.

Effort costs refer to costs that occur due to performing the transaction.
They can include, for example, the travel needed to the store for purchasing
the product or the clicks and typing required before being able to stream
online content.

When the transaction cost is high compared to the value of the product
or service, it is more likely to influence whether one buys the product or
service. For example, suppose a taxi ride to a restaurant costs US $20 each
way. In comparison, a nice (but not luxurious) meal costs only US $30. In
that case, the transaction cost is higher than the price of the meal you want
to have. Therefore, you might choose not to purchase the meal because it is
too expensive to get the meal relative to the pleasure and nutrition the meal
will provide. Another example is when buying a mobile game requires a
complicated login and several clicks; the transaction effort ends up being
too high compared to the pleasure the game would give you, so you never
buy it.
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Minimize search and effort costs with these steps

Search and effort costs can make it too difficult for your customers to use
your platform, even if they love it. The total cost for customers is not only
the money they directly pay. It also includes the effort they need to exert
to get to you and the additional fees related to that effort. To maximize
customer engagement, you need to minimize this extra friction. The follow-
ing steps guide you.

Five steps to minimize search and effort costs in your platform

1 Consolidate demand and supply with a marketplace
Create intelligent matchmaking
Minimize the number of decisions for customers

Enable access to unused assets and reduce the need for capital

o b~ W N

Use technology to automate and smooth the experience

1. Consolidate demand and supply with a marketplace

A marketplace is a platform for buyers and sellers to meet and do trade.
Traditional marketplaces were on town squares, but nowadays digital
approaches have increased convenience, speed and scale. Digital market-
places consolidate demand and supply in fragmented industries and reduce
search and effort costs, like Amazon and Alibaba. Marketplaces have given
birth to new markets like Airbnb by connecting homeowners and
travellers.

Consumers drove the first wave of marketplaces. However, the same
phenomena are behind B2B marketplaces. Business users also expect a
simple user experience such as they have become used to with B2C services.
Therefore, consolidating demand and supply with a marketplace provides
ample business opportunities.

Tetra Pak provides solutions and services for the food and beverage
industry. In 2019, it launched a B2B marketplace for spare parts and
consumables. Tetra Pak has provided equipment for 5,000 factories around
the world. A large number of suppliers offer spare parts and consumables.
Hence, factories face a problem with coordination. There is no central place
to make an order. That’s why Tetra Pak innovated for a better solution.
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Tetra Pak is one of the biggest suppliers to their customers. However,
customers buy things from others as well. But customers would like to have
a one-stop shop. Tetra Pak B2B Marketplace drives speed, convenience and
transparency. In the marketplace model, Tetra Pak does not hold stock of
the marketplace. Instead, the original seller keeps these orders. They are
shipped on demand directly to customers. And Tetra Pak monitors them in
terms of service level.

2. Create intelligent matchmaking

Making supply and demand meet has been one of the central economic
challenges throughout humankind’s history. You have people with a solu-
tion and others with a problem — but most often, these two people don’t
know about one another. Traditionally, they have found one another by
chance in places like open square markets or service-specific locations such
as taxi stands.

As digital marketplaces emerge, more intelligent matchmaking can signif-
icantly reduce search costs. We can communicate what we need and what
we can offer. And networked software algorithms find matches for us.

Intelligent matchmaking can indeed be intelligent, meaning that algo-
rithms can identify compatibility between a need and a solution using data
without active customer involvement.

With Upwork, people or companies can easily hire a freelancer. Or you
can become one, offer your services and start earning money. We call it the
gig economy. The platform’s algorithms enable fast matchmaking between
employers and employees, reducing the search cost associated with finding
the right person for the job. With a rating system, the best ones get differen-
tiated. As a result, friction and thus search costs are reduced.

To make your intelligent matchmaking, you need to start by reflecting on
the matchmaking challenges faced by prospective platform clients. Consider
what services or products a particular group of people or companies need.
Then, evaluate how easy or difficult it is to find and use the service or prod-
uct when required. In those areas where they find it most difficult, your
platform might improve matchmaking.

But you also need to consider the other side: what services and products
do companies offer. How do they find their clients? Do they need to find
more customers in a less effortful way? Again, if the supplier of a service or
product faces friction in the selling process, your platform could improve
the situation.
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Having recognized both potential consumers of a product or service and
a supplier, you need to reflect on what creates an excellent match. What
parameters can you measure to predict if a particular client will benefit from
a specific supplier and if the supplier will consider the transaction
attractive?

CASE STUDY Intelligent matching for elderly well-being

To illustrate intelligent matchmaking, consider Gubbe — a Finnish start-up providing
well-being services for the elderly. The company founders recognized that older
people would benefit from regular interaction with other people. Such meetings
would improve their cognitive functioning, emotional well-being and physical health.
However, many older people live far away from their close relatives. They have a
limited number of friends who are often immobile. Hence, they are often lonely. They
have a need, and high friction is preventing them from having the need satisfied.

On the other hand, young adults generally want to experience their life as more
meaningful. They might lack significant inter-generational interaction due to having
moved to study or work in a new city. Also, they might need extra cash. Helping the
elderly might, therefore, bring them both psychological and economic benefits.
However, finding a place for volunteer work is often not easy. For example, they
might have to commit to a specific shelter or event. Hence, they have a desire to
help the elderly, but friction is limiting them.

Gubbe created a matchmaking platform for the elderly and young adults. Via the
platform, the older person’s relatives (on behalf of the elder) invite a young person to
accompany the more senior person; for example, playing games or going for a walk.
The young person can sign up as a volunteer and get invited. Gubbe considers
several carefully selected parameters and the elderly and the young persons’
locations to ensure safe and suitable matches.

You can also apply intelligent matchmaking in B2B business. For example,
a spare parts marketplace could maintain factory configurations of clients.
Therefore, it knows the necessary parts and can use additional parameters
to make the best match for parts and service. B2B marketplaces are not
generic e-commerce sites but much more intelligent platforms. They simplify
processes, reduce the need for repeating what’s already known and reduce
search and effort costs.

Al further improves intelligent matchmaking, creating a learning loop.
Each matchmaking produces new data that can be used to train and improve
Al algorithms. We will discuss the learning loop more in detail in Chapter 4.
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3. Minimize the number of decisions for customers

Once a customer has chosen your product, they want the product without
additional hassle. Yet, many companies still require their prospective buyers
to consider various options or details before completing the transaction.

Often, these additional considerations take a substantial amount of time
from the customer. They need to think the choices through while they have
limited background knowledge required for making these choices.

To reduce the customer effort needed, offer a default option that is likely
suitable for most customers.

CASE STUDY Minimizing decisions in the e-car charging solutions

Several energy companies, facility owners and other stakeholders are interested in
having charging stations for electric cars. However, creating a station requires
making several choices. These choices include several technical decisions related to
the charging solution, the customer experience during the charging, the business
model and process for operating the charging, the installation process and many
others. If you are a busy manager, it gets overwhelming. You are likely to return to
more urgent tasks instead of studying the specifics to make the right choices.

To minimize friction in charging station operation, Virta Ltd created an analogous
solution to Amazon's one-click shopping. As a facility or other stakeholder
representative, you can contact Virta, and they will provide you a ready package. They
organize the installation and put your logo on the equipment visible to the customer.
Hence, without friction, you have your own charging station.

At the same time, Virta offers solutions for electric car drivers to use the charging
stations easily. In this way, Virta connects the facility or energy company with drivers
of electric cars with minimal friction.

To minimize the number of decisions your customers need to take, follow
these principles:

+ Simple first use: require minimum information in the sign-up for service,
reduce all unnecessary steps.

+ Get rid of feature creep: stop developing 2.0 when you can sell version
1.0.

+ Instead of offering a large number of features, stick to a few essentials to
gain critical mass.
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Fewer choices are crucial at the beginning of your platform launch, as we
discuss in Chapter 3.

4. Enable access to unused assets and reduce the need for capital

The world is moving to a sharing economy. Cars are unused 95 per cent of
the time (Morris, 2016). Uber enabled the use of regular standard vehicles
for taxi service. Airbnb realized that people have idle real estate that travel-
lers could use. Uber and many other identified idle assets and intelligent
ways of getting them used. Thus, they removed friction from leveraging
assets that were not readily available for the ones needing them.

The brilliance of Uber, Airbnb and other sharing economy forerunners
comes from a simple insight. They can increase the utilization of critical
assets. In this way, those assets become (almost) free for the new service, as
the platform does not need to purchase and own the assets. For example,
Uber does not own the production assets, Uber drivers’ private cars. Hence,
it does not have to pay taxes, interests and maintenance fees for them. As
the assets get (almost) free, there is no need to worry about additional
capital.

Your platform can likewise reduce friction in people’s life by enabling the
use of under-used assets. For your customers, consider what assets they
occasionally need to use but frequently own. Is there a way to facilitate
sharing those assets via your platform? Alternatively, are similar assets being
under-used in some other context? Could your platform facilitate the flexi-
ble use of those assets across the two domains?

Sometimes it is not possible to identify unused assets. Still, people don’t
want to or cannot afford to own things. Many markets are created by some-
body taking the risk of ownership and lowering initial capital for customers.
For example, Hilti moved from product sales into tool fleet leasing, main-
tenance and management-as-a-service.

By reducing the need for capital, you lower the barrier to try new things.
Think of e-scooters. It is hard to move in cities: a car gets stuck in traffic, a
bike is cumbersome and walking is too slow. E-scooters provided a conveni-
ent solution, available everywhere. You can pick them up anywhere and
leave them anywhere; just pay with a mobile app.

Lightweight, powerful electric motors and advances in battery techno-
logy development made e-scooters possible. However, only a full-fledged
ride-sharing platform, such as Tier, Voi or Lime, just to name a few, made
e-scooters very popular and created a new business. The solution removed

44



REMOVE FRICTION

the friction of taking e-scooters into use and moving from one place to
another. No need to spend an effort to find a store and have enough money
to buy one. Less search and effort costs.

5. Use technology to automate and smooth the experience

For every point of friction, there might be a technological solution to reduce
friction. Technology can smooth the transaction by requiring less manual
or cognitive work (eg Schmidt and Wagner, 2019). You need to identify the
friction points in your service or product and then consider how alternative
technologies could smooth the transaction.

For example, Deliveroo, Wolt, DeliveryHero and Just Eat are all food
delivery services. They eliminate friction from the experience of ordering
food from your home sofa. They focus on how to make it easy to order
online and deliver to your home. They use mobile internet and GPS to track
and optimize delivery routes, enabling this seamless service. They eliminated
friction from the process. Al is helping these companies to optimize opera-
tions even further.

Technology has smoothed transactions also in the financial industry.
Buying a house is cumbersome, even when you have found a great home
and are ready to close the deal. You still need to visit a bank to sign the
paperwork, and this typically needs to happen at the same time as the seller
signs.

A Finnish start-up, DIAS, executes real estate transactions for home-
owners entirely digitally. DIAS uses a blockchain that stores information in
a distributed manner in the databases of trading banks. This approach
increases the safety and reliability of the platform. The buyer and seller can
separately approve the deal without visiting a bank branch. The bank then
transfers the money, and the system records the transaction.

Indian start-up Paytm offers services like mobile recharges, utility bill
payments, travel, movies, events bookings and in-store payments. It uses a
QR code. A QR code, short for quick response, is a two-dimensional
barcode. It is a straightforward payment method as one needs only to gener-
ate a barcode and print it on a sign. Customers can then scan the code and
pay with their mobile devices.

But QR codes also prove that focusing on technology is not enough to
remove friction. One still needs to consider the whole value chain and
consumer behaviour. In China and India, QR codes are widely adopted for
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payments, but they have not become popular in the western world. The
difference might be cultural but also could be related to the status of the
ecosystem. In western countries, merchants already had the necessary infra-
structure for card payments, while they did not have them in India and
China. QR code offered a convenient, cashless payment method without the
need for upfront investment for card payment infrastructure.

John Deere is a pioneer in digitizing agriculture. Its IoT platform connects
tractors, harvesters, planting, seeding and tillage equipment with the cloud.
Furthermore, it collects and cultivates data for customer value. And based
on these insights, the system commands equipment in the field. Ten-ton
trucks can move with a precision that is second to none. Farmers share the
data with suppliers for seeds, fertilizers and chemicals. Before these run out,
an automatic order is triggered. Less effort cost.

With machine data, John Deere can predict problems with machines.
Predictive maintenance looks at patterns in the data to identify faults.
Technicians save time and effort, and there is less downtime for machines.

Augmented reality (AR) adds digital elements to a live view using the
camera on a smartphone or AR glasses. For example, it can show a dis-
assembly overlay on factory equipment, with step-by-step repair instruc-
tions. AR enhances the efficiency of the maintenance processes. Even a less
skilled technician can perform maintenance work helped by the overlay or
advice from a remote expert.

Sometimes new technology does not reduce friction but increases it. Take
3D. In the early 2010s, 3D TV was poised for a breakthrough. At Las Vegas
Consumer Electronics Show, manufacturers touted 3D as the next disrup-
tion. However, there was little content available, and 3D glasses were hard
to use. There was no friction 3D would eliminate. It created new friction as
it was hard to acquire suitable content, and, thus, the overall value created
for the consumers was too low. In a few years, 3D TV went from boom to
bust, and in 2016 no Samsung TV had the 3D feature (Katzmaier, 2016).

Simple is beautiful and efficient. Amazon Dash Button is preconfigured to
order specific products. Just press a button, and it triggers an automatic
order — no need to type in anything into the system. Now Amazon has
moved to virtual Dash Buttons that can be created for any frequently
ordered products. It cuts effort costs and thus strengthens Amazon’s plat-
form appeal.

Consider the friction points experienced by the customers and other
potential platform participants for your business. Where do they need to
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travel, input information or otherwise exert effort to purchase your product
or service? For every manual effort, how might you use technology to
remove or minimize the effort needed?

To identify taken-for-granted assumptions, challenge yourself to cut the
transaction cost and time by 80 per cent. If it currently takes seven minutes
for your customer to purchase your product, how could you cut that time
to 84 seconds? If they now need to type in 200 characters to place the order,
how could you reduce that down to 40 characters?

Similarly, for other potential platform partners, where do they experience
friction, and how could you leverage technology to minimize this friction?
If your partner currently needs to spend 10 hours revising their code for
every app they want to use in your platform, how could you cut that down
to 2 hours? If it takes 10 minutes per product to describe it on your plat-
form, how could you slash that down to 2 minutes? If it takes 2 hours to
adjust equipment to your machine needs, how could you cut that down to
24 minutes? If it takes an hour to train every new employee for your
platform, how can you cut that down to 12 minutes?

Uncertainty and anxiety costs

Imagine again. You are the engineer looking for the hydraulic pump. But in
this scenario, the third company representative says they can send you the
pump immediately by taxi. The person on the phone takes your address and
says, ‘T will go pick it up right now and put it in a taxi’. Then you both say
‘cheers!” and hang up.

You go to the bathroom and start wondering if they really found the right
pump and shipped it already. Probably they will text you once it’s in a taxi.
But, after 15 minutes, still no text. You decide to call again. No answer.
Probably they shipped it and went to a meeting. Or maybe they are still in
the warehouse looking for it?

After an hour, you still don’t know if the pump is on its way. But you do
know everyone is waiting. You wonder if you should try yet another
company. Order a second pump, just to be sure.

After 3 hours and 20 minutes, the taxi finally arrives. It’s the right pump.
You are relieved and run to install it. But the anxiety you’ve experienced
during the past three hours makes you swear you will never use the same
company again.
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Uncertainty and anxiety costs refer to the mental and emotional toll
related to the purchase and use of a particular service or product. This
mental toll occurs between a purchase decision and the initiation and
completion of the transaction. For example, after you order a taxi, there is
typically a several-minute-long waiting period between placing the order
and the taxi arriving. During this period, you are under uncertainty. It is not
clear if the taxi is coming or not, and this uncertainty can generate anxiety,
especially if you are in a hurry.

Minimize uncertainty and anxiety costs with these steps

People worry when they are waiting for their product or service. Uncertainty
causes this worry, and it can turn into anxiety. If the concern is too severe,
they will not continue doing business with your platform. Fortunately, there
are several actions you can take to minimize the uncertainty and fear
experienced by your platform members.

Four steps to minimize uncertainty and anxiety costs in your platform:

1 Provide real-time tracking
2 Use rich media for communication
3 Communicate planned actions and timeline

4 Build a reputation of reliability and trust

1. Provide real-time tracking

When you order a ride from Uber or a meal from Wolt, you immediately get
to know how long it will take for your order to arrive. You also see the
progress of your order, as the time to arrival steadily decreases. This infor-
mation reassures you that the order is really on its way and no-one has
forgotten you.

For you to develop relevant real-time tracking for your customers, you
need to start from their perspective. What are the uncertainties and anxi-
eties experienced by your customers and other platform members? To
answer this question, think about what the customers experience after they
have placed their order. You can simply imagine the process or simulate the
transaction in a workshop. You might even interview several customers.

48



REMOVE FRICTION

Do they get an immediate confirmation that you have received their
order? Does the message simply automatically acknowledge the order has
been entered in a system or does it provide additional, reassuring
information?

How long does it take for the customer to receive their order? What
updates and information do they receive during the waiting period? What
happens if there are delays?

What kinds of information could you provide for them to reduce their
anxiety in the different stages of the process?

2. Use rich media for communication

Anxiety stemming from uncertainty is an emotional reaction. As emotions
are often irrational, providing facts is not enough. Instead, you need to
communicate in ways that appeal to emotions.

Consider ordering a sandwich from Subway. Not only do you know that
the employee prepares your sandwich, but it’s made right under your eyes.
You can be sure about every detail of the process. Do they put in the meat
and vegetables you ordered? Do they leave out the items that give you an
allergic reaction? As you can see everything, you can be confident. Subway’s
process is a perfect illustration of how visibility to the process removes your
anxiety.

Virtual experience can give the same reassurance. Images, voice and other
rich communication methods tell the story. Uber does not only tell you that
your ride will arrive in three minutes, it shows you the car on a map. Seeing
the car approaching makes you feel that it is getting closer — even though
you are not learning new information about the estimated time of arrival.
And Uber also shows the car’s colour, which reduces the customer’s uncer-
tainty of spotting the right vehicle.

When shipping products, instead of just texting the customer that the
product is now on its way, you could send them a picture of the shipped
product. Even better, the image could ‘travel’ on a map towards the custom-
er’s location, based on real-time location data.

If you are manufacturing based on custom orders, you can send updates
on the progress. For example, you could send the customer pictures of the
order being prepared.

To get started, consider what images, videos or other rich media would
most appeal to your customer.
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3. Communicate planned actions and timeline

Anxiety partly stems from the customer not knowing ‘how long is this
supposed to take’ or ‘why are they now doing that’. You can remove this
anxiety by communicating the actions you need to take, why you take them
and how long it will take.

For example, when a customer has purchased goods from your website,
you can communicate what happens next. Order is processed, packaged,
delivered to shipping, what shipping option was used and how long the
estimated delivery is.

4. Build a reputation of reliability and trust

Anxiety stems from the perception that you cannot be sure the seller fulfills
your order or that the partner delivers what they promised. Your perception
of their reliability and actions is partly based on their reputation. If they are
known for always delivering, you feel less anxiety than if they lack such
standing.

The impact of reputation can be partly subconscious and irrational.
Research on various domains has shown how superficial characteristics,
such as body weight, gender and ethnic background, substantially influence
people’s perceptions. In the business domain, brands have a similar non-
conscious influence on people. We trust familiar brands more than unknown
ones, even if they technically delivered the same results.

Within your platform, you can create mechanisms that increase the
platform participants’ perceptions of reliability. In various settings, sharing
customer reviews is a powerful approach. When people see that many others
have found the service or product trustworthy, they will also trust it. Often,
a simple five-star rating is enough like the ones on Uber and Airbnb.

You can also increase your reputation by having certificates and external
reviews. These provide evidence that your platform members are indeed
doing what they promise.

You can also leverage more subconsciously appealing techniques. They
include using symbols and images that people associate with reliability and
trustworthiness. As they see the photos, their emotional reaction is reassur-
ing, shaping their perception of the actual service or product provider
positively.

In B2B services, a trustworthy company launching a new service can
vet experts, thus providing a service guarantee. This approach can help
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kick-start the platform, and you can add third-party feedback as the
platform matures.

Opportunism-related costs

People are not always honest. You agree and pay but never receive what was
agreed. You deliver what was agreed but never receive the payment. The
counterpart denies having agreed with you or simply disappears.

At other times, people do not directly cheat or lie. Still, they are oppor-
tunistic in another way: they exploit the close relationship they have formed
with you. For example, you might confirm a close partnership with a
particular component manufacturer. You end up changing your product
design to match the component’s unique characteristics. There might be
other components with similar functionality but different shapes or other
parameters. Hence, the component’s supplier can charge extra from you:
they know that you will not change the supplier because that would gener-
ate a considerable cost for you.

A third way for potential partners to behave opportunistically is to cut
you out. Your platform might connect the provider and user of a service. As
per the agreement, you get a percentage of the revenue as a fee for the plat-
form services. However, the provider can suggest selling the service directly
to the user without paying you anymore.

These three types of situations illustrate what leads to opportunism-
related costs. They are costs that relate to ensuring that the transaction
partner does what was agreed — ie countering the threat that the partner will
behave opportunistically.

Platforms can reduce opportunism-related costs by leveraging data. For
example, as Flexport handles thousands of transportations, they will ensure
the quality of the service and, by using platform analytics, track that deliver-
ies are made in time. Flexport will make sure that sent goods will reach the
recipient following relevant laws, directives, regulations and contracts at the
right time, right place and in a cost-effective manner. By digitizing the whole
supply chain, it collects data and can detect any irregularities caused by a
supplier cutting corners.
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Minimize opportunism-related costs with these steps

People sometimes lie, steal or cheat. If this happens too often in your plat-
form, your users lose their trust in the platform and go away. You should
not let that happen. Use the following steps.

Four steps to minimize opportunism-related costs in your platform:

—_

Eliminate bad behaviour with tracking and feedback
2 Provide feedback to all sides

3 Create transparency in the market

4

Imagine contingencies and create borders/rules/penalties and safeguards

1. Eliminate bad behaviour with tracking and feedback

Airbnb is reducing friction in listing your apartment or house. A key point
here was also the creation of trust in reducing friction. The rating system
(and insurance) created trust between the parties and thus reduced friction.
For example, when people start to rent an apartment, they might still cancel
at the last minute as they don’t dare to make the payment. Or the owner
won’t list the apartment as they are afraid that strangers might destroy their
property. By creating a simple rating system, you are building trust between
parties.

Uber’s rating system ranks not only drivers but also passengers. This
creates trust that it’s safe to drive and that badly behaving customers who
harass drivers won’t be tolerated. Both practices increase confidence in the
system and thus drive further adoption of Uber. Furthermore, the system
records the ride, and you can verify that the driver took the shortest route.
It reduces the opportunity to cheat in an unfamiliar neighbourhood.

Upwork has a work monitoring system that records what the worker is
doing. It creates trust that the worker spends the time you are paying for
working and not doing other activities.

2. Provide feedback to all sides

Often, when we think of opportunism, we only consider the seller or
provider of the service. However, it is equally possible for the customer to
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behave opportunistically. Customer opportunism is critical for platforms
because they thrive from matchmaking and network effects. If platforms
generate bad matches, they start losing suppliers, which leads to the loss of
customers and an escalating vicious cycle.

Hence, the feedback you provide must go to all sides, like Uber reviews
its customers. If a customer smokes in the car or yells at the driver, the driver
will give the customer a low score. A low score makes it less likely that the
same customer will get another ride. Hence, it incentivizes the customer to
behave.

In your platform, consider how the customers could exploit the sellers.
A generic approach of using a star rating is already sufficient for sharing
customer reputation. If there are specific customer behaviours that harm
sellers, you can also provide feedback on those behaviours.

3. Create transparency in the market

You could openly share price information on your platform, as Amazon
does for third-party sellers, for example. Transparent information reduces
customer perception that the seller is cheating them.

Maersk and IBM used blockchain for their joint venture Tradelens, a
container logistics solution. It digitalizes the global shipping industry that is
still very often run manually and with paper and pen. The Tradelens plat-
form allows users to connect and share data. All parties get the same
visibility to the trade, creating transparency.

4. Imagine contingencies and create borders/rules/penalties and
safequards

It’s good to be optimistic and trust people — most of the time. However, to
prevent opportunism, you need to think about how people might trick you
or other users of your platform. You need not be in this mindset all the time,
but it’s good to reserve some time for paranoid thinking.

You could play a game where a select number of your team members seek
to exploit the platform in different roles. As they come up with ideas, you
should record those ideas down without judgement.

Once you have a list of potential ways to exploit your platform, you
can start inventing ways to prevent such opportunistic behaviours. Some-
times you can define a rule; at other times, you might introduce additional
checks.
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However, you should avoid creating too many checks and balances, as
they would make an additional layer of friction. That friction would prevent
your platform from ever becoming successful.

One example of a sufficiently frictionless rule is to forbid the platform
parties from transacting directly. The platform can explicitly prohibit the
provider from selling to the consumer directly. Alternatively, when possible,
the platform can prevent direct interaction between them by requiring them
to communicate via the platform.

Airbnb uses another way to anticipate contingencies. Airbnb’s Host
Guarantee extends to US $1 million. If the customer damages the house, the
owner is fully compensated up to US $1 million. Hence, the owners can feel
safer about giving their home to strangers via Airbnb.

You need to balance between preventing bad things from happening and
keeping the experience smooth for the platform’s honest users and stake-
holders. As a heuristic, you could consider the following kinds of threats: 1)
frequent small opportunistic behaviours, such as your platform partner
performing a portion of the work outside the platform, and 2) rare but
disastrous behaviours, such as violent acts by platform partners toward
customers. Then you need to consider which of the risks are so large that
you have to mitigate them.

In defining the mitigation actions, it is crucial that you always consider
the additional friction created by the mitigation. You should think of how
you can achieve the same mitigation effectiveness with less friction. For
example, suppose you can reduce the first supplier selling some of the
services outside the platform via Al algorithms that detect anomalies. In
that case, this creates far less friction than routinely interrogating the
customers. Likewise, non-intrusive surveillance could, in some situations,
reduce the risk of more harmful or severe behaviours as effectively as formal
security checks.

Create magic

The best platforms address all three categories of transaction costs. They
also use data to learn and to reduce friction further. Everything works
smoothly together without any effort. That’s why it feels like magic.
Therefore, don’t just focus on one type of transaction costs, but consider
the whole value chain. Figure 2.1 below describes how. For example, reduce
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FIGURE 21 How to create frictionless experience
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Real-time tracking
reduces anxiety

search and effort costs by consolidating demand and supply powered by
intelligent matchmaking. Provide real-time tracking to alleviate uncertainty
and anxiety costs and address opportunism by customer ratings.

Note also that the same mechanism can lead to a reduction of all of these
costs. For example, the five-star rating system is very effective. Feedback
ensures a better match for the customer’s needs, leading to less search and
effort costs. It also increases trust and thus reduces uncertainty and anxiety.
Finally, the mere fact that customers and users know feedback is given
reduces opportunism.

But, the catch is that you enforce the feedback. It’s critical to show that
the ratings have a direct impact on the quality of the service. For instance, a
badly behaving passenger might not get rides anymore. Or bad reviews for
Airbnb leads to fewer rentals. And it goes in the other direction as well. Bad
reviews for a traveller renting Airbnb property impact his or her chances of
renting any property through Airbnb.

Key takeaways for your organization
By reducing transaction-related friction, you can change the game and

create new platforms. If there is high friction for accessing and using current
services, this might be an opportunity for you to create a platform.

55



PLATFORM STRATEGY

But they can also prevent your platform from engaging its users. The

effort required from potential platform members to find your platform or

engage with it might be too high. The uncertainty and anxiety related to

their use might make them prefer an alternative solution. The risk of another

platform member cheating, stealing or lying might cause potential users

to go somewhere else. As you are developing your platform, you need

to identify relevant friction in your platform and take decisive action to
minimize it.

Search and effort costs

How do your customers and other members of the platform find the
platform and its services? What actions do they need to take to find and
engage with the platform?

Could you consolidate supply and demand by creating a marketplace or
generate intelligent matches by recognizing parameters underlying needs
and supply?

How could you minimize the number of decisions platform members
need to take to get started to use your platform?

What unused assets could your platform orchestrate to increase value for
its members?

What technologies could you use to minimize friction in your platform?

Uncertainty and anxiety costs

What information are different members of your platform always waiting
for to make sure things are going as they should be?

Is there a way for you to provide real-time tracking or other updates for
the platform members to reassure them?

What rich media forms, such as images, animations or sounds, could you
share with platform members to make them feel that things are happening
as they should be?

Do people consider your platform reliable and trustworthy? What
alternative paths could there be to (further) improve your reputation?

Opportunism-related costs

In the rare occasions that they behave immorally, how might members of
your platform cheat, steal, lie or otherwise exploit the platform or its
other members?
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+ What behaviours could you track and share with other platform
members? Is it possible to do it on all sides of the platform?

+ How does your platform promote transparency in the market? Could
you do more?

« What rules, penalties and safeguards does your platform apply to prevent
opportunistic behaviours? Are their benefits higher than the additional
friction they create?
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CHAPTER THREE

Focus your actions to create fans

1l successful platforms started with a narrow focus. It helped them to
build a loyal following of fans.

In the previous chapter, we showed you how to remove friction. Platforms
emerge from identifying industries and processes which had high friction
and removing it. Like Peloton, which disrupted the fitness space industry by
making group fitness classes fun and accessible. Once you have selected a
process or service where you want to simplify things, you need to choose
where to start and how to expand.

When Apple entered the mobile phone market in 2007, it launched only
one touchscreen device, the iPhone. Many considered this a mistake as other
vendors offered many devices with several form factors and use cases. But,
as the smartphone market developed, consumer preferences had changed.
Consequently, Apple seized the moment and went against conventional
wisdom. Its focused approach with only one single smartphone won the
game. Focus is essential when a new business is emerging.

Focus is also essential to create value. Suppose the benefits of the service
a platform provides are not clear. In that case, users are unlikely to invite
friends or colleagues to use it. On the other hand, a simple and straightfor-
ward value proposition encourages them to share and invite others to
strengthen network effects. With a clear value proposition, you reduce the
emotional risk of sharing. Customers can share their enthusiasm without
being embarrassed by sharing an unclear offering.
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So, how do you select your focus? How do you choose the next steps
after the initial focus? And what creates community? This chapter will guide
you through three simple steps to start to build a successful platform:

1 Focused launch — define a focused offering and build engagement from
an initial narrow set of customers.

2 Refine and expand - expand customer base and platform scope
incrementally.

3 Build an engaged community — create an experience that rewards par-
ticipants and produces advocates for your service.

Successful platforms start with a focused offering

The path to a successful platform does not start from a broad offering.
Instead, building a thriving platform requires, almost paradoxically, patient
and relentless focus on a single core product or service. Such attention is
needed because you become exciting and relevant to partners only if you
have something unique and highly value-adding to give. And the best way
to build something unique and highly value-adding is to focus all your
efforts on creating that unique thing.

The first Tesla, Model S, didn’t seem like a platform. It was a very focused
offering, just one car targeted for the luxury segment for environmentally
conscious people who wanted a high-end electric vehicle. With its long
range, it removed the friction and anxiety about charging the car battery.

Peloton is an interactive fitness platform. It provides high-end bikes cost-
ing over US $2,000, which you can use at home to participate in fitness
classes with other people. When it launched in 2013, it had a very sharp
offering. Peloton sold nicely designed indoor exercise bikes connected to the
internet. Furthermore, it offered live and pre-recorded group classes in
people’s homes. So, anybody can participate in bike-exercise training — and
nothing more.

Focus drives up usage and builds devoted fans. There is a temptation to
expand your company’s offering, especially if your technology and platform
are powerful. But the only thing that matters is that your users see enough
value. A minimum viable product is not the one you can launch for scale. It
is the one that satisfies customers, offering them enough value. Be clear on
who your customers are and what they need, focusing on a well-specified
customer segment with a narrow offering. You are then more likely to
succeed in the launch and build a platform at a later stage.
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The most successful platform companies, Amazon, Facebook and Uber,
sequenced their platforms’ development. They initially focused on getting
engagement from a narrowly defined set of customers. These customers
were often physically proximate to one another. After the initial focus, they
started generating other elements that expanded the business model over
time.

Companies that start with a focused approach dedicate most of their
development resources on making a single product or service work effec-
tively. And they do it for a clearly defined and narrow customer group. The
immediate benefit of this approach is that they make fast progress concern-
ing that single product or service. In contrast, companies that dedicate the
same amount of resources on developing multiple products or services
spread themselves more thinly and therefore make slower progress per
product or service.

Facebook, Uber and other companies did not become platforms acciden-
tally. There is a clear pattern of how they built their platform. In the
following, we explain how to create a platform by focusing your actions.
Any company, large or small, can execute this.

As an incumbent, the advantage you have is the assets you already have,
the customers you already have, but these are also your biggest obstacles.
You need to rethink the way you operate to succeed against new
competition.

Create your focused offering with these steps

It is easy to say you should focus and drop everything else. However, choos-
ing what to focus on can be a challenge. The following steps will help you
find your initial focus and expand over time.

Four steps to create and launch a focused offering:

N

Backtrack from your vision
Experiment and explore to find the most effective first step

Start from a friendly geographical region or market niche

A W N

Design your core to be supported by the best existing solutions and
technologies
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1. Backtrack from your vision

You need to start in a focused manner, but not without a great vision. The
problem is many wannabe platforms get over-excited about their vision.
They dream big and — naturally — want to make the future a reality as soon
as possible. They, therefore, implement too many things simultaneously,
which stretches them too thin and confuses potential clients and partners.

What you need to do instead is to backtrack from your vision: imagine
the future and then create a practical path from your current state to the
vision. In this way, you can leverage the inspiring power of the vision with-
out losing focus in actions — you are building something more significant,
but one step at a time.

To create an effective path from today’s reality to your vision, you should
first create several alternative routes. As illustrated in Figure 3.1 below, each
route should identify several steps that could take you from the present situ-
ation to the vision.

The steps should also be cumulative: the first step provides a foundation
for the second step. For Amazon, the first step was to sell books, and the
second step was to sell other items. As the first step helped in capability
building for e-commerce and made Amazon famous, it contributed to the
success of the second step.

As illustrated in the above figure, the alternative paths can differ substan-
tially from one another. You should aim to create very different pathways
from the present to your vision. From these alternative paths, you will select
the one that creates the highest customer value immediately or removes the
most significant pain point in the current process.

The first step should not be too complicated. A rich feature set might
confuse customers as you are trying to change the current way of
operating.

However, you should not confuse ‘complicated’ with ‘value-adding’. You
need the latter while avoiding the former. This is not always easy. Sometimes,
you need to add features to pass the threshold for value-adding.

For example, a diagnosis service for dogs offered to vets initially focused
on providing only diagnosis and recommendation for the most suitable
drugs. However, older veterinarians were not interested in using it. They
think they are the ones who know how to diagnose animals (regardless of
whether it is true or not). Although young vets were interested in using it,
they also might reduce or abandon the use when they develop their skills.

62



FOCUS YOUR ACTIONS TO CREATE FANS

FIGURE 3.1 How to define alternative pathways to vision

DEFINE ALTERNATIVE PATHWAYS TO VISION

S ——

> The beginning of your journey <

The founding team analysed the situation and discussed it with their
advisers. Vets enjoy discussing symptoms and often ask for help for diag-
nosing in closed social media forums. Therefore, the team decided to add
this type of feature to the service. Now, there is a reason for vets to use the
service to help other vets or just observe what other vets are discussing.

2. Experiment and explore to find the most effective first step

It is excellent if you can start with a vision and then backtrack from it.
However, sometimes it is difficult to envision the end state, even if you have
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several great ideas. In such a situation, you can move forward by experi-
menting and exploring various paths to learn what works and what doesn’t.

Experimenting: If you already have customers, you could start by testing
a feature set with them. First, offer a more extensive feature set and then
remove some of them to try their value with a limited sample. This process
gives you an assessment of the importance of different elements in your
offering and helps to decide the launch offer.

You could also test the different paths you created in the backtracking
exercise, see what works best, and then select the most promising one.

Experimentation might be resource intensive. Therefore, you need to
work in agile mode to ensure fast enough progress — make decisions quickly
and reallocate resources flexibly.

Discovering a latent need just outside your current boundary is another
technique for established companies to define an initial focus for a platform
offering. Many of us have struggled with the Swedish invention, IKEA’s self-
assembly furniture. IKEA’s discovery that their customers need help in
assembly when they buy their products is an excellent example of detecting
a latent need.

First, IKEA decided to offer these services by themselves. However, it saw
a more considerable opportunity. In 2017, IKEA made its first acquisition in
its 76-year history. It bought Task Rabbit, a contract labour marketplace.
IKEA decided to run TaskRabbit as an independent company.

After discovering the latent need, you move to define the vision and then
apply backtracking to determine the first step for your launch. For example,
through TaskRabbit, IKEA started furniture assembly with a limited
geographical focus in New York City and San Francisco locations (Angulo,
2018).

Another Swedish example of discovering latent need is Spotify. Instead of
fighting incumbents, like Apple iTunes, with digital downloads, it focused
on an emerging niche, streaming. Its founder Daniel Ek saw that people
were ready to pay a small fee or listen to advertising for unlimited music
access. Illegal services like Napster had already proven the latent need.
Spotify offered the same experience legally.

Interviewing customers, suppliers and other stakeholders is a useful tech-
nique to define what would add the most value to your customers and other
stakeholders in both the short and long term. Before doing interviews, you
should already have a sketch of your target in mind. Ask what your custom-
ers value at the moment and how to strengthen it.
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1 Interview a select set of trusted customers
a Ask them to describe their core processes in an open-ended way
b Seek to understand what are the most value-adding and difficult

elements in the process.

2 Model the customer’s process in simple diagrams
a Start by making individual parts of the process on separate slides
b Once you have created some three—eight slides, move towards building

a synthesis.

3 Reflect on how your company is currently helping them in the critical
processes. Reflect also where you are not presently helping but potentially
could.

4 Consider which step is providing the most value for the customer, from
their point of view (many of your actions help, but which one of them
helps the most).

5 Imagine a path where you first start with the most value-adding element
and then build on top of that.

Consider also conducting three-five interviews with selected suppliers to
understand the platform’s value from their point of view. It’s critical to
recognize relevant stakeholders and their likely reaction to the platform
via conceptual work and discussions. By conceptual work, we mean that
you should in advance try to anticipate how somebody would react to the
platform proposition. The goal is to guide them to perceive the platform as
beneficial for them.

Document everything carefully. Who are the platform participants, their
roles and what value do they get out of the platform? Define the architec-
ture and business model of the platform. Describe also your current state,
customers, suppliers, processes and assets you have.

Combine this step with your vision and backtracking from there into the
first focused offering.

3. Start from a friendly geographical region or market niche

Decoding the platform winners’ recipe shows they don’t try to serve and
please everybody and all markets. They start from limited geography or
from a market niche and expand from there. Experimentation is also more
manageable in a smaller market. Companies often fail by scaling too early
before they have found the right product. But don’t take the early narrow
focus as a sign of being satisfied with a small market. On the contrary, focus,
in the beginning, allows you to find the right feature set for scaling.
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Facebook initially focused on building a static social network within a
concentrated physical location of a university campus. In this way, the
company could concentrate all its efforts on making the service as good as
possible for that narrowly defined customer group. Zuckerberg populated
the platform with data he had acquired from the university’s housing
services. In this way, he made the platform value-adding for every Harvard
student. In essence, they could see all their friends’ profiles on the platform
and a draft profile for themselves. Therefore, they were motivated to improve
their own profile, which made the platform more value-adding for their
friends.

Uber initially operated only high-end limousine service in a single city.
This approach helped it refine its software platform, pricing policies and
other practices such that it became an even more reliable and user-friendly
service. The company concentrated on a single geographical area. Therefore,
its managers were able to gather insights from that area and dedicate their
mental effort to understanding the dynamics. This mental effort helped in
making the service even better. It increased the customers’ commitment to
and excitement about the service.

Amazon likewise started with a relatively simple online bookstore, and
focused its efforts on doing the bookstore work exceptionally well. It had a
comprehensive inventory of books, and you could get any book you wanted
from Amazon. In contrast, no other bookstore could hold an equally exten-
sive stock. The recommendation engine (people who bought this book also
liked these books) and other features made the service smooth, value-adding
and created network effect. Amazon thus became the choice for buying
books.

The first phase in the development of these now complex and global plat-
form companies was, in sum, a very focused and local service that worked
exceptionally well. The superior quality of the narrow service generated
vast excitement among the users of the service. The excitement helped to
build a broader reputation for the platform. For example, once Harvard
students got excited about Facebook, they started using it even more and
also told their friends in other universities about the service. Similarly,
people who had a positive experience with Uber or Amazon became more
likely to use the service again and tell their friends about it.
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CASE STUDY Peloton: Removing friction from home exercise

The year 2020 was a great one for Peloton. As the Covid-19 pandemic raged on, people
wanted to exercise at home. Peloton has more than a million monthly customers, and
it has expanded its business with treadmills and yoga, and other exercise classes. It
didn’t happen by accident, but following the steps outlined in this and the previous
chapter: ie removing friction and being focused.

Peloton founders experienced too much friction in trying to get into a spinning
class. First, it was hard to find time for fitness classes in your busy schedule. And
even if you had time, it was challenging to find a great instructor and a class. And the
perclass fee was prohibitive (Huddleston, 2019).

When expanding, platform companies follow their vision. Many think of Peloton
as a fitness company. But, according to Peloton’s founders, Peloton is a media-
technology-retail-logistics company (Huddleston, 2019).

Peloton had a focused offering with sleek-design bikes and live and on-demand
cycling classes. Only after this offering became successful did it expand into other
types of exercise that today manifest its popularity.

Sometimes you need to make changes to ensure your focused offering is
perceived right. First, Peloton charged US $1,200 for the indoor exercise bike.
However, due to the relatively low price, customers perceived that the equipment
must be poorly built. Thus, they increased the price to over US $2,000, and sales
went up. Perception of the bike's quality changed from poor to excellent just
because of the price change (Mangalindan, 2019).

Now you might point out that so far we have focused on platforms only for
B2C. The question remains how does this impact any other type of tradi-
tional business? It’s easy to discuss Facebook, Uber and other well-known
examples and dismiss them as something that happens somewhere there,
outside of other industries.

There are some specifics which aspiring B2B platform providers should
consider. A B2B platform’s services or products may be critical for business
continuity and carry substantial risk for the customer. Therefore, quality
and service level must be right from the first transaction as customers have
high expectations (Anding, 2019).

Platforms are already making a difference in traditional manufacturing
industries. An excellent example is Tetra Pak, which provides spare parts
and consumables through a B2B marketplace.
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CASE STUDY Tetra Pak's focused platform launch

Tetra Pak sells manufacturing and packaging facilities for the food and beverage
industry. For example, the raw material is processed in manufacturing facilities
operated by Tetra Pak's customers and then packaged using packaging facilities and
Tetra Pak’s packing materials. Tetra Pak works with 5,000 manufacturing plants that
produce a combined 190 billion consumer packages around the world (Tetra Pak,
2020).

Tetra Pak founded its own platform in 2019 as a proactive move. Like Amazon,
Tetra Pak does not only provide their own spare parts and consumables through the
marketplace, but it also offers third-party products. It has 300,000 spare parts and
consumables from Tetra Pak and 200,000 products from vetted third-party sellers.

According to Tetra Pak’s vice president for parts and consumables, Klara Svedberg,
customers expect more convenience, efficiency and transparency (Tetra Pak, 2020).
Tetra Pak's marketplace creates a one-stop shop solution, which offers exactly that.
So, in this case, Tetra Pak uses the power of platforms and ecosystems for their benefit.

Tetra Pak could have offered a much more extensive selection of services already
from the launch. But it decided to focus. For B2B customers, the narrow offering
was understandable and thus encouraged companies to start to use it.

As the marketplace needs the suppliers to participate, the obvious question is
‘why would they?'. The answer: a marketplace provides a new sales channel. In the
case of Tetra Pak, it is global. Suppliers get new sales opportunities.

Tetra Pak operates globally, but they need to provide local solutions. Very often,

a specific supplier to Tetra Pak is local. As Tetra Pak is creating a one-stop shop, it is
tempting to pack everything from the start. They could be selling spare parts,
consumables, adhesives, lubricants, chemicals and services (services include
installation or consulting). So they could have imagined a complete, ideal solution
and then backtracked from there to the current offering they launched in 2019, offering
spare parts and consumables only.

Tetra Pak's marketplace is powered by Mirakl. Mirakl is kind of a modern-day SAP
that powers marketplaces. SAP has been extremely successful by creating software
to manage enterprise business processes. Time will tell whether Mirakl will be as
dominant as SAP. However, it shows that every company does not need to build its
own software to create a marketplace. Mirakl provides marketplace functionalities as
a service. Of course, you need to define your business model still and possibly
develop applications and a user interface to get the marketplace model’s full benefits.

To identify a friendly region or niche for your platform, you should consider
where you are most likely to succeed. Several factors can influence your
chances of success. You can start by considering the following:
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Boundaries of the market: is the market homogeneous enough to be
defined as a single market. For example, the US is not a market but has
several markets such as New York, Houston and San Francisco.

Your familiarity with the market: how well do you know the potential
customers and their needs, habits and preferences? How well do you
know the regulation and other contextual constraints?

Competition within the market: are there already several other companies
targeting the same region or niche?

Availability of resources: will you hire the needed talent from the region
and satisfy the niche?

Stepping stone: where can you expand from the first region or niche if
you are successful?

Synergy with a current offering: can you leverage your existing capabilities,
channels and marketing efforts, or do you need to create everything anew
for the region or niche?

Design your core to be supported by the best existing solutions and

technologies

Creating a focused offering requires that you recognize your service’s soul,

the one focused offering that makes your product or service stand out from

the rest. Often, creating the best possible core requires leveraging several

complementary technologies and solutions. Therefore, you should design
your core so that it can leverage the existing solutions and technologies as
much as possible. Often, this means compromising on the scope of the prod-

uct to be able to connect the core to a more robust set of technologies that

place (temporary) constraints to use cases.

CASE STUDY Varjo's human-eye resolution VR system

Connie was about to dock the spacecraft to a space station. She glanced at the

metres and noticed with satisfaction that she could see the smallest of details on
the crew console. She had done the docking numerous times, but this was different.
Everything happened in virtual reality powered now by the new Varjo human-eye
resolution VR system. Varjo collaborates with the Boeing Starliner programme
opening up unprecedented virtual reality training opportunities for a crewed space
mission. For the VR training to be effective, astronauts need to read all the displays
simultaneously while operating the simulated aircraft with their hands. With earlier
VR headsets, reading the terminals in the immersive training environment was only
possible when leaning in close to the displays — but then the astronauts couldn’t see
their hands, making it unsuitable for training (Varjo, 2020).
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Varjo is a Finnish start-up that originated from the remnants of Nokia. Its founders
Niko, Klaus, Roope and Urho, share a passion for multimedia systems and once
worked together in Nokia. Its current CEO, Timo Toikkanen, sat on the executive
board of Nokia and was responsible for Nokia's incredibly successful basic phone
business.

Varjo revolutionizes professional virtual reality by bringing every detail, texture,
contour and colour into focus — even for users who wear glasses or contact lenses.
Furthermore, the system can combine virtual with outside reality, creating a mixed-
reality environment.

Mike Leach, solution portfolio lead at Lenovo, said ‘'many existing VR offerings in
the market today are enterprise versions of a consumerdesigned product’ (2020).

In contrast, instead of seeking to reach the mass market in every potential VR/AR
segment, Varjo focused on engineers working on desktops designing motors and
other systems. Concentrating on the market niche helped Varjo make faster progress
in product development. And it gained traction with customers like Boeing and Volvo
as well as partners like Lenovo. Users can purchase ‘Certified for Varjo' Lenovo
workstations along with any device available in Varjo's portfolio via Lenovo’s
distribution channels.

But the priorities are more apparent when it comes to product features. Varjo is
not making its own graphic processors for VR but uses the existing best processors
from the marketplace. As graphics technology develops with giant leaps, the latest
commercial processors enable the best possible user experience.

This approach was possible due to Varjo's focus on designerengineers and other
limited mobility use cases. As Varjo's glasses do not need such high mobility, an
optical cord can connect them to a computer. Hence, the graphic processor needs
not to be inside the headset but on a regular computer. The best components can be
used for processing the visual images, and only the screen technology needs to be
in the headset. This architecture also enables easy software updates.

Putting graphics processing into the headset would have slowed down the
development cycle significantly. Thus, Varjo made a tough decision to provide the
best VR experience, easy software, and hardware updates with limited mobility.
However, it selected an optical cord, also the best off-the-shelf solution, instead of
traditional copper wire. Optical cables enable a more extended, lighter and less
disturbing connection between the central and VR glasses.

And in the future, low latency 5G wireless technology can replace the optical cord
enabling full mobility. Suddenly, the architecture with some compromises turns into
state of the art, extending Varjo's lead.

Successful start-ups in the nascent financial-technology market are focusing
on developing some of their core elements. And they are borrowing other
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elements from their peers. For example, in a recent study by Harvard and
Stanford professors (McDonald and Eisenhardt, 2019), one of the most
successful start-ups, Zeus (anonymized), copied its rival’s user interface and
used the same data-analytics provider as another rival. The company lead-
ers made this choice because they wanted to dedicate all their efforts to
developing the unique and most value-adding elements of their service.
Rather than reinvent elements that other companies had already invented.

Focusing on a single product or service and, often, also on a subset of
unique features in that product or service enables the use of the best
available components from the marketplace. Companies that focus do not
seek to create everything by themselves. Still, they scan the marketplace and
use the available products and services as components in their own product
and service. In this way, they ensure that their offering is on the cutting edge
of development.

For your platform, what could be the best available technologies and
solutions that could support the core of your service or product? What
prevents you from using them? Could you reduce these constraints by leav-
ing out a subset of users or use cases? In other words, could you improve
your product or service by focusing more in a way that would enable you to
leverage better external solutions and technologies?

Continuous refinement and incremental expansion

After starting with a focused offering, successful platform companies
continuously refine their offering and expand with incremental steps. They
build on the momentum created by their initial, focused offering while
adding new features and elements that attract more customers or fans.

CASE STUDY Getting better mile by mile — Tesla

In December 2019, some Tesla Model 3 owners saw a software upgrade option:
‘Improve your 0-60 mph acceleration from 4.4 seconds to 3.9 seconds with an
overthe-air update'. The price for 0.5 seconds faster acceleration was US $2,000.
The upgrade was just one example of how Tesla updates software over the air,
continually improving the car’s features and functionality. Each Tesla software update
makes your car feel like new. Most of the upgrades are free; they just appear, and
suddenly, for example, you got a 5 per cent improvement in the range of the car.
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Other upgrades include driving visualization, which can display stoplights, stop
signs and road markings. Probably in the future, Tesla can also automatically react to
these signs. \We will cover more on the learning loop and how Tesla autopilot learns
in the next chapter.

As Tesla owns the software platform, it controls the experience. Therefore, it can
expand the platform’s scope incrementally, unlike other car vendors operating like
product companies.

Tesla follows the suit of successful platform companies. Having created a
reputation by zooming to a specific offering, the platform companies started
incrementally expanding to other areas to broaden their scope.

You can even select if you want your software upgrades immediately as soon they
become available or a bit later once early adopters have used them for a while. So
you can decide to be the one who gets to try new things first. Or you can wait until
others have tested the new software and sorted out possible teething problems.

Tesla also applied an incremental expansion strategy to its fleet. Following its
successful focused entry into the market, Tesla introduced the sport utility vehicle,
Tesla X, expanding the customer base. Mass market, and with a lower price point,
Tesla Model 3 was launched next. It soon became one of the bestselling car models
among all brands in many markets. Tesla Y, a crossover, was introduced to the market
in 2020, and a much-discussed Cybertruck is expected to be available in 2021. So
what started as a one-model luxury car company is now offering a full fleet of cars.
And we can expect it will expand to new models going forward. Each of these
further incremental steps is building momentum for the company.

Refine and expand your platform with these steps

You should continuously refine and incrementally expand your offering.
Continuous refinement and expansion requires patient and systematic
efforts over time. You should not hurry but calmly reflect and observe to
take practical actions. In this way, you can move fast without rushing. The
following steps will help you.

Four steps to refine and expand your platform:

1 Observe and experiment to refine each element of your platform
2 Create new features and services
3 Enter new locations

4 Redo backtracking
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1. Observe and experiment to refine each element of your platform

To refine your focused offering, you should be relentless and data driven.
See what works and what does not. Change what does not work and keep
what does. In this way, you build an ever-stronger commitment and a more
robust foundation for adding new features and services. Two critical meth-
ods for refining your platform are observations and A/B-testing (comparing
two versions to see which one performs better).

Observe behaviour. During each step, the platform companies actively
use data analytics to improve the quality of the service continuously. For
example, when you log into Facebook, the company records your every
move. How long you read each post you see, where you place the mouse,
what you click on, how fast you return and so on. The company analyses
what content and which mode of presenting the content you like the most
from this data. Hence, the next time you are likely to see more content you
want and less content you dislike. Based on the analytics, Facebook can also
define customer segmentation and decide the best ones to select for
expansion.

Amazon is optimizing its website and associated user experience regu-
larly to improve customer engagement. The recommendation engine can
keep a customer browsing the Amazon site for a longer period of time. In
addition, various details related to the website look and navigation influ-
ence how long customers remain on the site, and Amazon is continually
improving these features.

Another big part of Amazon’s approach to keeping customers engaged
is direct email contact. Rather than waiting for the customers to return to
the site, Amazon sends recommendation emails that occasionally bring the
customer back.

Uber has hired a team of behavioural scientists to maximize the
company’s understanding of customer behaviours. Uber Labs consists of
psychologists, marketing professionals and cognitive scientists. They analyse
how customers react to Uber’s current and potential services and features.
Their insights provide essential information for refinement and expansion
decisions (Kamat and Hogan, 2019).

Run A/B tests to experiment. In addition to observing your behaviour,
Facebook is continuously running A/B testing, as is Amazon. One portion of
the users gets to view one version of a particular aspect of the service, while
another gets to see another. The companies then track how the users behave
and select the version that produces better results for continued use.
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Uber has a unique experimentation platform, XP, for A/B and other tests.
It enables Uber to launch, debug, measure and monitor the effects of new
ideas, product features, marketing campaigns, promotions and even machine
learning models (Anirban et al, 2020).

Peloton is also continually running A/B tests for new or improved features.
For example, during a workout, riders can cheer each other on with high
fives. If you ride in a large group, it’s hard to find the person who gave the
high five on the leaderboard. So you cannot follow them back.

Peloton was A/B testing a feature where you can now click on members
who give you high fives. Thus, you can send them a high five, see their
current ranking or open their profile to send them a follow request (L,
2020). Based on these types of A/B tests, it either adds features to all users,
modifies or removes them.

How would you do this on your platform? You should start with a
commitment to continuous improvement. After that, reflect which aspects
of customer behaviour are the most important to observe and which new
features could be tested.

2. Create new features and services

After the launch and getting significant traction it’s time to start expanding
the offering. New features and services broaden the appeal of your plat-
form. Gradually, you are tapping into new user segments and scaling your
platform. Furthermore, new features will also drive higher engagement. But
remember to tie this step to the previous one. Observe and measure the
success of new features and services.

There are several dimensions one can consider. What customer segments?
What geographies? What features to add? How to develop to become a one-
stop shop?

The expansions can be natural extensions of the initial offering. Peloton
started with the training bike and spinning classes. For them, it was natural
to expand into treadmills. In this way, it provided variety in the training. It
also attracted runners in addition to cyclists. The next step was an increase
in the types of exercises: high-intensity interval training, barre, yoga, boot-
camp and meditation (Huddleston, 2019). Peloton also expanded its digital
distribution channels. Its app is now available through Roku TV, Amazon
Fire TV, Apple TV and Android TV. Additionally, Peloton is expanding into
other original content types by increasing its music library and collaborat-
ing with famous artists (Thomas, 2020).
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Facebook used to be a relatively static platform — users would simply
create their profiles and fill them with some information, such as favourite
quotes and books and some photos. However, many users did not return to
Facebook very often to look at their friends’ static profiles; ie they were not
very engaged with the service.

To make Facebook more engaging, the company introduced the news-
feed. Users could now see in a single feed what was happening in their
network. The feed showed if someone had uploaded new photos or updated
their status. In this way, whenever a user opened Facebook, they could
immediately see various recent developments. The updates made the service
more rewarding and also generated some fear of missing out (FOMO).
Therefore, users returned to the site more often. This is what we call reason-
to-go-back expansion.

Uber leveraged its initial momentum and expanded to regular cars in
select cities. Initially, the service was constrained to limousines, but the
founders realized that there was a pool of people owning any type of vehicle
to drive passengers. They thus introduced Uber X, which benefitted from
the Uber brand, but was targeted to a broader customer group. As the
limousine service had already build legitimacy and excitement, the new
service did not come out of the blue for ride seekers. Still, they could have a
rough understanding of the service and were willing to experiment. This
strategy is called price tiers.

Amazon’s most significant expansion steps were product categories. Once
the book business was becoming ever smoother, the company realized that
it could also sell other products via the platform. Hence, it added toys, elec-
tronics and other relatively easy products to sell via online channels. For
instance, products that could be shipped as standard mail packages (rather
than fresh or frozen food, for example) or did not need much fitting (eg
clothes). In this way, Amazon expanded its product scope but did not overly
complicate its processes or take unbearable service quality-related risks.

IKEA leveraged its TaskRabbit platform to bundle same-day delivery and
assembly for IKEA products. TaskRabbit is also expanding into interior
design and looking at services such as furniture repair to give IKEA an edge.

New data sources can be essential drivers for new products and services.
For example, according to IKEA management, TaskRabbit’s customer data
could help IKEA develop new ideas for furniture (Rinstrom and Fares,
2019).

How do you invent and build new features and services for your
platform? You can get started by considering the same criteria you used
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to select the initial focus, as described above. Furthermore, you can also
leverage several creativity-boosting techniques we describe in Chapter 6,
‘Create the unexpected’.

3. Enter new locations

Once you start thriving in a single location, you should build on the momen-
tum and enter new places. For Facebook, the natural next step after
conquering Harvard was to expand to other Ivy League universities. The
students in these universities shared a similar elite identity, and many of
them also knew one another. Hence, a service that allowed a Stanford
student to connect with his fellow Stanford students and his friends at
Harvard immediately generated value for them. Again, the cycle of positive
excitement was reinforced. This is what we call focused on geographical
expansion.

Subsequently, Facebook benefitted from this excitement and continued
expanding its scope: it first opened up to all US universities and, ultimately,
after several steps, to all the people in the world. But it did not start with all
the people in the world because such an approach would not have generated
the initial excitement that resulted from the geographically contained initial
focus.

Peloton has followed the bike’s inquiries as an indicator of the demand
for its service (Peloton, 2019). After launching in major cities in the US,
Peloton focused its international expansion first to Canada and the UK.
Both are sizeable English-speaking gym markets. In addition to its online
direct-to-consumer sales, it opened multiple owned retail locations, similar
to Tesla. These locations will provide an opportunity for new customers to
experience Peloton physically.

In the UK, Peloton launched a London-based studio and added British
instructors. Next, Peloton launched in Germany, where over 10 million
people belong to a gym (Peloton, 2019). But, there was no need to build one
more studio. German instructors can teach from the London studio, and
Peloton streams the classes to Germany. Also, to expand access to its current
content, Peloton provided German subtitles for hundreds of English-
language classes.

Although its partner TaskRabbit had a larger footprint, IKEA had a very
deliberate geographical expansion of its furniture assembly service. It needs
to make sure its service personnel is ready and the specific pricing is in place.
It also needs to ensure there are enough qualified taskers in place.
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Since IKEA’s acquisition in 2017, TaskRabbit has expanded to all 48 US
cities with IKEA stores and launched in Canada (Rinstrom and Fares, 2019).
In the UK, it has moved beyond London to several new cities.

When evaluating which region your platform should enter next, you can
use the same criteria you used to select the initial focus described above.
You should also remember the next region need not be a country, but it can
be, for example, a particular city or community.

4. Redo backtracking

After you have executed one step in your path toward your vision, you need
to select the next step. For this, you apply the backtracking technique again
by evaluating alternative paths towards your ultimate vision. You should
also check if this modifies the vision and whether the paths are still the
same, or you should also modify them. Then again, you select the pathway
which adds the highest customer value or removes the highest pain point in
the process.

Engaged communities multiply platform value

Besides developing and expanding their offering, successful platforms
actively engage the platform stakeholders into a community. Engaged
communities are more than a pool of users and suppliers — they are indi-
viduals who are excited about the platform’s product or service and want to
share their excitement with others: they are fans. They offer improvement
suggestions, help one another in problem solving, and even lobby for more
beneficial legislation and infrastructure.

In short, members of an engaged community love the product or service
and want to make it even more successful. Their energy helps the platform
improve and grow. By connecting on multiple levels, they create an engaged
community. Thus, the community strengthens the network effect and creates
value for participants and the platform.

To create an engaged community, you should make an experience that
rewards participants and creates advocates for your service. Creating an
experience is not a technical thing, but the most critical thing is empathy
creation with the customer. You need to understand your customers empathet-
ically and see their point of view. Only then can you create a meaningful
offering that they enthusiastically embrace. Creating fans and engagement
is not a trick but is a much deeper thought process.
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Traditional sales and marketing starts from the notion that you create a
funnel and move people through it. First, develop prospects, then convert
them into sales.

When creating a platform, you should think differently. You focus on
people who are ready for the change and become fans and ambassadors
from the start — like Tesla and Peloton.

We call it engagement circle — it’s like dropping a stone into water. The
first waves are the highest, and then they will wane, but the bigger the splash
at the beginning, the larger the impact. With the engagement circle, you
focus on the middle, the most enthusiastic customers, to make them
advocates.

Customer engagement means interaction with your platform, ie the
service and experience you are offering. A new customer might come and
log in but not continue to interact. That’s low engagement. Another customer
has used the service several times and has referred several friends or
colleagues who have also logged in. That’s high engagement and high value.

Amazon has a special consumer engagement team. It’s a group of
researchers, designers and technology professionals who work across
Amazon. They invent, build and manage the features that give Amazon
customers the feeling that Amazon knows them. Of course, data serves as a
cornerstone for the whole process, as we discuss in the next chapter.

But you should not limit customer engagement just to the use of your
service. Equally important is to understand your customers’ social media
interactions. These include liking, sharing and commenting on content,
participation in community events and meet-ups and writing reviews. For
example, Amazon’s consumer engagement team also owns social sharing
systems, including gamification and moderation.

Formally, a broader definition of customer engagement is customers’
willingness to spend their time on the company for mutual benefit, often
through brand advocacy or other involvement (Astute Solutions, 2019).

Build an engaged community with these steps
To build an engaged community, you should first understand what makes
your platform’s customers and other stakeholders engaged. After that, take

actions to increase engagement, expand the community, and intensify the
community’s interaction. You should follow these four steps:
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Four steps to build an engaged community for your platform:

—

Measure engagement continuously
Prioritize emotions in experience design

Nudge and enable friction-free referrals

A W N

Enable community communication and shared identification

1. Measure engagement continuously

To understand your customer engagement, you should set goals and meas-
ure your outcomes. Metrics for customer engagement are lifetime value
(LTV, the total amount of money a customer is expected to spend in your
business during their lifetime), frequency of use, churn and many other
traditional marketing metrics. But you should also measure customer refer-
rals, advocacy on social media, reviews and participation in community
events.

According to the Gallup (2014) study of B2B customers, fully engaged
customers deliver a 23 per cent premium over average customers in the
share of wallet, profitability, revenue and relationship growth. Due to
network effects, platforms amplify customer engagement. High engagement
will multiply across the ecosystem.

And remember, retaining old customers is cheaper than the acquisition of
new customers. And if you can make your old customers acquire new ones,
you are better off in the long run.

Often, leaders focus only on growth and metrics for it. However, espe-
cially in the beginning, focusing on retention is essential. You want to get
people back to service. It’s too expensive if you always need to acquire new
customers.

For example, Wolt, a Finnish start-up founded in 2014, delivers food and
other items to customers in several European countries. In 20135, it almost
went bankrupt. During its crisis, [lkka Paananen, founder of Supercell and
an investor at Wolt, reviewed its numbers and metrics. He had learned from
the games business that retention is the most important metric for a game.
Do people want to return? Is the game important or not? (Raeste, 2020).

From the metrics Wolt CEO Miki Kuusi sent to Paananen, he saw that
about half of the people who tried Wolt stayed as customers, which was true
month after month. There was a foundation on which one could build - like
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in the best games. After this, Wolt closed the next investment round swiftly.
In 2020, Wolt operated in 23 countries, offered food from 22,450 restau-
rants, and had 44,000 food couriers (Raeste, 2020).

For your platform, what are the critical customer actions that you might
want to follow? How could you measure them?

2. Prioritize emotions in experience design

Emotions are stronger than logic. It’s not just the functionality you need to
think about. If your customers are emotionally vested in your service, they
will likely be highly engaged and become advocates.

Being clear on your purpose will also help companies to create ambas-
sadors. Brands that have a clear purpose create engagement.

You need to design the whole experience to make it unique for your
customers. It’s not a single element but the entire experience that differ-
entiates the platform from the competition. And if your customers form
communities and connect with other customers, this creates genuine engage-
ment and builds real fans and ambassadors.

Tesla is not a car company but has a higher-order purpose of making
electric cars accessible and saving the environment. But its offering goes
beyond the vehicle. For example, Tesla showrooms are part of the experi-
ence (Davis, 2014). Tesla decided to sell direct to consumers and created
their own showroom experience. Showrooms are located in malls and drive
awareness of Tesla. In the age of social media, everybody who is passing by
the exhibition room is a potential advocate as they post pictures and
comments on Tesla to social media. Part of Tesla’s appeal is also its expan-
sion to home energy systems. It executes its purpose by expanding its
business to other areas. We will discuss this further in Chapter 6.

For Peloton, it is not only the bike and service that creates the whole
experience but also Peloton’s instructors, who are part of the secret sauce
(Huddleston, 2019). The cult-like status of Peloton instructors is one of
Peloton’s most significant advantages over competitors. The instructors’ job
is to inspire and lead the Peloton community. Robin Arzon is one of the
most popular instructors, with 655,000 Instagram followers at the end of
2020.

3. Nudge and enable friction-free referrals

Referrals are an age-old way of attracting clients and generating new
business. They are also one of the most common tools to expand and
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grow your service in the digital era. Thus, make them friction-free and
straightforward.

And remember to ask for referrals. A simple nudge after a review or other
action goes a long way to activate users of your platform to share a referral.
As referrals are often impulsive, spur-of-the-moment actions, creating
nudges to trigger such behaviour is essential.

Provide tools to create engagement from your customer base. Creating a
simple way to invite friends into service is one way of doing this. And when
a user sends an invite, you give a reward: like a free ride in Uber. In this way,
you make fans market your service. And fans like when you reward them
for loyalty. Just remember that referral mechanism through email or social
network needs to feel natural and be straightforward to work.

To create high engagement, understand what your customers value. Some
people like a cash reward, some free credits for using the product, some
upgrades on their subscription plan, some exclusive features and some VIP
experiences. It’s hard to know in advance without thorough research and
experimentation.

Referrals are also useful in the B2B context. Yammer has become (one of
the) most successful social networking services for enterprises. Organization
members can use it for informal and private communication at work. Its
expansion strategy partly explains Yammer’s success: rather than relying
solely on formal contracts with companies, Yammer allows individuals with
a company email address to create an account. Once a single member of a
company has made a Yammer account, they can invite their friends from the
same company, who again invite more friends. Thus, Yammer spreads inside
the company through peer referrals. Additionally, Yammer has enabled
communication between partners, customers, vendors and suppliers, and
also, these communications can start with referrals that expand Yammer’s
reach (Pietruszynski, nd).

Dropbox is a cloud storage platform for file sharing and collaboration. It
has a referral programme that rewards users with free storage for friend
invites. If you have a Dropbox Basic account, you’ll earn 500 MB of space
for each friend you refer to Dropbox. And if you have a Dropbox Plus or
Professional version, you’ll make 1 GB of space for each friend you refer to
Dropbox; ie you upgrade your plan to a higher-tier service, and you receive
a higher referral reward.

What might be natural points for your platform customers and other
stakeholders for making referrals? How could you make referring as easy as
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possible? How could you reward people for making referrals? How could
you nudge them to take action?

4. Enable community communication and shared identification

Without interaction, there is no community. When people interact, a
community emerges. You should therefore ensure the members of your plat-
form are not only excited but can also interact.

Active interaction between people creates further excitement, as they can
share stories and help one another. Seeing others being excited amplifies
their emotional energy. Furthermore, the more they interact, the more they
start identifying with one another and the community — people start think-
ing and feeling that they belong together. The product or service becomes
part of who they are. The result is more loyalty, more pro-community
actions and even more excitement and engagement.

A community can be an inherent feature of a platform itself, or it could
exist in social media. Online communities can also lead to offline communi-
ties like meet-ups.

Communities can form even without a company’s participation, but the
brand often facilitates them. Many companies hire community managers
whose task is to increase the community’s interaction by providing content
and being a discussion opener.

Peloton online communities are full of life and energy. People motivate
each other to do even better. They buzz about instructors and share fitness
tips (Griffith, 2019). Customers also make many new friends through
Peloton, and they travel for meet-ups.

Let the community do the talking for you. This one is not easy as we are
so used to push marketing. We are building audiences, not communities. But
communities are stronger and create sincere devotion. When developing a
community, you should enable your customers to connect, but you cannot
control it. If you try to steer the conversation too much, it will backfire.

Tesla customers have built communities that are very strong and engaged.
Each country has its local Facebook community, whilst Model 3 has its
own. Because Tesla has a higher-order purpose than just making cars, it
creates engagement. The fans and ambassadors want to participate. And
this is what amplifies the network effect. Not only does every mile I drive
make the car better, as it learns (like we will learn in the chapter on learning
loops), but every new fan makes the experience better for everybody else as
they contribute to the community.
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Brands can drive and enable discussion by providing hooks. Tesla’s
discussion hooks include its autopilot, whether you should keep your hands
on the wheel or whether you should pay US $2,000 for half a second accel-
eration boosts. People discussed these points endlessly in the Tesla Facebook
groups and other social media networks.

If you post a question on your problems with Tesla to its Facebook
community, you will get an answer immediately and not only one but many.
And comments are building on each other. The fans handle customer service.

It’s also interesting that even if the manufacturer has faults and makes
mistakes, fans forgive them. They discuss errors and issues, but strangely,
the brand’s mistakes create deeper engagement.

BUILDING B2B COMMUNITIES

Now you might think that communities, fans and ambassadors are only for
star companies like Tesla or Peloton. However, any brand, including B2B
brands, can benefit from platform leaders’ lessons when it comes to creating
fans. You just need to provide the opportunity for your customers to engage.

When you start to build a B2B community, aim to understand your audi-
ence and their needs by interviewing your customers.

Most professionals like to talk to other professionals. Well-built closed
communities can provide peer-to-peer support. Communities provide a
place to discuss and engage. A well-crafted community can boost your plat-
form. For example, for a B2B marketplace focused on transactions between
buyers and sellers, a B2B community can provide a free forum to discuss or
share ideas and interests, solve problems, find business partners and ask for
a piece of advice. Community builds engagement and a deeper relationship
with your platform.

A community can be closed or open. What works best depends on your
business targets. A health company set up a chat service where doctors
answer questions and diagnose patients. Doctors operated from remote
places, which many doctors liked as it provided an opportunity to work
from their homes. The company noticed that online doctors needed support
when diagnosing patients. Therefore, the company provided a chat service
between doctors who were on duty. Doctors were able to get peer support
for the problems they encountered, improving their quality and engage-
ment, and satisfaction.

To get started, you should consider how to enable and facilitate commu-
nication among your platform stakeholders. What kinds of interactions
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would be both emotionally exciting and practically valuable for your
community stakeholders? Would it be natural to integrate a communication
tool within your platform, or should you create a community through social
media networks? What kinds of community events could you organize,
both online and offline?

Key takeaways for your organization

As you plan to launch your platform, remember the focus. Being everything
to everybody won’t cut it. You need to make choices and focus. Focus drives
up usage and creates fans who want to come back again and again. And if
you manage to build an engaged community out of these fans, it will multi-
ply your platform value.

Create a focused offering

« What is the core service or product your platform is currently offering?
Is it clear and focused enough?

+ What is the ultimate vision of your platform? What alternative paths do
you have toward the vision?

+ How could you experiment with which paths generate high value fastest
and with a reasonable effort? Which region or niche should you choose
first?

« What pre-existing technologies and solutions could you use to support
your platform’s core to maximize value creation for your primary target
segment?

Refine and expand your platform

« What data could you use to improve your platform continuously?

« How could you create new features and services?

« How have you chosen which new locations to enter? What else should
you consider?

+ Once you have taken your next steps, what new paths toward your
ultimate vision might open up?
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Build an engaged community

+ How do you measure customer and stakeholder engagement with your
platform? What else could you measure?

+ How might you improve your platform users’ emotional experience with
the platform?

+ How could you nudge and enable your platform members to invite new
participants to the platform?

+ How could you enable communication between platform stakeholders?
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CHAPTER FOUR

Create a learning loop

I ntelligent platforms have an Al-powered learning loop. It enables them to
improve their value creation and efficiency in new domains rapidly. Once
they have entered the industry, they ‘run’ faster than the incumbents or
other entrants and quickly provide more value than others.

For example, Tesla’s fleet of over 500,000 vehicles collects data through
cameras, radar and other sensors, while people drive their cars. Tesla uses
this data to train and improve its Al algorithms. Gradually, Tesla is building
a full self-driving capability. And as no other or very few have access to a
corresponding amount of data, Tesla is very likely to learn faster than others.
Thus, it attracts more customers and makes it even more difficult for its
competitors to do the same.

Platform winners collect data on their users and extract learnings all the
time. Every improvement attracts more users from whom they can learn
more, accelerating the value resulting from network effects.

To win this ever-accelerating race, tap into the power of Al and create a
learning loop. It enables you to improve your service in essential areas
continuously.

The use of your products and services generates data that you can feed
into AL That helps you make better predictions and insights, allowing you
to develop better products and services. And as you become more competi-
tive and attract more customers, you get more data, boosting your service.
Learning loops are the key to this virtuous circle.
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In this chapter, you will learn how to build a competitive advantage with
a learning loop and use data to train Al. Furthermore, we will explain why
your employees are a valuable asset to develop Al through human-in-the-
loop learning. We will describe three essential elements for building a
learning loop:

+ Start from business goals.
+ Produce relevant data.
+ Maximize continuous learning.

We will use the examples of Tesla, Uber and Orica (an explosives provider)
to illustrate the process of building a learning loop through each step.

Learning loops strengthen your competitive advantage

When we use Google, it learns from every search and adjusts its Al algo-
rithms and models. Accordingly, the next search is a bit better for everybody.
And as every user contributes to the learning loop, Google’s lead in search
extends further. It has become almost impossible for others to catch up
regardless of how good their algorithms are. The one who started earlier
will have the advantage forever unless the search paradigm changes.

A learning loop is a virtuous circle where a platform’s use creates new
data, which improves the platform and its services. And this strengthens
your competitive advantage.

CASE STUDY Tesla's learning loop

Tero was entering the highway with his Tesla 3 on a busy morning. The FSD (Full Self
Drive) mode was on, but somehow merging with the traffic wasn’t that smooth, and
he needed to take control. Two weeks later, the same situation and everything went
smoothly. What happened?

Tesla is a learning platform. It collects data through cameras, radar and other
sensors. Tesla uses this data to train and improve its Al algorithms.

The next version of the lane change assist is a bit better than earlier versions.
Merging into highway traffic from a ramp becomes even smoother, also for Tero.
Gradually, Tesla is building a full self-driving capability.

Tesla's architecture allows it to update its cars over the air; new software is
delivered wirelessly over Wi-Fi. Every car’s self-driving capabilities become better by
using data collected by other vehicles. This process contrasts with many other car
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manufacturers, which don't collect data and update their cars over the air. Tesla's
architecture is a platform that allows constant evolution and the use of data.

Tesla's capability to collect data, train Al continuously with new data and update
their software with a better version is its learning loop. Thus, the learning loop
improves its competitive advantage every day.

In digital companies, a learning loop is easy to build. For example, learning
loops target ads and predict what we would like to purchase. With the
Internet of Things (IoT) and sensors collecting data from the physical world,
building a learning loop has become possible for companies with physical
assets. For example, Al can determine parameters for a process in a produc-
tion facility. Once the facility has executed the process, it compares the
outcome to the ideal target state. Consequently, the system adjusts algo-
rithms based on deviations.

Human experts can be the company’s most significant asset when creat-
ing a learning loop. For example, traditional visual quality control algorithms
inspect product flaws in a factory but do not learn from new data. They are
programmed once with predetermined rules for defects. But when an expert
checks an Al-detected fault, he or she can determine if the flaw is significant
or not. The human operator feeds this information back to the system,
making it better. The process of a human giving feedback to the system is
what constitutes a human-in-the-loop model.

You start the development of a learning loop by defining a business objec-
tive. Then you need to understand what data is available to train the Al
against the business objective. Next, focus on how you prepare the data to
be useful for AT model training. And once you have deployed the Al, it
makes decisions, predicts outcomes and creates insights from new data. And
based on these, it improves the Al model, further completing the learning
loop. Every loop strengthens your competitive advantage.

Effective Al use starts from business goals

People hype Al. Many Al solutions in use today do not add significant value
for the companies using them. This is because they have rushed to imple-
ment Al pilots and showcases without proper connection to business targets.
But for some companies, Al has made all the difference. These companies
are using Al smartly in a way that directly contributes to business develop-
ment and performance.
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The challenge for smart use of Al is that you can use various Al tools for
multiple purposes. Only a subset of the combinations of tools and purposes
are value-adding. However, in the hype, one quickly gets excited and starts
acting before thinking.

For intelligent platforms, Al cuts through all operations. For example, a
private health care centre might start using Al for various reasons: to
improve the efficiency of its administrative procedures, the quality of the
patient care, the accuracy of medical diagnosis or price elasticity to maxi-
mize profit. Each of these business objectives would require different data.
And thus, they have various implications for building the learning loop.

Suppose the objective is to improve the accuracy of medical diagnosis. In
this case, the company should build an Al solution that supports doctors in
diagnosis. This solution should use various patient-related data, such as
demography, specific tests and scientific knowledge about correlations
between patient-related attributes and medical conditions. In contrast, if the
goal is to maximize profit, the Al system would need more data on factors
that predict the patient’s willingness to pay. These might include some
demographic characteristics but weighted differently, emphasizing different
factors. For example, their home address is used as a proxy for wealth.

Ultimately, the goal might be to maximize multiple aspects of the busi-
ness. Still, it is often more feasible to start with one clear objective because
it helps define what data is necessary to collect. Having multiple goals can
spread the company’s resources too thin and undermine quality. Remember
how focus creates fans from the previous chapter.

Two companies could have the same business objective on a superficial
level but have a very different strategy for developing Al and their learning
loop. For example, self-driving cars’ training requires data from videos of
millions of miles from different road situations. Al models use the data to
learn various types of actions. These include accelerating and slowing down,
changing lanes, merging into traffic from a highway ramp or braking when
an obstacle appears in front of the car.

Waymo and Tesla approach this business objective in very different ways.
Rather than making a perfect system from the start, Tesla decided to apply
the learning loop approach. It trained a simple autopilot system to start. By
collecting data from the fleet of cars, Tesla is continually improving it.
Ultimately it targets a fully self-driving vehicle without the need for a driver.

Waymo, on the other hand, decided to target a more autonomous self-
driving car to start with (Hawkins, 2020). Waymo’s target is to launch a
vehicle that can operate without a driver in limited conditions and routes.
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Thus, its Al needs much more comprehensive training than Tesla’s initially
simple system. Waymo is relying on computer simulations and partners to
teach its Al (O’Kane, 2018). As you can see, the company’s strategy impacts
how you define business goals and what is your data and Al approach.

Not having a clear business goal destroys value and wastes resources.
Some companies have become excited about the idea that ‘data is the new
oil’. Therefore, they collect all the data they can access. However, without a
clear picture of how they will use it, they will likely pile up lots of unneces-
sary data with high cost. Consequently, they fail to conduct focused data
collection to solve the matters that truly make a difference to their
business.

Develop your business goals for Al with these steps

Follow the steps outlined below to develop your business goals for Al use.

Four steps for developing business goals for Al use:

1 Create a vision of how learning will transform your company
2 Understand what Al can and cannot do
3 ldentify key processes as a starting point

4 Create a learning loop for your business goals

1. Create a vision of how learning will transform your company

Don’t rush to implement Al for the first process that comes to your mind.
Start with a vision of how AI will transform your company. Think about
how you can create more value for your customers. Do you have valuable
expertise that could be scaled by teaching it to AI?

Orica is a more-than-100-year-old Australian company and the world’s
largest provider of commercial explosives and blasting systems to the
mining, quarrying, oil and gas, and construction markets. For Al, Orica’s
business objective was to improve blasting outcomes for its customers. It
realized its engineers were advising customers on implementing blasts. They
had valuable knowledge that they could teach to AI (Sherer and Cleghorn,
2018).
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Orrica started with a tight focus to provide insights and advice to improve
blast performance with its Al system, BlastIQ. But, Orica’s vision seems to
be much larger. The more its customers use its service, the more data it
collects, and the better its Al becomes (Sherer and Cleghorn, 2018). This
learning loop transforms the company from a manufacturer to an intelligent
platform.

2. Understand what Al can and cannot do

Al use cases are numerous. Al can predict energy consumption, translate
languages, correct writing mistakes, spot faults in a manufacturing line,
analyse investment reports, anticipate traffic delays, recommend the best
videos for you and the list goes on.

Al seems to be the solution to everything. Clearly, this is not the case, and
AT still has severe limitations. Today’s Al is so-called narrow Al It can
perform tasks that are well defined.

The limitations arise from the way Al is trained. Al is excellent in the task
you teach it. It learns from historical data. Thus the available data limits the
learning capability. Secondly, Al cannot move beyond the original use case
very easily.

For example, Finnair and Silo AI built an Al system to predict flight
delays. The project’s target was to improve air traffic situational awareness
for the operations control centre (Silo AL, 2019a). First, the team thought
that Al could manage airport congestion all by itself. Although AI shines
in predicting delays, it struggles to decide what to do about them. That’s
where humans outshine Al, and the best end-result is human-machine
collaboration.

A severe limitation of Al is that it does not understand causality (cause
and effect) beyond rudimentary cases (Bergstein, 2020). Al can be hard to
explain. If it is a black box, the users might not use it as they don’t trust it.

Al is as good as the data used for teaching it. Data might be biased,
resulting in biases in the Al system trained with it. Thus, you should always
understand how Al was developed. There are also specific techniques to
detect and remove bias from the data.

But remember that Al’s capabilities develop fast. What was not possible
yesterday might be possible today. So, you need to revisit your decisions
from time to time.
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3. Identify key processes as a starting point

You have developed your vision and understand what Al can do. Now it’s
time to define a more explicit business goal and identify the key processes
you will begin to put in place to meet that goal.

For example, Uber’s key business objective is to direct drivers to match
demand to make sure customers get rides when they need them. Therefore,
Uber predicts demand and supply to match demand for rides with a proper
supply of cars. Predicting demand based on various variables and past
patterns is a problem where Al can help.

Uber is also running another real-time process, surge pricing, to optimize
the system’s overall performance. Sometimes, there is a higher demand than
predicted, and Uber cannot deliver enough drivers for a given area. Then
Uber increases its prices, attracting more drivers to meet the unexpectedly
high demand. Again, this is a clear enough problem that Al can solve.

Keep in mind your competitive advantage — will making the process more
intelligent help you to compete better? Is the improvement enough to merit
the investment and changes in the processes?

4. Create a learning loop for your business goals

As you have now identified your business objective, you train Al and develop
the learning loop. However, don’t stop there. Come back to your vision and
think about how to define new business goals based on your learning.
Consider what new areas you could expand in with a learning loop? What
new options do you have that may add unique value to your customers?

And also, think about how you can move to entirely new industries and
create new services, as we will describe more in detail in Chapter 6, ‘Create
the unexpected’.

Learning without data is fantasy

Data is the raw material for Al Therefore, companies need to understand
what data they need to train an Al system, what data they already have and
what data needs to be acquired.

As we have explained earlier, Uber predicts demand for rides with Al It
trains Al with data from historical demand patterns, weather, events and
many other factors. Uber’s Al uses data about global news events, weather,
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historical pricing, holidays, traffic conditions and the predicted demand for
its dynamic pricing system. It even uses data from your phone’s battery
status to determine your willingness to pay. Namely, an empty battery
means more urgency to get a ride (Martin, 2019).

Orica’s target to transform human expertise into a scalable platform
doesn’t happen without data. Similar to many other companies, it started by
boosting its digital capabilities. It collects data from its customers, such as
the blast’s goals, conditions of equipment at the site, the exact techniques
and products used in the explosion and the outcome (Sherer and Cleghorn,
2018).

You also need to define, collect and refine the data that helps you reach
your business goals. You produce the data by understanding what data you
already have, automating data collection and leveraging partners’ data.

Produce relevant data with these steps

These steps will help you produce the data you need.

Four steps for producing relevant data:

1 Clarify what data is currently used implicitly
2 Add technology to automate data collection
3 Leverage partners’ data

4 Create rules for data sharing

1. Clarify what data is currently used implicitly

Building the data to support reaching your business objective should be
done systematically to ensure that you capture all relevant aspects of the
situation. Suppose you are using Al to improve a process or service that you
are already offering. In that case, a crucial first step is to recognize what
data is being used in the process currently. Some of the data being used
might be explicit. For example, business decisions are partly based on
market size and growth and other measurable variables. Likewise, medical
doctors consider laboratory results when making their diagnoses.

In addition to explicit data, however, most human systems use vast
amounts of implicit data. Humans observe their environment and use their
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background knowledge to make sense of the situation in which they are.
For example, a business leader does not choose to enter a new market only
based on market size and growth, but intuitively considers also various
other variables, such as the political stability in the country, distance to the
country from the home location, potential cultural differences and impact
on firm morale. Likewise, a medical doctor forms an impression of the
patient based on age, gender, general fitness, tiredness and other aspects that
the doctor can immediately and casually observe.

An AI system should also measure the kind of implicit data that people
use in various situations. Therefore, you need first to review the current
operations and truly understand what data is being used. This requires both
interviewing and observing the people doing the work.

Having catalogued the current data, you can complement this data with
new sources that may increase decision accuracy and actions, for example,
by extracting information on various events from news and social media
using natural language processing.

Once you have obtained access to data, you have to ensure it is of high
quality. Often data is incomplete, corrupted or includes mistakes. Data
preparation is an essential process in making data useful for Al training.
This involves detecting, correcting and removing corrupt, inaccurate and
incomplete data.

For supervised learning (more on that later in this chapter), you need
labelled data. You, therefore, need to mark data with a label to give it mean-
ing. For example, assigning a set of symptoms a diagnosis is a label.
Sometimes, you might have data, but if you miss labels, you cannot train the
Al You can define the labels yourself, but some companies provide labelling
as a service; for example, Google (Green, 2020).

Finally, to make the AI genuinely able to learn, you need to make sure
that you’ll get access to performance data. For example, if a business Al
makes decisions but does not have access to the results, it cannot improve
over time. Likewise, a medical Al that makes diagnoses, but never learns if
the diagnosis was correct, cannot become more accurate over time.

2. Add technology to automate data collection

Digital capabilities are a prerequisite for data collection. Smartphones
powered the first wave of platforms as consumption devices but also as
data-capturing devices. Without them, Uber, Delivery Here and so many
other great platforms would not exist. The next wave of platforms,
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especially B2B, is driven by sensors of all kinds, which enable automation of
data collection from innovative applications.

For example, Tesla’s eight cameras capture video data with 360 degrees
of visibility up to 250 metres of range (Tesla, 2020). In addition, 12 ultra-
sonic sensors detect hard and soft objects. Ultrasonic sensors send and
receive ultrasonic pulses to measure an object’s proximity. Tesla also has a
forward-facing radar, which provides additional data and can see through
heavy rain, fog, dust and even the car ahead (Tesla, 2020). You might not
think of them as data-capturing devices, but the pedal and steering actions
also produce data.

All the data from these sensors feed Tesla’s Al system. And remember,
hundreds of thousands of vehicles collect new data automatically, always
when on the move.

Orica also illustrates this trend well. Who would have imagined a few
years ago to connect blasts, data and AI? Orica thrives on technology to
automate data collection. IoT sensors capture vibration, noise, air-blast,
temperature, humidity, wind, dust and other parameters associated with the
blasting operation itself. Furthermore, even a blast can’t stop data collec-
tion. Rugged RFID tags track rock movements from the explosion. And
after a blast, an image auto-analysis provides blast fragmentation data (Gill,
2018).

How could you automate data collection? Are there new sensors that
open up new possibilities for data collection?

3. Leverage partners’ data

Ramboll is a Danish engineering company. One of its divisions provides
solutions for water and wastewater treatment. Its customers are water treat-
ment facilities. Ramboll wanted to use Al to predict a water treatment
facility’s outcome. To do this, it needed permission from its customers to use
the data for Al training. After a long process, the company managed to get
the matter resolved, and permission was granted. Together with Silo Al the
Finnish AI Lab, the company built an Al solution to predict the quality of
the water leaving from the water utilities. Among other things, the solution
analyses how a water treatment facility reaches its environmental permit
requirements.

Before Al, water management companies were focused on troubleshoot-
ing. Now, their attention can centre on predictive risk assessment and
dynamic optimization of the facilities. A significant outcome of the project
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was that it’s necessary to decide what data needs to be collected and at what
level (Silo AL, 2019b).

This example illustrates the importance of working with partners, like
customers, suppliers or other types of partners. Only by collecting enough
data can you develop working Al. Besides, very often, data is not owned or
gathered by a company but by its partners. Therefore, rules on how to share
data and the rights of each partner are very critical. And you would be
better off thinking this through early enough.

4. Create rules for data sharing

As discussed above, data often needs to be shared between partners or
between customers and suppliers. However, companies are reluctant to
share data as they worry that they give away something valuable. Data is
the new oil, as they say. Managers might think that it’s better to stock it than
give it away for free.

To develop your own products and services, you might want to share
operations data from the field with component providers and suppliers so
they can serve you better. To do this, you need permissions and contracts
from your customers. And thus, the terms and conditions for data need to
be part of the sales agreement. The whole value chain needs to be thought
through when it comes to data.

A concrete example of encouraging data sharing is the model terms of
Technology Industries of Finland for data sharing. These terms are primar-
ily intended to be used in companies’ existing delivery and subcontracting
relations (Technology Industries of Finland, 2019). The model contract
includes a definition of data, terms for using the data, including third-party
use, handling of personal information and liabilities.

Typically, companies cover data by nondisclosure agreements (NDA) or
intellectual property rights (IPR) clauses. These can be very limiting as you
can only use data for the specific use case and not for anything else.
Therefore, a more generic approach is needed. The model terms allow for
more extensive use of the data whereby you cut the cord between its origi-
nator and the end data user. Legal certainty is created so that nobody can
present claims afterwards based on the data.

Clear data-sharing terms also shorten negotiation time and help to
develop partnerships that promote the use of data in business development.
Merging, filtering and cultivating multiple datasets between different
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ecosystem members create opportunities for innovation (Karjaluoto and
Muranen, 2020).

When sharing data with third parties, companies should consider and
specify what type of rights are granted to use the data. The rights granted
also touch upon competition law. Suppose the rights are minimal, or the
data is only shared with limited parties. In that case, courts might interpret
this as restricting competition. Suppose data on prices and additional sensi-
tive information is shared or can be derived from the data. In that case, this
might, in practice, lead to a cartel (Schubert and Dayan, 2020). In a cartel,
market participants collude to gain a competitive advantage. Thus, when
creating rules for data sharing, consider also these legal aspects.

Continuous learning means acting better every day

You have created your vision, have identified where to start and defined
your business goals. You then train your Al, deploy and update it based on
new data and insights. In other words, you have created an Al-powered
learning loop. Through the Al learning loop, you learn more of your busi-
ness, develop new capabilities and thus realize you can expand the use of Al
to new areas. Therefore, you should update your business goals.

The learning loop is never ending. For a single technical process, your
learning might level itself. Still, then you can move on to the next process
and update your business goals. You can expand to new industries and
leverage your Al capabilities there.

This is what intelligent platforms do. They learn faster than incumbents.
For them, building intelligence is an ‘infinite game’, as Simon Sinek outlines
in his book (2020). To continue winning, you just need to act a bit better
every day.

To illustrate continuous learning, consider Repsol, a Spain-based global
energy and utility company (Ransbotham ez al, 2020). The company has
identified and started implementing over 190 digital transformation projects
throughout its value chain. More than two-thirds of them leverage Al in one
way or another. The projects substantially benefit Repsol and are essential
to its business model. The project range varies from upstream drilling oper-
ations to activities performed at downstream service stations, such as
personalized offers for customers.
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In each area, Al and associated learning loops help Repsol perform the
focal activity better every day. In the upstream, Al helps Repsol to improve
productivity or drilling operations continuously. They analyse over 100
million data points per day. As a result, it has almost halved non-productive
time in 30 drill sites. Thanks to continuous learning with Al. The Al system
recognizes inefficiencies and their potential causes. Substance-matter experts
then review the results and reflect on how to fix the situation best. The
outcome is continuous improvement of the operations.

Closer to the end customers, Al and a learning loop help Repsol give
evermore effective personalized offers to customers. The impact of these
offers has been substantial: sales have increased as much as they would have
if the company had added 3-4.5 per cent more service stations. This is a
significant accomplishment. Each station would come with high costs.
Besides, legislation and other factors constrain how many new stations it
can open. The learning loop facilitates up to 400,000 personalized offers
generated by the system every day and the Al-driven analysis of their impact.
In this way, Repsol can make more effective offers every day.

Maximize continuous learning with these steps

You can initiate continuous learning in your organization by following
these steps.

Four steps for maximizing continuous learning:

1 Train the Al offline

2 Integrate the Al solution into your current operations
3 Add human-in-the-loop

4 Update the Al model based on new data and insights

1. Train the Al offline

Before going to war, recruits go through extensive training. They are put in
training situations that mimic actual events in the field. They learn to under-
stand the meaning of various commands and enemy actions. They learn to
make decisions based on the feedback they get during the training.
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Similarly, you need to train your Al solution before deploying it in the
field. Training the Al solution means that you first use the solution offline
— such that it does not affect your business decisions or your employees’
actions. Instead, you give data to the system, and it makes a decision based
on the data. How good a decision it is, is then evaluated against a pre-
specified criterion. Based on this, parameters in the algorithm get adjusted.
This cycle is repeated until satisfactory decision performance is reached.

Key terminology for understanding Al

Al solutions consist of all the elements you need to build a working application
integrated with your existing systems. An Al model is the brain of an Al solution.
The brain is a good analogy for the Al model as most of today’s Al is machine
learning implemented with neural networks.

Neural networks imitate how the brain operates. Your brain consists of brain
cells called neurons that connect through synapses. They transmit signals
between neurons. Similarly, a neural network consists of nodes and their
connections. The weights of these connections determine how different signals
influence the output of the network. Data determines these weights. For
example, by sifting through thousands of known financial fraud cases, the
weights are adjusted so that the network learns to classify these fraud cases.

Learning happens in various ways. Most common are supervised learning,
unsupervised learning and reinforcement learning.

Supervised learning is what most of today’s Al models are based on,
where the Al model learns from examples. Suppose you are training the Al to
predict financial fraud cases in payment data. In that case, the data used for
training need to have examples of fraud cases. These examples are called
labelled data.

Another example is a data set consisting of received job applications and
related CVs. They contain information about applicants’ qualities. By labelling
each application and CV with a label showing whether the applicant was
selected for an interview or not, you have a labelled data set. By feeding this
data to a machine learning model, the Al learns to pick the right people for the
interview from new applications.

Unsupervised learning learns directly from data without prior knowledge of
what the data is. This is useful when you are dealing with unknown events. For
instance, in our example of financial fraud detection, unsupervised anomaly
detection can automatically discover unusual data points in the dataset. In
addition to anomaly detection, another common application of unsupervised
learning is clustering. For example, suppose you don't know your customers.

100



CREATE A LEARNING LOOP

In that case, you could cluster them with unsupervised learning based on
common characteristics the Al would detect.

Reinforcement learning learns through trial and error. It observes the
impact of action concerning a given reward. For example, in the classic Pong
video game,

a reinforcement algorithm has only two actions. It can move the paddle to the
left or right. The algorithm'’s target is to maximize the score, ie reward. A correct
move increases the score, and a wrong move reduces it. Starting with random
movements, it learns what works and what doesn't, thus learning how to play
the game.

Reinforcement learning provides powerful opportunities for complex real-life
problems. For example, teaching Al to control complex industrial processes
could be done through trial and error in a simulated digital twin environment. A
digital twin is a dynamic replica of actual equipment like a factory or forest
machine. Chapter 7 explains this in more in detail.

Once you have trained the Al model, you evaluate its performance. For this
purpose, you need a new data set, a test set. The evaluation process is typically
iterative, testing several different models and selecting the best performing
one. You don't always choose the most accurate one as the Al model needs to
perform against other data sets. Sometimes, a model performs exceptionally
well with the test data set but fails to perform in actual conditions. This is called
overfitting.

Tesla has several ways of training its Al models. First, Tesla can use data
from cars driving without autopilot, ie learning from what a human does in
different conditions and feeding it into the neural network. Second, it can
compare autopilot results with human driving. And third, it can run new
versions of the autopilot software in a so-called ‘shadow mode’, observing
the difference from the current version and learning from it.

In the Tesla Autonomy Day (2019), Tesla’s Director of Al, Andrej Karpath,
explained how Tesla uses the fleet to train new situations like cut-ins whilst
driving on a highway. With cut-ins, the target is to predict whether a car
next to your vehicle will make a cut-in and then decide the best action. For
example, if the cut-in is sharp, you might need to slow down or break
forcefully.

Tesla requests the fleet to look at cut-in situations by central command.
When observed, the data is sent back, in this case, a video clip of the situa-
tion. Humans then label this data, ie marked that these situations are cut-ins.
Finally, the system trains the neural network with this labelled data set.
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As Al becomes central to your operations, you might also need new
systems. Most companies can get by with commercial tools, but some
develop proprietary Al development environments. Uber could not train
models larger than what would fit on data scientists’ desktop machines.
Furthermore, there was no standard way to store the results of training
experiments. And it was hard to compare one experiment to another.
Therefore, Uber developed its own Al platform to manage data, train, eval-
uate and deploy AI models (Hermann and Del Balso, 2017). Uber has
trained more than 10,000 AI models for production with this system (Uber,
2019).

Orica trains its Al models with historical blast results. It has built a
labelled data set consisting of objectives, the techniques and products used,
and the blast outcome. Orica trains Al models with drilling data to deter-
mine ground hardness (Gleeson, 2020). This information is valuable in
designing the optimum blast loading.

When you are integrating Al into your existing operations, you should
remember the people. Consider Chapter 1 that discusses how to turn fear
into energy. In particular, remember that decision-makers might feel threat-
ened if Al replaces their judgement, and the organization’s members’ fears
might cause rigidity and resistance.

2. Integrate the Al solution into your current operations

After the training and testing phases, you deploy an Al model into a produc-
tion environment. The best is if you have an architecture that supports
frequent updates. For instance, Tesla has a modular architecture with over
the air update capabilities. Therefore, Tesla can deploy a trained Al model
for the improved lane change into its large fleet of vehicles automatically
and smoothly.

Many companies struggle with this as legacy IT systems are complex and
monolithic. As data is buried into legacy systems, it’s hard to access it to
train and operate your Al solution. RPA (robot process automation) can
help in this. It emulates human interaction with digital systems. So rather
than humans getting the data, RPA will automate the task. Thus, integration
with legacy systems becomes more manageable and cheaper.

A more complex challenge still is to get real-time access. Often, this might
lead to a need to upgrade and modernize your IT systems. In the best case,
your system also supports hardware upgrades, like Tesla.
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Self-driving capabilities require real-time, low-latency and robust systems
to work correctly and reliably in all situations. As Tesla’s full self-driving Al
models become better and more powerful, they also require more process-
ing power. Tesla has developed its own Al processor, ‘neural network
accelerator’, which provides 21 times improvement to image processing
capabilities than Tesla’s earlier hardware (Tesla, 2019). Enabled by the
modular architecture, Tesla can retrofit vehicles already in use with the new
hardware.

3. Add human-in-the-loop

Humans will remain at the centre of businesses, even in the age of Al and
the platform economy. Almost all platforms have humans as users. As we
have discussed, platforms use Al to propose the best course of action for the
end-users. However, users are not just following AI’s proposed actions
mindlessly. They can actively take a stand on the quality of the Al’s propos-
als, especially in B2B platforms.

For example, when a healthcare platform proposes a patient diagnosis,
a doctor will check it and then approve, reject or modify it. By capturing
this feedback, the Al can learn and improve. In Al terms, they are labelling
the data. Thus, we should think of humans as our best partners for Al devel-
opment. They can label data as part of their everyday work. People and
machines collaboration is more powerful than automation alone.

The learning Al system’s ultimate value comes from professionals’ feed-
back as they validate or reject the Al models’ proposals. This way, the
knowledge from various professionals is captured, building a continuous
learning loop that will benefit the whole value chain and improve customer
satisfaction (Nykanen, 2019).

But just looking into the final suggestion by Al is not enough. For exam-
ple, healthcare professionals need to be aware of the data points that led to
the suggested diagnosis. Explainable AI can visualize factors behind AD’s
proposal. This helps to understand the logic behind the AI model’s neural
networks. This is additional information for a doctor to decide if the Al’s
suggestion should be accepted or rejected. No more black boxes.

Uber is also experimenting with human-in-the-loop systems. Uber Eats is
a popular food delivery service. Its user orders food with the app that deliv-
ers the order to a restaurant for preparation. An Uber driver or other
delivery partner (bike or pedestrian) picks up the meal and delivers it.

103



PLATFORM STRATEGY

A critical factor in Uber Eats is to predict the right pick-up time for the
order. The delivery partner should arrive at the restaurant when food is
ready for pick up. This depends on two factors, food preparation time and
delivery partner travel time. Machine learning predicts both of these based
on various signals.

As there is no incentive for the restaurant to provide the actual prepara-
tion time information at the time of an order, the system needs to predict it.
The prediction uses information like the average food preparation time for
the past week and for the last 10 minutes, time of day, day of the week and
order size. The type of food also has a significant impact on the preparation
time. You can prepare a salad faster than cooked items. Therefore, natural
language processing extracts the menu information. This data is one factor
for the Al model to predict food preparation time (Wang, 2019).

But just leaving this to machines was not enough. Researchers started to
explore what causes Uber Eats deliveries not to be completed. The study led
to adding a human-in-the-loop approach in the courier app. Through a
questionnaire, couriers can share valuable insights like how busy the restau-
rant is and where its entrance is located. This information fills in the gaps in
Uber’s sensor data and improves delivery time prediction Al models (Baker,
2018).

In summary, consider the following aspects when deploying Al models:

1 How do you deploy Al models into the system — can you automate the
process like Tesla?

2 Isyour infrastructure up to date — processing capability, data management,
latency and other requirements?

3 Do you need to build in modular hardware upgrade possibilities?

4 How are your business processes changing, and how can you ensure
users like employees, customers or suppliers adopt new ways of working?

5 Do you need to add human-in-the-loop?

4. Update the Al model based on new data and insights

Once the Al model is trained and deployed, new data is fed into the system,
producing results. For example, continuing on with our Uber example, let’s
assume we predict the estimated time of arrival (ETA) when driving a given
route. Once the ride is complete, the actual time of arrival is known. This
can be compared to the estimated time and fed back to the system to improve
the next prediction. Of course, this example is simplifying a lot as several

104



CREATE A LEARNING LOOP

factors affect the time of arrival. However, as the number of rides is large,
statistically, this becomes meaningful. The system can also determine which
factors influence the outcome most.

By analysing and learning from actual events based on its predictions,
Uber learns to fine-tune its Al systems. The learning loop drives the system
performance to become more robust, reliable and accurate in matching
demand and supply.

The learning loop is a virtuous circle where the system’s use produces
new data that is used to improve the system. Let’s look at how Tesla is using
the learning loop in more detail. After training, the Tesla system is run in
shadow mode. The new software runs in the vehicle but does not steer. The
actions of the new Al software are compared to what the car is doing. Based
on these differences, Al is trained further.

Tesla is collecting new data processed in the cloud to train new versions
of the self-driving software based on neural networks. This makes the soft-
ware better step by step. In this way, the software could learn to write code
to automate driving (Efrati, 2018). Again, we see a learning loop in action.

In 2019, Tesla acquired a startup, DeepScale. Its technology improves the
speed and efficiency of convolutional neural networks. These networks
recognize cars, pedestrians, bicycles and other objects. Self-driving cars need
the information of surrounding things to determine where to move next
(Lee, 2019).

As more and more customers use Orica’s Blast IQ and input more of their
own data, the company will build a significant enough dataset to develop
more powerful machine learning models to provide even better services. In
practice, this is changing the business model of the company, creating a
competitive advantage.

Similar to Orica, many manufacturing companies have successfully built
expert services. This type of company has to think about how they teach
their top-level expertise to a machine and enable sales globally, creating a
new market for themselves. Artificial intelligence makes it possible to dupli-
cate knowledge and remove the constraints created by a place.

Key takeaways for your organization

To win in business and fight newcomers, you need to be a bit better every
day. Learning loops power your organization to do that. If you are an

105



PLATFORM STRATEGY

incumbent, your new competition is running faster with an Al-powered

learning loop. They rapidly improve their value creation and efficiency.

Thus, to stay in the game, you need to do the same. Start learning today by
defining your goals, assessing your data and building the first learning loop.

Start from business goals

How could Al-enabled learning transform your company? What new
businesses can you create?

Have you checked what is feasible for Al vis-a-vis your business vision?
Which processes and activities could you first improve with the Al
learning loop?

How will you update your business goals based on the learning with AI?

Produce relevant data

What factors do your managers and employees implicitly consider when
making choices?

How could you use technology to measure relevant activities and
outcomes in your current operations?

Which other companies have data that could benefit your activities?
Could you collaborate with them?

What rules will you use for sharing data with other companies?

Maximize continuous learning

What data will you use to train your Al system offline?

How will you implement Al in your current operations?

In which parts of the process do you need human input or judgement?
What practices will you use to update your Al models?
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CHAPTER FIVE

Open up with an algorithmic handshake

0 you want to expand your ecosystem and business with new services?

It is not enough to innovate internally. You need external parties to
create compelling services for your customers. This is especially true for
platforms.

Opening up your platform requires acknowledging you cannot do every-
thingalone. This is often a challenge for the leaders of successful organizations
who have gotten used to having power and control.

An effective way to open up your platform is an application program-
ming interface (API). We would claim that you cannot engage with partners
without APIs. APIs provide a mechanism to share data and functionality,
enabling computer programs to interact. APIs define how software programs
communicate with one another. For example, APIs determine what one soft-
ware can request from the other, how it should make its requests, what data
format it should use and other technical factors.

With APIs, you can extend your reach and innovation capability with no
human interaction. Instead of trusting on a human handshake and negotia-
tions, you trust computers to perform the handshake by automating the
work. With APIs’ help, your platform partners’ software communicates
directly with your platform and/or other platform members. In this set-up,
algorithms check if the collaboration is appropriate and beneficial and co-
ordinate the needed actions.
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Opening up with an algorithmic handshake is more efficient and scales
better than approaches relying on human contact. With APIs, computers
rather than people can manage the work. And as you get partners to onboard
to your platform faster, your network effect gets stronger.

In this chapter, we will explain how you can:

+ Define your business goals for APIs.
+ Develop APIs as products and define them with a business model.
+ Take a lifecycle view of APIs.

Application programming interfaces

APIs are modern-day contracts as they allow algorithmic handshakes.
Partners just need to fulfill certain conditions and use the defined instruc-
tions. After that, they can connect and use your platform — no need for
face-to-face interactions, negotiations and handshakes. Everything happens
automatically and virtually.

APIs define routines and data structures for interaction. Through APIs,
third-party applications can communicate with your platform. APIs make
platform implementation details abstract. Therefore, partners don’t need to
know how your platform works internally. And you can make internal
changes without impacting your partners. Of course, if you change the API
itself, that can have drastic impacts on your partners. Therefore, you need
to manage APIs as products.

KONE is a global leader in the manufacture of elevators, escalators and
automatic doors. KONE also maintains over 1.4 million elevators and other
products worldwide. It realized the importance of partners several years
ago. KONE’s mission is to improve the flow of urban life. To do this, it
needs more than just elevators and regular maintenance.

KONE’s customers seek new solutions and services. For example, robots
for in-house logistics. Or robots could serve as receptionists. Also, there are
mobile apps that guide our way in complex buildings. For example, an app
knows your destination in the building, shows you the way, and orders
elevators in advance for you. Just walk in and the elevator moves to the
destination floor automatically. KONE APIs make these experiences possi-
ble. With APIs, KONE can multiply its innovation capability as APIs create
an ecosystem of partners.
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Through APIs, partners get access to the functionalities and data of your
platform. You notice the benefits of APIs soon. For example, Google Maps
APIs allows developers to embed Google Maps into their applications.
Instead of Google building all kinds of applications, partners like Yelp use
the map API to power their applications. With APIs, companies can concen-
trate on the value-adding part.

But do you believe others are up to the job of driving innovation through
the use of your platform and APIs? Fear of losing control hinders the
progress of building and adopting APIs. The challenge for leadership is to
turn fear into energy, as we discussed in Chapter 1.

For many of us, John Deere brings to mind a green tractor and childhood
memories from a farm. John Deere was founded over 180 years ago. Still, it
has been transforming itself from a machinery company into an intelligent
platform during the last 10 years.

Can you do farming while relaxing on a bench from your front porch?
Thanks to APIs, this isn’t that much of a fantasy. It’s already been 10 years
since John Deere started building APIs to enable its machines to connect
with various applications. The first API platform started with just a couple
of developers. The platform team and management focused on making these
APIs work. They needed to figure out what data to share, how to get a yield
map and share it with various software companies, to enhance John Deere’s
unique advantage (SuccessfulFarming, 2020). In other words, the John
Deere team was attempting to define the value that data and the functionali-
ties exposed through APIs bring to their customers.

But success with APIs and developers isn’t to be taken for granted. In its
early days, Twitter APIs were free as it needed to drive traffic to its service.
Then, it limited the free usage and charged for the API. Twitter also started
to control more of what applications developers could create based on its
API. Twitter was unclear in its communication to the developers resulting in
backlash and developer relationships soured (Dellinger, 2013). In 20135, its
CEO Jack Dorsey even apologized for mistakes in its API programme and
promised renewed attention on developers (Mersch, 2016). This example
highlights that you need to reflect on how you implement and manage your

APIs.
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Start API development with the audience and value in mind

APIs can drive innovation and expand your platform reach and use. But you
should not launch them lightly.

Often, companies focus on the technical capabilities of a platform. As a
result, they just offer those capabilities through APIs without thinking why.
However, one should always start from the audience and business model.
Who is the audience, and what do they want? What value does your API
generate to the audience? Under what business terms are you willing to
make your platform available?

Being clear on your goal helps define your developer program. Streamlining
efficiency differs significantly from driving innovation. Your target sets
requirements for developer outreach, marketing and other activities.

When talking about users, keep in mind there are two types of users for
APIs: developers and end-users. Developers are the ones who code applica-
tions using your APL. They are interested in technical and operational details.
End-users use applications powered by the API. They define your business
requirements. You should therefore listen to them when deciding what type
of APIs you should develop.

Why and how do APIs generate value?

In the following section, we will explain why you should create APIs to
speed up your platform development.

The reasons you should develop APlIs:

1 Unlock innovation

2 Expand reach

3 Streamline processes
4

Monetize data

1. Unlock innovation

APIs empower your customers to design their own experiences. Instead of
forcing customers to use your platform through your own applications, you
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let the customer develop applications and create the user experience. You
accelerate the adoption of your platform and unlock innovation.

KONE started developing smart building solutions about seven years
ago. One of the first innovations was just a simple app to call the elevator.
KONE realized there was market demand for new solutions. However, the
difficult integration process hindered progress. At the time, digitalization
was not a core business for KONE.

Jukka Salmikuukka is director of strategic partnerships at KONE. He
explains how the situation changed. Back then, one start-up asked if KONE
had APIs. It wanted to make a visitor management system. And the system
should be able to call an elevator.

I thought there has to be a smarter way to get more solutions out. Therefore,
the idea of an ecosystem crept into my mind. Why not build an ecosystem
with different solution providers? They would fill the gaps that we cannot do
ourselves. (Salmikuukka, 2020)

Hence, he realized that an open API was the missing link. With an API,
KONE could connect third parties to its business system. It has two APIs to
create new experiences for customers.

The first is related to service robots in hotels. Robotise is a German-based
delivery robot company that provides hotels with a robot called Jeeves.
Jeeves delivers room service 24 hours a day. It allows hotel operators to
provide a rich set of products as there is no need to store them in individual
rooms. Moreover, there is no need for costly investments in old-fashioned
minibars.

KONE’s service robot API allows tracking of the service robots’ move-
ments. It facilitates immediate corrections to any incidents. Through the
API, applications can integrate with elevators. For example, robots deliver
guests’ luggage to hotel rooms autonomously. Another example is cleaning
or security robots, who can move without human supervision.

KONE’s second APl is the elevator call API, which allows building owners
to create smart building applications. These include remote elevator calls
and traffic analytics. It integrates with building access management systems.
Hence, it enables seamless, more secure and efficient people flow.

For example, REDI is a high-rise residential condominium in Helsinki,
Finland. Tenants enter their home building with a key that connects to smart
access solution. After that, the access solution calls an elevator. As a result,
it will be ready when the user arrives at the elevator lobby.
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KONE is building APIs because it wants to stay ahead. A central assump-
tion in KONE’s strategy is that smart buildings are here to stay, and the need
for new solutions will continue to grow. The smooth flow of urban life is
more important than ever today. In some instances, people flow will be inte-
grated with energy management systems. This will help to manage peak
energy loads. It will also enable new services for building users.

For instance, BlindSquare is a navigation app for blind or partially sighted
people. BlindSquare uses KONE’s APIs to integrate with elevators. Through
the API, the app can call the elevator. Thereafter, the elevator relays infor-
mation to the app. The phone says ‘elevator door opens’ so people know
when they can walk on.

To find the right escalator, a visually impaired person needs to touch the
handrail. This causes safety risks as a hand might get trapped between the
handrail and balustrade. Therefore, KONE plans to expand the API to esca-
lators. Through the API, escalators would relay their status to the BlindSquare
app. Then, the app directs the visually impaired to an escalator going in the
right direction: ‘the two escalators on the right go up; the one on the left is
coming towards you’ (KONE, 2019).

KONE’s APIs have enabled third parties to innovate around KONE’s
core products. Think how this could inspire you to think about how other
companies might innovate your core offering. If you provide APIs for them,
they can implement various value-adding elements that complement your
core product or service. It’s a clear win-win.

2. Extend reach

In addition to expanding your core offering with additional innovations,
APIs can make your product or service more available for users. By making
your product or service also available within another product or service,
you are facilitating enhanced user experience and access to your product or
service.

In 2014, Uber launched its API, which enabled other applications to use
Uber’s platform capabilities. For example, an OpenTable user booking a
restaurant reservation could request an Uber ride straight from the
OpenTable application.

OpenTable used the Uber API to request the trip and passed the destina-
tion address to the Uber platform. This increased the customer value for
OpenTable users. They could handle all their administration needs related
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to eating out in a single place. And it enabled Uber to scale faster by distrib-
uting its service through other apps.

APIs expand platforms’ reach and scale. Rather than marketing and
distributing yourself, your partner will help and create a significant multi-
plier for scaling. Often this happens by integrating through APIs to legacy
systems.

Such an approach to APIs has enabled Flexport to expand radically. As
noted in Chapter 3, Flexport is a modern freight forwarding company. It
operates a digital platform that connects cargo senders to ships and receiv-
ers, enabling more efficient global logistics. APIs have a central role in this
model: Rather than trying to make everybody use their platform, Flexport
enables the integration of their platform into other applications through an
APIL. The Flexport API allows you to interact programmatically with
Flexport’s freight data. Data through the API include purchase orders,
prices, quantities and terms.

The Flexport API enables customers to organize shipments from their
in-house software with minimal customization. Customers stay on their
own platform and communicate with Flexport via the API (Wintrob, 2017).
The benefit of this approach is that customers can use familiar applications
with no need to change their usage and still access the advanced capabilities
Flexport has built. For example, customers can track when goods arrive at
their warehouses and tell retailers when to expect re-stocks. The API also
alerts them about delays in real-time.

John Deere is also building on legacy systems. Many vendors have already
developed business management systems for farmers. Farmers would not
replace their existing systems for a John Deere specific business manage-
ment system. Therefore, it makes sense for John Deere to provide a particular
API to connect existing farm management systems into its services.

3. Streamline processes

APIs also help you improve the efficiency of your current and future opera-
tions. They can replace various manual processes in both B2C and B2B
transactions. They also provide real-time visibility to multiple operations,
reduce latency and improve responsiveness (Adobe, 2019). APIs create new
value by stimulating innovation and extending your reach. But they also
help you do what you are already doing more efficiently and reliably.
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CASE STUDY John Deere’s APIs for farming

Today, you cannot operate a farm without data and information. For example, the
status of soil moisture is critical to maintaining optimal growth conditions. \Work
planning requires the status of the current harvest and what's planned next.
Maximizing yield calls for the right mix and timing for irrigation and fertilizers and
understanding weather conditions. And if something goes wrong and you lose your
harvest, you need data to prove your insurance case.

To enable all this, machines need to be connected. John Deere’s APl-based
approach helps to do that and streamline farming processes.

By analysing its customer needs and processes, John Deere saw the opportunity
to expand its value chain position. Instead of just selling tractors and other machines,
it could help farmers to improve their business. John Deere's management realized
its current machines collect data others could use to innovate new applications. API
was the missing link.

John Deere turned their products into an open ecosystem by developing API for
data transfer and other purposes. Now farming activities like tilling, digging, picking
with tractors, excavators and loaders produce data that improves operations with
development partners’ help (Akana, 2014). APIs also allow flexible connection of new
devices like irrigation systems into the ecosystem.

As a result, John Deere streamlines processes for farmers and creates a network
effect. Every new farming machine and application connected to the system
produces new data that enables more accurate predictions and insights.

To illustrate APIs’ benefits for efficiency and reliability, consider KONE’s
APIs for management and service purposes. One of them is the KONE
Equipment Status API. It provides equipment status information. With it,
building owners can integrate status information into their management
systems.

For example, maintenance operators manage many types of buildings.
These include large residential and office buildings, railway stations and
airports. They want visibility for their elevators and escalators. It helps them
to assess if the building is working and people are behaving normally. If
there are disruptions, they can respond rapidly as they get the information
in real time.

Building owners also use KONE’s service info APIL It provides access
to the elevator data for asset or building management systems. Hence, it
removes the need for point-to-point system integration. It also reduces manual
work and human error. Building management systems get information on
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open and completed service orders, call-outs and repairs. They can, there-
fore, maintain full situation awareness and schedule the right actions at the
right time.

4. Monetize data

Through APIs, you can expose and monetize data that other companies
need. To get started, analyse your internal data and how it is used or could
be used. Assess also external data you could collect. Then consider how you
could combine external and internal data to create value for your customers
or other partners. Once you understand the value creation potential in this
way, it’s time to define APIs that will provide access to and process these
data. Once you have that, you can consider who would be most willing to
pay for the data and how you might charge them.

An excellent success case of data monetization is The Weather Channel
(TWC), now part of IBM. It transformed itself from a media company
with a declining business into a growing platform through APIs. It powers
numerous applications with its weather data.

Develop APIs as products and define a business model

APIs could provide many benefits. However — just like with any invention
— its potential does not necessarily equate to success. Many technologies
have high potential, but only a subset of them turn into actual innovations
that become widely adopted and indeed generate value. To avoid the fate of
creating an API that is technologically perfect but used by no-one, manage
them like products.

You should view APIs as products that empower developers to expand
your data and services into new apps, experiences and business models
(Endler, 2017). And products need product management. APIs are no
exception.

Product management guides the lifecycle of API by defining its strategy,
roadmap, features, positioning, pricing and marketing. APIs also need a
business model and an explanation of the terms on which you are ready to
make your APIs available.

Partners develop their products and services on top of your APIs.
For them to commit to doing so, they need an understanding of your
API strategy and positioning as well as pricing. Any changes in APIs have
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significant implications for your partners. It can break their experience and,
in the worst case, lead to significant losses.
Create successful APIs through these steps

Once you know why you need APIs, you need to create and develop them.
Follow the four steps described below.

How to create successful APls:

1 Create internal APIs
2 Assess customer needs
3 Define APl roadmap and communication plan

4 Define APl business model

1. Create internal APIs

When developing new recipes for cooking, you try the meals yourself before
you offer your meal to others. In this way, you learn what works and what
does not. Similarly, when developing APIs, an excellent way to start is to
define first internal APIs.

Amazon started with internal APIs with a strong mandate from the CEO.
Bezos issued an ‘API Manifesto’. It began with a statement: ‘all teams will
henceforth expose their data and functionality through service interfaces’
and that ‘teams must communicate with each other through these inter-
faces’ (Kramer, 2011).

Similar to Amazon, the elevator company KONE uses the same APIs as
partners for internal development. Finland’s largest retail bank OP Financial
Group has also developed internal APIs and uses them for all development
work. Hence, there is a keen interest in making them work well.

Starting from internal APIs is valuable for two reasons. First, they help to
create a modular architecture and decouple different development efforts
from each other. This is important because the modular architecture reduces
interdependencies between elements that could create various complica-
tions. If there are interdependencies, changing one thing requires changing
several other things. In contrast, when there is modularity, different elements
can be changed without changing other things.
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When you develop APIs for internal use, you learn to create modularity.
You are unlikely to get it right on your first try. Instead, you understand
which features each API should have so that they work well together. Hence,
besides improving internal efficiency, you learn to make better structured
APIs before offering them externally.

Secondly, developing internal APIs helps you assess your company’s
strengths. You learn what value-adding services you can offer via APIs.

To define what APIs you could offer, you can start by tearing down your
business. You tear down your business functionalities and analyse each
piece. What capabilities or data do you have? Would they be useful for
partners?

For example, machines used in agriculture like tractors have enormous
amounts of data. To be useful, you need to get the data out of the fleet. John
Deere developed a machine data API that retrieves machine data so other
systems can use it.

To get started with internal API development, you could consider:

« What internal services are used by several units in your organization?
« Which of those services are sufficiently standardized?
« Which of those services are genuinely value-adding?

Answering these questions builds a list of possible internal services to be
offered via APIs. In the next step, you could start technical specification of
the APIs and start experimenting if and how they work. The experimenta-
tion feeds to their further development.

1. Assess customer needs

Understanding your customers’ needs helps to define the right type of APIs
for them. What problems are your customers trying to solve? Can APIs
actually help? Sometimes, providing an API to suppliers and partners might
help to serve your customers better.

For example, farmers and their systems need to understand field condi-
tions, such as soil moisture levels and environmental conditions. Sensors
collect data that is continuously logged, stored and transmitted. Applications
can access this data through the John Deere field connect API and help
farmers to make better decisions.

In the manufacturing industry, customers and other partners benefit from
access to product lists, product details, instructions, spare parts informa-
tion, repair information and store locators. Companies can use APIs to
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make these readily available. Custom APIs can provide customer-specific
information such as product purchase and maintenance history
(Glickenhouse, 2017).

To understand what your customers need, assess their business through
interviews. Interview three to five customers. What processes do they have,
and how could data or functionality you can offer help to improve those
processes? Interview also your customer’s customer. This helps you under-
stand what drives your customers’ business and how they produce value to
their customers.

2. Define APl roadmap and communication plan

Treating APIs as a technical concept only leads to failure. Of course, a tech-
nically well-designed and robust API is needed, but it is not enough. APIs
need a strategy and roadmap like any other product.

Your API strategy describes how you achieve your business goals related
to APIs. It includes clear targets, priorities and resources. API strategy aligns
the organization with your goals. It also defines a strategy for your customer
and developer outreach.

An API roadmap consists of API features and their timing. It shows what
features the development team is building, including resources for each
development item. It helps to prioritize development items against your
strategy and customer needs.

Many companies and their business depend on your API. Therefore, you
cannot change APIs without managing your stakeholders. Without early
warning and proper communication, a change might result in fatal damages
to your partners and your reputation.

For example, KONE APIs have product owners. They manage the API
lifecycle and roadmaps. For every development partner who uses APIs,
KONE has a community manager. He or she communicates API changes
and other information to partners. In addition, they collect insights from
partners to improve APIs.

To define your API roadmap and communication plan, you should
continuously consider and re-evaluate:

« What APIs do you want to create?

« How much development time and resources are needed for each API?

« How will customers benefit from the APIs? What is the overall value
added by the APIs to your platform?
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+ In which order should you launch the APIs?
+ How and when should you communicate about the APIs to your
customers?

3. Define business model

Suppose you want to build an application that analyses tweets’ sentiment
for your company. In that case, you need access to relevant tweets. Twitter
search API provides that. For the first seven days, it’s free. After that, you
need to pay for access. Twitter has a freemium business model. Get started
without paying, but if you want complete access to better data, it costs you.

The business model defines how you make money with your APIs. The
right business model depends on your goals for APIs. Some of the most
common business models include free, freemium, revenue share and paid
models.

Free business models fit well with goals like accelerating innovation and
extending reach. For example, Facebook would like to become a standard
login provider for different services to connect users to its ecosystem.
Therefore, Facebook’s login API is free. For manufacturing companies, free
APIs can simplify sharing product information.

Revenue share models encourage other companies to build applications
to drive business to you. For example, Skyscanner shares part of its revenue
with apps or websites that bring revenue above a certain threshold.
Skyscanner’s live pricing API provides ‘up-to-date pricing information for a
specific route on a specific departure and arrival date’, allowing easy price
comparison and selection (Skyscanner, 2021).

With paid APIs, developers pay for their usage of the APIL. The fee could
be based on a number of API calls, the amount of data or a flat monthly fee.
For example, KONE’s APl is free for developers but not for building owners.
Building owners buy elevators from KONE. For its API usage, they pay a
monthly fee. The value from APIs for them is to bring advanced services to
tenants and other users.

For KONE partners, APIs are free. Partners develop solutions, for exam-
ple, a delivery robot. They sell these solutions directly to building owners.
When a delivery robot needs to use an elevator, it calls the API. KONE is
responsible for making sure the API works. Furthermore, it ensures the
elevator responds in the right manner.

So, a KONE customer buys a solution from a partner and API usage from
KONE. Partners develop the API integration. In exchange, KONE promotes
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them through marketing. In addition, it maintains a catalogue of partners
and their solutions.

At first, KONE wanted to sell the partner solutions. The business model
would be a revenue share. However, the company’s core sales skills would
not scale, especially if KONE would get hundreds of partners. Therefore,
partners sell their solutions themselves to customers. But KONE markets
them. Sometimes both the partner and KONE approach customers together.
KONE can also create tighter co-operation. Especially if solutions sell and
suit the offering very well.

The trade-off KONE needs to remember when considering how to charge
for its APIs is how it influences the network effects related to value creation
by the APIs. On the one hand, KONE wants to make revenue from its APIs
— if they were free for all platform stakeholders, KONE’s revenue would be
zero. On the other hand, a fee reduces building owners’ likelihood of adopt-
ing the APL This, in turn, reduces the number of buildings where partners
and developers can benefit from the API, making the APIs less valuable for
them. And if partners and developers find KONE’s APIs unattractive, they
do not provide value-adding services that could be used via the APIs. For
building owners, this would mean that adopting the API would not improve
their building in any way. Hence, they would have no incentive to adopt the
APIs.

Similarly, when you are considering the pricing for your API, you need to
think about how you want to develop your ecosystem over time. In particu-
lar, how long should you prioritize ecosystem growth instead of revenue?
The faster you start billing people for the use of your APIs, the less likely
others are to adopt them. But the probability is never zero, so the right
answer is not necessarily that you should always prioritize growth over
revenue.

Take a lifecycle view on APIls

After you have developed your API and launched it to the market, develop-
ers will come, right? Not so fast. You need to market and manage your API.
To do this, you should have a comprehensive developer program, and a
lifecycle view. As your API evolves, you need to manage changes to not
alienate your developers with drastic changes that might make their apps
and services unusable.
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Key terminology for understanding APls

There are many commercial and technical considerations when developing
APlIs. To make your APIs successful, you need a developer program. It provides
marketing and technical support for your APIs. Its customers are developers
and programmers who might come from small start-ups or large corporations.

Developer programmes provide resources such as APl documentation,
release notes and roadmaps. A developer programme produces marketing
content, including feature and partner announcements to drive awareness and
attract an audience. And a good developer programme educates its audience
through tutorials and workshops. Developer programs usually charge a
membership fee (Williams, 2020).

On the technical side, developer programs provide software development
kits (SDKs). Typically, an SDK includes one or more APIs, programming tools,
software libraries and documentation (Glas, 2020). By offering SDKs,
companies make it easier for third parties to develop applications that use their
platform capabilities. Instead of leaving design choices to the developer, SDK
provides ready-made solutions resulting in more consistent third-party
applications.

SDKs are designed for specific platforms. You need an Android SDK toolkit
to build an Android app and an iOS SDK to build an iOS app. Or even a
Facebook SDK to build apps that work in Facebook. Think about Stripe, a
payment platform. It would like its service to be used by as many merchants as
possible. Therefore, it provides SDKs for different programming languages and
application platforms like iOS and Android.

From the business point of view, SDKs simplify things for developers. Still,
you can also provide APIs without SDKs, leaving the implementation for
developers. This trade-off depends on the sophistication of the developers.

Taking a lifecycle view on APIs means taking the following steps.

Four steps for API lifecycle management:

1 Market your APlIs
2 Measure and manage
3 Be consistent and have patience in developing your ecosystem

4 Consider industry API platforms
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1. Market your APIs

According to the ProgrammableWeb API directory, there are over 23,000
APIs (ProgrammableWeb, 2021). Many APIs fail for the simple reason that
nobody has ever heard of them. To avoid that fate, you need to market your
API.

You should be clear about who your target developers are. Who should
use your API? Once you know that, it’s easier to build a marketing
programme. Developer marketing activities include informative developer
pages, social media campaigns, email lists and developer events.

If you are serious with APIs and building an ecosystem, committing to a
developer event is necessary. And it needs to be a long-term commitment.
Most well-known events include Apple Worldwide Developers Conference,
Google I/O and TrailheadX Salesforce Developer Conference.

But industrial companies also have their own developer conferences and
programmes. For example, Develop with Deere of John Deere. Since 2014,
it has brought together software companies, dealers and agriculture service
providers. Today, the John Deere developer programme supports hundreds
of different software companies from various industry sectors: insurance,
farm management, aerial imagery, financial profitability, soil sampling, to
name a few (SuccessfulFarming, 2020).

In 2020, John Deere had their largest developer conference, Develop with
Deere, in its history. Over 700 people and 120 different software companies
participated (John Deere, 2020).

2. Measure and manage

After development, launch and marketing, you would think enough of APIs.
But to succeed with APIs, you need to take a long-term, full lifecycle view.
The work has only started.

How do you know your API is having any impact? Of course, like in any
business, by measuring it. Connect your metrics with your business goals.
We can outline four different targets for your API: unlock innovation,
extend reach, streamline processes and monetize data. Each of them requires
different metrics (Boyd, 2017).

For innovation, measure how many partners have built new applications
on top of your API and how often they use the APL If you target extending
your platform’s reach through third-party apps, measure the number of new
customer sign-ups through these apps.
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To streamline processes, measure how many partners have connected
their systems to your platform through APIs. And how much time and effort
were saved avoiding costly integrations.

To measure your impact in monetizing data and your platform function-
ality, use metrics like revenue based on your pricing model and growth
rates.

Measure and track also your marketing impact. How many developers
visited your site, churned, signed up to your developer programme and
started and finished their applications using your APIL.

APIs evolve and change. And ultimately, they become outdated, and you
need to depreciate them. You need to manage different versions of APIs and
keep track of backward compatibility. For this, API management platforms
are a useful tool.

The wider your APl is used, the more your customers’ business is affected
when you update the platform. If you change API and your partner applica-
tions won’t work, you are in trouble. Not only are users angry, but developers
are disappointed and will flee your API programme.

Thus, building and making changes in a backward-compatible manner is
a good practice. If you break your API, then communicate it well in advance.
Both to business and technical stakeholders so they can prepare.

Even goals and metrics in place might not guarantee success. You still
need transparent governance and an organizational model. Who can decide
and what? How to prioritize resources, resolve conflicts and decide on road-
map changes. Some organizations have a centralized API centre of excellence
reporting for CTO, but you should also consider other models (Iyengar ez
al,2017).

3. Be consistent and have patience in developing your ecosystem

John Deere’s API and developer journey started in about 2010. KONE like-
wise started figuring out their platform ecosystem several years before
launching the first APIs in 2018. Building trust and commitment takes time
and patience. It’s crucial to be consistent to earn the trust of your organiza-
tion and partners.

KONE is facing firm pressure to stay consistent over time due to the
elevator industry’s characteristics. Each building is unique and requires
significant investments. Therefore, partners need to sell their solutions to
building owners. These might have building-specific requirements.
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The smart building market differs from the smartphone market. There
is no app store and access to millions of customers. And delivering a new
solution can take up to three years. Moreover, the lifecycle of buildings
is uncommonly long. After 10 years, 99 per cent of buildings still exist.
However, the use can change quickly. That is why the retrofit market is
essential. The elevator business is relatively concentrated. Therefore, even
one player providing open APIs is beneficial. It makes development easier
for partners.

It’s hard to develop APIs and an ecosystem for this type of market. But
KONE saw the market need and took a long view on innovation. They
started with focused experiences, tested and learned.

KONE has tried to make it easy to join its ecosystem to accelerate devel-
opment. As the number of partners grows, it creates a ‘honeypot’ effect.
Over time, the goal is that KONE customers and other partners see the
increasing value. The ecosystem creates a positive lock-in effect.

However, creating an ecosystem is not easy. It also means changes to the
sales process. For KONE, instead of selling elevators and their features, it is
selling a future-proof platform. The platform, together with partners,
provides solutions for customers’ problems.

While KONE’s need to stay consistent over time is particularly strong,
any API developer faces the same pressure. No-one wants to work with a
partner who changes the specifications and rules frequently. That would
lead to wasted work. Hence, consistency should be one of your key
priorities.

In addition to acting consistently and changing your business model,
building an API ecosystem requires reimagining the sales process.
Furthermore, it means training sales to rise to the challenge.

New sales approaches might include a fresh approach to managing your
brand. For example, KONE’s partner solutions are not KONE branded.
Partners deliver innovative solutions to the customer. Thus, they are respon-
sible for the solution from an end-to-end point of view. KONE ensures that
APIs work.

In case of problems, customers might contact KONE regardless of the
cause. Therefore, KONE and partners need to have solid processes on how
to work together. The target is to solve the issues without delays.

Companies should manage the ecosystem brand and service experience.
For example, KONE measures the quality of its partner solutions regularly.
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Each partner candidate must pass through a KONE partner onboarding
process.

Security, privacy and quality audits are part of the process. This ensures
that partners create quality solutions that meet the quality bar. When in use,
KONE monitors its API service quality around the clock. Also, it expects
partners to do the same for their solutions.

4. Consider industry API platforms

Although John Deere has gathered impressive momentum with its devel-
oper programme, it is still just one company. Not every farmer buys a John
Deere tractor, and thus not all data is utilized by John Deere developers.

Leaf was founded in 2018 to connect hundreds of agriculture data
sources from different companies to address this problem. The Leaf API
integrates with several companies like John Deere, AGCO, Trimble, New
Holland and over 50 public data sources (Manning, 2020). So, developers
need to only integrate with the Leaf API to access data from all these brands
in the future.

Through the Leaf API, developers have access to standardized, aggre-
gated agriculture data. The data includes machine data for various brands,
field boundaries, as well as field images from satellite, drone and airplane
providers. Field boundaries can be imported, exported and synced across
multiple agriculture service providers.

Leaf is an example of an API-first company. It is an intermediary layer
that connects industry participants. API-first means API is the primary busi-
ness model and way to access the company’s core services.

Another example of the API-first model is Stripe. Stripe API enables the
fast provision of payment functionalities to your application and ensures a
consistent payment experience. Stripe created an API-first company by
smart design choices driving the business. It has a comprehensive SDK and
documentation to make the life of developers easier. It automated the sign-
up process to avoid any delays in taking Stripe API into use. After signup, a
developer could immediately integrate the API into their application and
testing in a sandbox environment. (Sandbox is a safe, isolated environment
for running new, untested software code.) And finally, the Stripe business
model with no upfront or monthly fee encouraged the API’s take-up. And
the price of the API was the same for all card types despite the varying costs.
Simplicity is beautiful and drives adoption (Levine, 2019).
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API-first might be the direction also in the building and elevator industry.
KONE also services competitors’ elevator products. Therefore, it would
have the interest to use its APIs even there. But KONE’s competitors have
established their own APIs. Hence, there might be a need for a third party
like Leaf to integrate different APIs.

Key takeaways for your organization

An algorithmic handshake automates connections to your platform partici-
pants. The easier it is for third parties to connect to your platform, the more
value they create for you, and vice versa. API-powered algorithmic hand-
shakes are efficient and scale fast. While technical, API-development should
be driven by your business goals, you should be strategic and manage them
like any product.

Start from business goals

« How could APIs transform your company?
+ What do your customers need?
« Which processes could be streamlined by APIs?

Manage APIs as products, including business model

« What internal services could you offer through APIs?

« What is your API roadmap?

+ What metrics should you use to measure API success?

« What would be the optimal way to monetize your APIs?

Take a lifecycle view to APIs

« What type of developer programme should you build?
« How will you market your APIs?

+ How will you ensure consistency over time?

« Is there a need to develop industry-level APIs?
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CHAPTER SIX

Create the unexpected

G oogle was a search and advertising company when it moved to mobile
operating systems. A few years later, it dominated 80 per cent of the
mobile market with Android. Who would have expected that at the time?
Only Google understood that it needed to evolve as a company and move
to new businesses to stay relevant.

Google’s example shows how traditional industry boundaries are dis-
appearing. New competitors seem to come from out of the blue. However,
they actually result from Intelligent Platforms becoming the norm for how
successful companies re-architect themselves.

Intelligent Platforms are entering new businesses by redesigning the entire
value chain and being bold enough to challenge the status quo. Therefore,
they are creating the unexpected and breaking current definitions and
boundaries of traditional industries.

Such quantum leaps in business performance depend not only on contin-
uous data-based improvement but on conceptual insights. Such insights
involve inventing a new category, business model or a way of conducting
business — ie a platform expansion. Data analytics and reasoning within the
current scope of your business alone will never lead to conceptual insights;
you also need creativity and out-of-the-box thinking. In this chapter, we
outline several methods that you can use to spark conceptual insights:

+ Outside-in: starting from market trends and opportunities.
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+ Inside-out: starting from your current strengths and assets.
+ ‘What if we bought’: considering how you could leverage another
company’s strengths.

In the end, we will provide simple psychological techniques that can help
boost your creative thinking while generating conceptual insights.

Conceptual insights need creative thinking

Chapter 3 described the three fundamental steps required to develop a plat-
form: start with focus, refine and expand the platform incrementally and
create an engaged community.

While analytics have allowed platform companies to improve their
current service substantially, the firms have also made more radical moves
and initiated new businesses. Those moves were based on increasing under-
standing of changing customer needs and creative recognition of novel
opportunities. They were, in part, enabled by the successful existing plat-
form — like Amazon Web Services and its Al capabilities, which became an
asset that companies could leverage in novel ways into new industry
verticals.

We call these discontinuous, radical changes in the platform scope
conceptual insights — creative ideas about leveraging a platform in a novel
way or bringing it to a new customer group. Conceptual insights often
emerge through experimentation which enables proactive expansion.

For Uber, conceptual insights have included switching from limousines to
regular cars and expanding into delivering packages and meals. These
changes qualify as conceptual insights because no matter how much Uber
had analysed the data on the earlier, simpler version of their service, they
would never have come up with the subsequent idea. For example, even if
Uber could model and predict demand person transportation and trip dura-
tion with 100 per cent accuracy, the idea of getting into package delivery
would still not present itself. Instead, the platform leaders had to think
outside the current service to find new areas to expand.

Amazon’s conceptual insights have included the various ways it expanded
its product categories, including third-party sellers; the launch of the Kindle
reading device; the introduction of subscription services; and the expansion
into cloud services. For example, Alexa is a voice-controlled intelligent
assistant that works with Amazon Echo and connects to various smart
home applications. Forgot to lock the door? Just say: ‘Alexa, lock door’, and
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it’s done. Alexa launched in 2014, and by the end of 2018, Amazon and its
hardware partners had sold over 100 million Alexa-powered devices (Bohn,
2019).

Even before 2014, Amazon had been working on natural language
processing and voice control. Amazon engineers must have understood that
voice-recognition capabilities were attaining near-human levels, soon
exceeding 90 per cent accuracy. In 2013, voice searches on Google picked
up, with a clear upward trend (Meeker, 2016). As voice recognition became
quicker, more comfortable and more accurate, people began to regard it as
a viable user interface.

This combination of a market trend and new technical capabilities
allowed the emergence of a unique opportunity. For example, if consumers
began searching with voice, Google’s dominance over search could be weak-
ened. Seizing the moment, Amazon expanded into the new category of
intelligent assistants — an evolution of its Amazon Web Services platform.

These moves are conceptual insights because comprehensive analyses
and optimization of Amazon’s book sales would never have led to the intro-
duction of other product categories or third-party sellers. Again, the leaders
of the platform had to come up with creative ideas to expand the service.

For Facebook, conceptual insights have included introducing the news
feed, the ‘Like’ button and event groups; improved advertising models;
Facebook Messenger; and many other features and enhancements. Again,
while data analytics were essential for measuring the quality and perfor-
mance of the introduced features, the idea of creating them came from the
creative efforts of the company’s members.

There are several methods you can use to create conceptual insights. The
common thread in all of them is that you first develop a wide variety of
ideas. Then you select the best ones for further refinement and implementa-
tion. You need a large idea pool of ideas because you can rarely know in
advance which ones will be successful. You need to explore many avenues
before you find the right way forward.

To generate plenty of ideas, you need methods to enhance creativity in
your thinking. Still, the ideas you come up with should be plausible. An
effective way to generate a myriad of ideas is to start your thinking process
from a range of starting points and then expand into novel directions from
each of these starting points. As long as you ground those starting points
in reality and your company’s current situation, you have a high enough
chance of attaining plausible insights and executing them.
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Outside-in: starting from market trends and opportunities

A straightforward way to generate ideas for conceptual insights is to look at
current market trends and opportunities. For example, Amazon assessed
customers’ changing habits in terms of using voice search. Usually, you can
see specific market segments or categories that are growing. Specific techno-
logical trends might also create new opportunities. Recognizing such
external developments, you can consider how your company could seize the
emerging opportunity.

Our example of Amazon Alexa illustrates the potential of connecting
new technologies with your current core. It was not only Amazon’s tech-
nical development of Alexa but also its ability to market and deliver Amazon
Echo, which drove the platform’s growth and success.

Develop outside-in conceptual insights through these three steps

To develop your own outside-in conceptual insights follow the steps
below.

Develop outside-in conceptual insights through these steps:

1 Monitor and reflect external trends
2 Consider analogies from other industries

3 Explore potential partnerships

1. Monitor and reflect external trends

To recognize market trends, you need some consumer and market intelli-
gence of your own. However, you can also benefit from general market
reviews published by trade journals and websites. In the early stages, you
need not analyse the opportunity down to the last decimal point.
Moreover, Al is making it easier to follow and discover trends. Al can
process thousands of documents with lightning speed, find patterns in
text, cluster them and spot emerging trends. For example, a company’s
internal market intelligence team could collaborate with an Al-company to
develop a tool for scanning magazines, discussion forums and other online
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channels. The tool would create a report of emerging trends, and the market
intelligence team would prepare a monthly report for the senior executive
team.

One trend that has been growing in recent years is online shopping. One
of the first implications to consider is that someone has to deliver goods
purchased online to the consumer. Many postal and package delivery
companies grew with this trend and rode the increasing demand. Uber used
it to reach a conceptual insight. Its expansion into package delivery with
UberRush happened because Uber’s leaders recognized the need for fast
delivery. Uber’s CEO’s vision was to turn Uber into a logistics company.
First, UberRush focused on local retailers, but this niche didn’t scale fast
enough. Then, Uber applied the insights into another vertical, restaurant
delivery, and launched UberEats.

It’s a similar story with technology: you can often recognize trends based
on general reviews of technologies and their opportunities. While your
research and development experts may excel at the details of your compa-
ny’s current technologies and their forthcoming generations, when it comes
to conceptual insights, it is often technologies outside your company’s core
that provide the next opportunity. Or, more precisely, it is the combination
of your company’s current core with the activities enabled by the new
technology.

To develop ideas for conceptual insights from recognized external trends,
you can run a focused project that has the following elements:

1 Create a 10-20-slide presentation about your core market and
technological trends that could relate to your company’s business,
whether directly or indirectly.

2 Run a workshop where you first present the trends and then ask
participants to elaborate on them and their potential implications for
your business and industry.

3 In the second part of the workshop, ask participants to form potential
ideas for how your company could connect to the trends or apply the
associated technologies in new ways.

4 Collect all the ideas and dedicate teams to further refining the most
promising ones.

2. Consider analogies from other industries

Another starting point for outside-in conceptual insights is drawing analo-
gies with other companies. You learn from a company that has faced a
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similar situation in another industry. You look at that company’s choices
and actions and consider the analogous actions for you.

A snack company, for example, with a valuable brand that sells its prod-
ucts to a retail channel might consider Disney to be a suitable analogue.
Disney used to produce movies and TV shows, then sell them to distributors
(mainly cinemas and TV networks). However, realizing the increasing
importance of online streaming, Disney has launched its own streaming
service. It is hoping to leverage its brand value and unique content to attract
many consumers. If Disney succeeds, it will bypass a traditional distribution
channel and have the possibility of opening up its platform to third parties:
the movies and shows streamed via Disney’s online service need not be
produced by Disney itself. Disney benefits as more consumers subscribe to
the service, attracted by the amount of content available, and pay a monthly
fee. In addition, Disney gets access to real-time data on consumers’ viewing
preferences and patterns at a second-by-second level. It can now see precisely
which scenes or lines cause viewers to hit pause or change channel, for
example, enabling the development of evermore appealing shows.

Analogously, the snack company could consider creating its own plat-
form. Besides selling its snacks via retailers’ online stores, it could launch its
own online store. If the brand was strong enough, there was the possibility
to provide unique products exclusively via the online store, and the pricing
was attractive, enough consumers might find the online store worth visiting.
The traffic would also allow the company to open the online store to other
snack companies. It could become a new hub for buying snacks online.
Again, the benefit would come from taking a cut from other companies’
revenues. Additionally, the company could continuously improve its prod-
ucts and services by analysing the increasing volumes of real-time consumer
data.

B2B companies could also expand using the Disney analogy. Consider
the case of a factory machine manufacturer that sells spare parts for its
machines. Currently, the firm operates like the traditional Disney - it
produces the parts itself, and someone else handles the distribution. It could,
however, seek to create a platform that would allow it to sell its machinery
and parts to factories directly. Later, it could also expand the platform to
include other manufacturers’ products and related items too. In this way, it
might create a highly value-adding service for the factories, a ‘one-stop-
shop’ for all machinery and spare parts. This ‘one-stop-shop’ would provide
a highly efficient sales and distribution channel for other manufacturers.
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The manufacturer would enjoy a revenue share of the sales via the platform.
But even more importantly, it could collect and analyse all transactions and
other data to continuously improve its products and services. This example
closely resembles Tetrapak with its spare parts and services marketplace,
which we discussed in Chapter 3, ‘Focus your actions to create fans’.

Using analogies to generate novel ideas is often the most creative approach
but also the most difficult. Analogies lead to more creative ideas than other
techniques. They increase creativity because they remove the starting point
for thinking from your company’s current core. Instead, you start from a
different company’s perspective and thus further away from your own
company.

As our examples illustrate, your analogies can come from your industry
or other unrelated ones. However, wherever you look for analogies, pay
attention to profound relevance. A company might seem superficially rele-
vant because it has operated in the same geographical location or used the
same technology. However, this analogy might be irrelevant on a deeper
level because the company has a fundamentally different structure to its
business.

For example, before its ultimate scandal, Enron ventured into the broad-
band business due to lousy analogy use (Gavetti et al, 2005). Enron’s leaders
saw that the broadband industry had similar characteristics as Enron’s other
businesses. They believed that the wholesale business model they used in the
gas and electricity business would be highly profitable in the broadband
industry. They based their reasoning on superficial similarities between the
industries. Both had fragmented demand, changes in industry structure due
to technological and legislative changes and high capital intensity. However,
Enron’s leaders missed that, unlike gas and electricity, they could not trade
broadband bandwidth efficiently via similar standard contracts. Furthermore,
in the broadband business, a substantial additional cost came from building
the last mile to customers’ sites. Consequently, Enron’s broadband venture
made disastrous losses.

To use analogies to develop conceptual insights, follow the sequence
illustrated in Figure 6.1 below:

1 Reflect on what is most relevant in your current situation. For example,
is it channel or technology transition, legislation change or some other
force that creates new opportunities for your company?

2 Identify relevant analogies for your company. Create a list of 10 companies
from at least five different industries that have faced a similar situation to
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the one your firm faces now and have taken actions to resolve that
situation. Map the analogue’s steps and consider what the analogous
actions for your company would be.

3 Select the three best ideas for further development. Think further how it

would look if your company took analogical actions.

FIGURE 6.1 Use analogies to come up with novel ideas for your current situation

1. Reflect on what are 2. List companies that
the ke_y forces drlylng or have st_Jccee.ded in Analogy
enabling change in your analogical situations
. . company
current situation?
#1
Analogy
company
#B
Sltrat:gic Analogy
eader
Your company
<':turrf.nt Analogy
situation company
Analogy
company
#Z

3. Think what would be
the best solution from
the analogies and apply
it to your current situation

3. Explore potential partnerships

Another way to start from ‘somewhere else’ is to consider how your
company could partner with another company. In such a set-up, you would
combine the partner company’s stakeholders and capabilities with your
own. This combination would allow you to imagine new potential services.
Ideas can come from imagining how combining two products or services
that are typically not considered complementary could create something
unexpected and value-adding.

Amazon has also grown through this approach. In 2018, it created a
joint healthcare venture, Haven, with J.P. Morgan and Berkshire Hathaway
to improve care for its employees. It’s a non-profit venture. A conceptual
insight behind this approach is that there is a growing trend of rising
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healthcare costs and disconnected services that are not focused on patient
outcomes. Creating a joint venture that focuses on customers — ie internal
employees — helped Amazon create a new offering and learn new capabili-
ties to expand its offering in the healthcare sector in the future.

Leading shipping company Maersk created a joint venture with IBM,
known as TradeLens. The venture used Maersk’s core knowledge of the
shipping industry to create a global trade platform built on the blockchain.
Their target was to reduce the cost of worldwide shipping, improve visibil-
ity across supply chains and eliminate inefficiencies stemming from
paper-based processes.

The TradeLens platform connects shippers, carriers, ports, terminal oper-
ators, logistics providers and freight forwarders. They share actionable
supply-chain information in real time, for example, shipping milestones,
cargo details, trade documents and sensor readings. Tradelens also features
APIs that enable external partners to use its data, foster innovations and
build applications or connect legacy systems, as discussed in Chapter 3,
‘Open up with an algorithmic handshake’.

Partnerships can also speed up technology adoption and enhance innova-
tion capabilities essential for developing your company or platform. For
example, many companies are reimagining their design paradigm with
mixed reality (a combination of real and virtual worlds with a headset or
other screen). Volvo and Boeing are among them. They both have partnered
with Varjo, a Finnish start-up we discussed in Chapter 3, ‘Focus your actions
to create fans’. Varjo enables designers to review photorealistic virtual
objects in mixed reality using real-time lighting sources from the physical
world. This technology creates an immersive new design environment trans-
forming the way designers work. It’s possible to simulate much more realistic
designs earlier on in the design process. It also enables the collection of data
from human interaction with the design.

To develop conceptual insights by considering potential partnerships,
you should:

1 Name a handful of potential partner companies.

2 Consider what capabilities and stakeholders these companies have.

3 Imagine what you could do together if you combined elements from your
capabilities and stakeholders with theirs.
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Inside-out: starting from your current strengths and assets

A second approach for developing conceptual insights is to begin by looking
at your existing skills, capabilities, assets and resources. Ask yourself how
you could use them in novel ways, to do something radically different.

Apple, for example, has long had the capability to develop devices of
ever-increasing functionality and ever-shrinking dimensions. It also has an
attractive consumer brand. Having developed the iPod music player, Apple
realized it could add phone functionality and turn it into a smartphone. But
before that, it tested the waters with a partnership. Motorola Rokr E1
phone connected to Apple’s music service iTunes. Steve Jobs launched it in
2005 but wasn’t happy with the quality and design and was also afraid of
the phone eating into iPod profits. But with new insights, it moved to
develop the iPhone (GSM Arena, 2019).

Once the iPhone existed, a natural way to leverage the capability still
further was to make smaller iPhone-like devices — ie smartwatches. Thus
Apple’s prevailing skills and capabilities carried it into a new product
category.

Apple’s conceptual insights opened up new horizons for the firm. Before
the iPhone, it operated in the computer and portable music device catego-
ries but then moved into radically different ones. With smartwatches, Apple
entered another new category that had been dominated by specialists such
as Garmin, Polar and Suunto.

These moves also enabled Apple to expand its platform. iPhone enabled
the App Store ecosystem. Apple Watch provided an additional sub-platform
that attracted new kinds of actors, such as developers of health and exercise
apps, to join the ecosystem.

The critical point is that Apple had ideas and development projects
related to many of these areas and ultimately focused on those it saw as
most promising. Similarly, you should consider how you could use your
firm’s current strengths and capabilities for various purposes and then select
the most promising ideas for further development. Changing consumer
habits and timing should also be critical factors in your decision-making.

Develop inside-out conceptual insights through these steps

To use the inside-out approach, follow these steps.
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Develop inside-out conceptual insights through these steps:

1 Identify your current strengths and how you use them
2 Imagine alternative uses for each strength

3 Choose a winning combination

1. Identify your current strengths and how you use them

Often, companies take their unique strengths for granted. You do so because
you see your company applying its strengths every day. You may forget that
what is easy for you can be difficult for others. Hence, it is useful to reflect
and record what strengths your company has.

Executive teams can drive this process. For example, in 2003, the Amazon
executive team analysed the company’s core capabilities during an executive
retreat (Miller, 2016). Initially, they focused on an e-commerce company’s
natural capabilities, such as fulfilling and shipping orders. But after digging
deeper, the team realized Amazon was also running reliable, scalable, cost-
effective data centres. The idea of offering this to third parties was the spark
for what would become known as Amazon Web Services, launched in 2006,
and cloud computing was born. Competitors were slow to respond, allow-
ing Amazon to build a significant market share.

In your firm, you could assign a project team to identify your company’s
current skills, capabilities, assets and resources. The team should identify
the 10-20 most essential items.

Keep a broad perspective on what constitutes strength. If you operate in
a specialized industry, your advanced technological skills may not feel
special because your competitors also have corresponding skills. In reality,
you might still be one of the few companies in the entire world with those
skills. You could leverage the skills in various products and services outside
your current market category.

The classic VRIN framework (Barney, 1991) can help you in seeing what
constitutes a strength:

+ Valuable: does this resource or capability generate value? For example,
clean water is valuable, as are uranium and cutting-edge programming
ability.

+ Rare: is the resource or capability rare or common? Uranium and cutting-
edge programming abilities are rarer than water and, hence, more likely
to be your strengths.
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+ Inimitable: can it be copied? It’s easy to copy, eg a business location, but
challenging to replicate cutting-edge programming ability.

+ Non-substitutable: can it be replaced with something else? You can
replace tiles with concrete for most tasks, but not programmers with
lumberjacks.

You should also consider how the potential strength behaves in the plat-
form era: does the strength get more potent due to network effects or not?
For example, having numerous users in a particular service gets evermore
valuable due to network effects, whereas uranium does not have a similar
quality.

2. Imagine alternative uses for each strength

Once you have recognized your strengths, consider alternative uses for
them. You can use any strength in several ways. For example, clean water
can be used for drinking, making soda, showering, shooting at people in
crowd-control settings and so on. Likewise, what you have could be used
differently than how you are using it today.

Tesla’s 2015 expansion into the home energy storage market illustrates
how a company can find new uses for its strengths. Tesla had developed
significant competence and capability in the production of car batteries.
Simultaneously, the home energy market needed solutions to store energy
from solar panels, which only generate electricity during daylight hours.
Tesla developed a battery solution, Powerwall, as well as Tesla Solar Roof.

Although such solutions were already available, Tesla’s branding, design
and solution architecture excited consumers and energized the market. Four
years after its launch, Powerwall has grown significantly, and CEO Elon
Musk has even predicted that it could ultimately be more significant than
Tesla’s electric car business (Korosec, 2019). Many people’s view is that
Tesla is actually in the distributed energy business.

Amazon’s entry into healthcare is a combination of the outside-in and
inside-out approaches. In 2019, it acquired Pillpack, an online pharmacy
specializing in filling prescriptions for patients who take multiple medica-
tions daily. (This wasn’t the first time Amazon had considered entering this
market. It had already invested in Drugstore.com but subsequently sold its
interest.)

Amazon’s initial approach was outside-in, starting from the vast market
opportunity presented by the market trend of rising healthcare costs. Annual
spending on prescription medication at US pharmacies is $397 billion,
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almost 50 per cent of which is captured by the top three pharmacies:
CVS Health, Walgreens and Express Scripts (Campbell, 2018).

However, Amazon also thought inside-out. With the Pillback deal, it
acquired a back-end software system called PharmacyOS, which automated
prescription renewals, billing insurance, getting authorizations from pro-
viders and sending out notifications (Farr, 2019). Connecting this to
Amazon’s current strengths — ie shipping, the Prime programme and the
possibility of marketing Pillback to customers of the Amazon-owned Whole
Foods Market — created an opportunity to accelerate Pillpack’s growth in
the pharmacy market.

To proceed in practice, task the team you appointed for identifying the
strengths to come up with at least five different uses for each skill, capabil-
ity, asset and resource. In this way, you will get at least 50 potential new
activities that your firm could perform with its current strengths.

Make it a requirement that at least half of the new activities are in a
different product category or market, such that you ensure a wide variety of
radical ideas, not just incremental refinements of your current business.

Group the potential activities into themed sets so that you can combine
ideas that overlap with each other. Select the most promising ideas for
further development.

3. Choose a winning combination

One plus one can be two, three or seven. It depends on which ‘ones’ you
choose to combine and how you combine them. Hence, it is not enough to
identify new, valuable ways for using your strengths, but you should also
consider various alternative combinations. Which strengths should be
combined? Which potential uses of each strength would create the most
value?

In retrospect, Apple’s progression from the iPod to iPhone and the Apple
Watch seems natural or inevitable. In reality, the company considered differ-
ent ways to use its strengths. It could have used its capabilities in computing,
consumer electronics and branding for entering or creating many categories
- for example, automotive, augmented and virtual reality, or home
automation.

Some of the possibilities Apple considered were closer to being ready
than others, and the company, therefore, implemented them faster to the
market. Still, it also thought how it could combine the strengths in novel
ways in the longer term.
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For instance, Apple executed a project to enter the automotive market.
In 2014, it hired more than 1,000 engineers to join a project called ‘Titan’
to build an electric car, but the project switched its focus to Al and self-
driving car software in 2016 (MacRumours, 2021). In June 2019, Apple
purchased Drive.ai, a self-driving vehicle start-up, to boost its efforts. It is
also still rumoured to launch a self-driving electric car by 2026 (Gurman
and Bloomberg, 2021). While Apple’s plans for this category remain unclear,
the story so far already highlights that leading platform companies often
experiment and pilot new ideas before expanding their platform scope.

In practice, you could look at the list of potential uses for your current
strengths. Then consider various combinations of the uses and imagine what
you could create with each combination. Some of the combinations might
very well be useless or silly, but a fraction of them might create novel, unex-
pected value.

‘What if we bought... ?’

A third way to create the unexpected is to consider potential acquisition
targets. Imagine how buying them could lead to new kinds of platform
elements. This mental exercise provides more random starting points for
your thinking as you list attractive prospects from various industries.

KONE, for example, attempted to buy a rival Thyssenkrupp to consoli-
date the elevator industry in 2020 but ultimately concluded the risks were
too high. However, it could also consider acquiring various other types of
companies and reflect on the implications for its product and service
ecosystem.

KONE could also look at security companies such as Securitas. In its
2021 strategy, KONE states that it manages people flows in buildings with
elevators, escalators and doors. The acquisition of a security firm could
push this service model to a new level. KONE would also be more actively
monitoring who is entering the premises, preventing unauthorized access
and ejecting intruders. This expanded approach would allow KONE to
handle all people flows in buildings and develop user interfaces to manage
them in smarter, more proactive ways.
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Three ways to use the ‘what if we bought’ model

Consider the following approaches to using the ‘what if we bought” model
to develop your conceptual insights.

Three ways to develop conceptual insights through ‘What if we bought':

1 Transform the target company with your capabilities

2 Use a target company’s platform capabilities to transform your business
model

3 Buy platform capabilities to transform your business model

1. Transform the target company with your capabilities

If you already have platform capabilities, you can use them to transform
other companies and their industries. By definition, most industries are
behind the leading ones, such as media and telecommunications, in digitali-
zation and ‘platformitization’. Hence, if you are a forerunner, you have
several great opportunities in other industries.

In 2017, Amazon made its biggest acquisition: the Whole Foods Store
grocery chain for US $13.7 billion. It had experimented with bricks-and-
mortar shopping with initiatives such as Amazon Fresh, a grocery delivery
service, and physical Amazon bookstores opened in 2015. Reflecting on
these ventures, Amazon had realized that while physical stores will never
disappear, the future of shopping will be a blend of online and offline expe-
riences. Amazon had already carried out a ‘what if we bought’ analysis of
different alternatives and considered buying Whole Foods, but ultimately
decided against it (Soper and Giammona, 2017).

However, when a new opportunity emerged and Whole Foods entered a
bidding round with other potential acquirers, Amazon stepped in and
clinched the deal (Business Insider, 2017).

Since completing the acquisition, Amazon has leveraged its core and inte-
grated its Amazon Prime membership programme into Whole Foods stores.
Whole Foods rolled out pick-up and delivery services through Prime,
providing home delivery within two hours. Whole Foods stores also serve as
locker pick-up points for Amazon’s online customers, extending the firm’s
platform.
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With Whole Foods on board, Amazon also gets data from offline shop-
ping, creating new insights for platform development. Combining this with
data from its online platform creates a more substantial dataset for training
Al and machine-learning algorithms. This improved learning enables better
targeting of products, and thus Amazon’s learning loop gets even better.

Now, let’s turn this example upside down. If you are “Whole Foods’,
would you be able to find a company with platform capabilities that could
help you to transform your business model?

2. Buy platform capabilities to transform your business model

If your platform capabilities are not yet developed, you can accelerate your
process by acquiring them. If you do this boldly, it helps you transform your
business model and become a true forerunner.

In January 2020, Visa announced its intent to acquire Plaid for US $5.3
billion. Plaid is an API-first company. It makes it easy for people to securely
connect their financial accounts to the apps they use to manage their finan-
cial lives through its APIs. With this move, Visa, already a match-making
platform, was planning to position itself as an evolving Intelligent Platform
with a new foundation to grow, leveraging its scale for Plaid to grow even
faster. The approach remained feasible even after antitrust authorities forced
the acquisition into a partnership.

Plaid started as a pure consumer payment APL It built APIs that connect
consumers, traditional financial institutions and developers. Its focus on
security has gained the trust of banks, developers and users. Initially, it
provided access to bank data for developers. Plaid’s Quovo acquisition
2017 extended it to the investment and lending space. Right after the acqui-
sition, it launched a new API, Investments, based on Quovo. The new API
powers customers’ apps by fetching their investment data (Miller, 2019).

As we can see, Plaid followed the four steps we outlined in Chapter 3 to
build its platform. It started with a tight focus on developers and users with
a payment API and gradually expanded its scope organically and through
M&A. The conceptual insight of understanding that it could grow into
investments and lending led to the acquisition of Quovo. Visa, in turn,
expanded its platform capabilities by partnering with Plaid.

As another incumbent in a traditional industry, the American retail chain
Target has been threatened by increased online shopping. While Target has
strengths, such as its established inventory and operations, transforming
into an online store is not trivial. In addition to the need to create an
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attractive e-commerce site and internal processes, customer logistics become
a significant challenge. Consumers want their items home delivered. And
they often buy from the store that delivers fastest.

To speed up the transformation into an online store, Target acquired
Shipt for US $550 million in 2017 (Target, 2017). Shipt is a platform
company focused on same-day delivery. Shipt has a fleet of shoppers, one of
the key stakeholders on the platform. At the time of the acquisition, they
already had 20,000 shoppers engaged in the platform. They pick up items
from various retailers ordered by consumers, who are another key stake-
holder in the platform, and deliver them to the consumer.

By acquiring Shipt, Target could strengthen its position in the platform.
Instead of being just one retailer among many, it now became the primary
choice. In this way, Target is becoming a multi-sided platform where it
connects the producers of various products to consumers via shoppers.

By late 2020, Target’s transformation was on track, despite the challenges
created by the pandemic (Target, 2020a). Indeed, the pandemic had made
the online channel more critical than ever and boosted the company’s prof-
its. According to the chairperson and CEO of the company, Brian Cornell,
they experienced ‘unprecedented market share gains and historically strong
sales growth, both in our stores and our digital channels’ (Target, 2020b).
Highlighting the importance of the Shipt platform, Target also announced it
would add another 100,000 shoppers to Shipt ahead of the winter holidays
of 2020 (Target, 2020a).

Sometimes you do not need to have a clear business case for the capabili-
ties you are acquiring. Instead, you may recognize a potentially relevant
capability and buy a company with such a capability. When you do this, you
assume that once you start integrating the new capability with your existing
operations, you may, ultimately, come up with the idea that will create the
unexpected. For example, Facebook’s acquisition of Chainspace in 2019, a
UK-based blockchain start-up founded by researchers from University
College London, followed this logic (Cheddar, 2019). Chainspace has been
developing smart contracts using blockchain — ie contracts that activate
without human involvement when certain conditions are met. In the future,
Facebook might integrate smart contracts to its offering directly or use
Chainspace’s capabilities in some other ways.

Now reflect: what companies could provide valuable new platform capa-
bilities for your firm?
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3. Buy out the competition to reinvent yourself

Sometimes, ‘what if we bought’” moments come from perceiving direct
threats to your platform. A good example is Facebook’s acquisition of
WhatsApp. Facebook already had its messenger service, and it could well
have tried to compete with that. But given WhatsApp’s astronomical rate of
growth, Facebook acquired it for a mind-boggling US $19 billion. Facebook
had concluded that people will always use a range of different messaging
applications.

The same insight lay behind its acquisition of Instagram, the popular
social photo-sharing service. Realizing that people use multiple photo-
sharing social media services, Facebook continued to expand its service
features alongside those of Instagram — and emulated the so-called ‘stories’
feature from SnapChat for good measure. In both these cases, Facebook
preserved the acquired platforms’ independence and did not merge them
with Facebook’s core, thus sidestepping the integration woes (and frequent
failures) that often befall companies that acquire a competing service.

With WhatsApp and Instagram, Facebook acquired new data sources,
which it could use to understand consumer behaviour better and monetize
its consumer base. This data-based learning would accelerate the develop-
ment of its learning loop, which we discussed in Chapter 4,‘Create a learning
loop’.

However, access to the new data also raised questions of privacy and data
ownership. Should Facebook really be able to use the data from its newly
acquired services elsewhere? Facebook had planned to share and use data
from WhatsApp in its core, but this was put on hold due to regulatory inves-
tigation (Lunden, 2018). However, in 2020 Facebook again considered
integrating Facebook, WhatsApp and Instagram infrastructure, potentially
opening the door to data sharing between them and better monetization of
the combined user base (Isaac, 2019).

Are there potential competitors that your firm could acquire? How would
you benefit from combining the operations? Or would it make more sense
to keep the companies separate?

Manage people and emotions to stimulate creativity

So far, we have considered the thinking patterns and information-related
aspects of finding conceptual insights. To make the four techniques more
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useful, you can also support them with psychologically informed practices
that ensure that team members notice all relevant information and build up
their ideas through collaboration.

Stimulate creativity through these four techniques

1 Boost creativity with material practices
2 Manage emotions to boost creativity and develop conceptual insights
3 Create sufficiently diverse teams

4 Postpone idea selection — and then do it systematically and critically

1. Boost creativity with material practices

The first step in all the approaches we have described for developing con-
ceptual insights is collecting some sort of information: external, internal,
analogies or acquisition targets. Often, when companies are performing
strategy projects, they collect these kinds of ideas into PowerPoint presenta-
tions, which are then viewed individually (on devices) or collectively (in
workshops). The problem is that people only see each slide for a moment
and rarely return to it multiple times or see it alongside other slides simul-
taneously. Yet, creative thinking, idea elaboration and novel connections are
more likely if people return to the same inputs multiple times and think in
an iterative, non-linear way. Hence, it’s helpful to create a physical library
for your insights — not just a digital repository. With new tools, you can also
turn your physical library into a virtual one, like a showroom.
To create your library, take the following steps:

1 Collect various types of input materials in visual form and mount them
on the meeting room walls you’re using for the insight process. This
ensures that all team members get sufficient exposure to all inputs and
recognize potential connections with inputs that seem distant from one
another.

2 Ensure people visit the library room(s) multiple times and do at least
some of their work in this room(s). This helps team members think and
cumulate their thinking. Besides, social interactions in the room can
spark creativity.

3 Enable the recombination and recategorization of ideas by making items
moveable (for example, by writing them on sticky notes). Provide lots of
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blank paper and flip-charts so people can jot down new ideas. As everyone
sees how the thinking is progressing on the walls, the team’s collective
process becomes more cumulative and more likely to produce new value
instead of fragmented or overlapping ideas.

4 Take frequent photographs of the walls to capture all iterations.

2. Manage emotions to boost creativity and develop conceptual
insights

The mental processes of you and your team members generate conceptual
insights. Emotions substantially influence human mental processes. So, you
also need to manage the emotional side of the process. There are three
fundamental emotional states that you need to generate in the different
parts of the process.

First, when creating new ideas, you need to generate positive emotions.
People think more creatively in a positive state, as the association chains in
their brains are longer when people are in a positive mood (eg Fredrickson,
2001). This means that they can connect more distant data points and see
patterns between activities, enabling them to go beyond the obvious. Also,
a positive emotional atmosphere creates social dynamics where people feel
safe to voice their unfinished ideas, which is necessary for elaborating them
collectively (Edmondson, 2019).

Second, when evaluating ideas, you need to change the positive climate to
a more critical or even negative one. In the evaluation stage, you need to
pinpoint your ideas’ weaknesses, and mood-congruent thinking in a nega-
tive mode helps in this. Brain research has shown that people think more
logically and focus more on details in a mild negative state (eg Phelps et al,
2014).

Third, when seeking to elaborate and refine the ideas, you need to facili-
tate empathy, such that the perspectives of all relevant stakeholders are
sufficiently integrated into the conceptual insights. Being empathic when
interacting with stakeholders makes it more likely they will share honest
and relevant information with you, making the concept more appealing to
them. At the neurological level, intentional empathy facilitates the activa-
tion of mirror neurons. This helps you or your team members see the concept
from the stakeholders’ perspective (eg Praszkier, 2016).

You can manage the emotional climate through the following means:

+ Your example. Display the emotion you need your team members to
experience. Research has shown that emotional contagion from leaders
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to team members is powerful, and you can leverage this mechanism to
your advantage (eg Barsade, 2002).

+  Music. Play music that arouses the needed emotional state before meetings
and during breaks (eg Hunter and Schellenberg, 2010).

+ Food. When you need positive emotions, make sure that people have
enough energy and are not irritated due to hunger.

+ Venue. Pleasant locations and facilities support positive emotions, while
slight discomfort activates more negative moods. For example, you could
brainstorm on beanbags, then sit on hard benches for evaluation.

3. Create sufficiently diverse teams

Different people think in different ways. Creativity results from combining
diverse ideas in novel ways. Hence, one way to increase creativity — and
develop conceptual insights — is to have more diverse people in the team(s)
developing conceptual insights.

You should consider diversity from multiple perspectives — not just
gender, age and ethnicity. An essential but often neglected factor is the diver-
sity in the people’s experience (eg Healey, Vuori and Hodgkinson, 2015).
This includes their education, work history and other adventures. Do not
hire people with a similar profile, such as an Ivy League MBA with more
than five years of management consulting experience, but select people who
come from very different places. Different schools, companies, positions,
outside the typical business sector and so on.

In addition, consider the mix of personalities and thinking styles. You
want fast thinkers and slow thinkers. You want extroverts and introverts.
You want big picture people and those who are into the details. It is their
combination that makes them find novel connections and create the
unexpected.

4. Postpone idea selection — and then do it systematically and critically

So far, we have discussed different methods for creating a long-list of poten-
tial ideas for conceptual insights. The next step is to narrow it down and
choose which ideas you will refine further.

First, you need to define the relevant criteria for evaluating the attractive-
ness of the ideas. For example, when considering ideas for Al-powered
platforms, the criteria used could include:
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« Attractiveness to different sides of the platform: does the potential multi-
sided platform provide value for all the intended sides?

+ Can the chicken-and-egg problem (how to get both sides of the platform
joined) be resolved, and if so, how?

+ Opverall business potential.

+ Technological and legal feasibility.

Second, you need to systematically apply your criteria to the ideas that are
being evaluated. Typically, the first step in this task is to assign an analytical
team to collect relevant data and model them. In addition, you might need
experts’ qualitative opinions, discussions with potential partners and clients,
and experiments.

Third, you can use social practices to evaluate your ideas in more detail
and dig deeper into facts and figures. One technique that works well in the
later stages of idea evaluation is formal debates: you assign one team to
defend an idea and another team to oppose it. As the teams debate, they
identify further aspects of the idea relevant for its potential and feasibility.
Besides, an active debate energizes the process in a way that formal analyses
and presentations do not.

Key takeaways for your organization

Creating the unexpected is a fundamental step for your business. It is about
transcending current industry boundaries and shifting to the next level. It’s
about moving away from static, old-school strategy toward radically more
dynamic strategizing. To do this, you need conceptual insights that define
where you shall move next. There are three critical methods for developing
conceptual insights. In addition, regardless of the method, you should lead
the psychological dynamics of your team and organization to stimulate
creativity.

Outside-in

« What new opportunities are external trends creating for your company?

+ Could you do something analogical as another company has done?

+ Could you create something valuable and unique by partnering with
another company?
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Inside-out

+ What are your current strengths?
+ Could you use your strengths in novel ways and combinations?

‘What if we bought?’

+ Could you transform a target company with your capabilities?
+ Could you transform your business model by acquiring a platform
company?

Leading the psychological dynamics

+ Do you have practices that optimize the psychological dynamics for
creating conceptual insights?
+ Are your teams diverse enough?
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CHAPTER SEVEN

Organize around Al

As platforms help various parties to interact, we tend to think of network
effects from the point of view of platform participants. However, you
can also make quantum improvements in firm-internal effectiveness and
efficiency by leveraging Al and network effects for organizing.

This chapter focuses on companies’ internal resources to show how Al
and platforms can drive new types of organizational structures. Maintaining
traditional organizational design leads to sub-optimal results in value crea-
tion. Many organizations apply new technology but keep the existing,
traditional organizational structure. This leads to limited benefits. It’s like
thinking digitalization is about moving from paper to PDFs and maintain-
ing the same processes to handle documents. Indeed, companies ‘making
extensive changes to many processes’ during Al implementation gain more.
According to a BCG study, these companies were five times more likely to
get significant financial benefits from the effort than companies that only
made ‘small changes to a few processes’ (Ransbotham et al, 2020).

Humans often retrofit new technology to old processes rather than lever-
age its potential to create improved ways of working. For example, a classic
study in manufacturing companies found employees created various worka-
rounds to avoid changing their routines despite the advanced technology
(Tyre and Orlikowski, 1994). The new technologies would have enabled
them to automate various activities. However, instead of learning how to
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use the automation, they created workarounds to continue performing the
activities manually with the automation technology. Thus, the latest auto-
mation technology did not speed up their actions. The company eventually
lowered expectations regarding the potential of the newest technology. The
company did not reach the benefits its leaders expected. Still, instead of
improving the work routines to achieve the gains, they dropped the
expectations.

Research on Al-adoption suggests a similar pattern (eg Murray, Rhymer
and Sirmon, 2021) and our practical experience confirm that these kinds of
reactions are common. For example, despite the widespread use of collabo-
ration software like Dropbox, Microsoft Teams and Google Docs, many
people still hold on to their routines. They download files to their hard-drive
and send them back via email, creating version management problems and
other inefficiencies that the software is meant to overcome. You need to be
careful this kind of ‘workarounds to avoid productive use of technology’
will not happen to your Al implementation.

To reach benefits from Al use, you need to think about how Al enables
alternative ways to organize. And alternative ways of organizing help getting
ten-fold benefits from new technology. Think about how Al enables dynamic
task allocation, talent matching and the creation of optimal teams.

But the change won’t happen overnight. Your employees might not trust
AD’s decision. Therefore, it might help to start by allowing Al to make
recommendations only and increase Al autonomy step by step.

For companies with significant physical infrastructure, it’s helpful to free
yourself from physical constraints with digital twins. These are digital repli-
cas of your company’s infrastructure that offer you the flexibility to try Al
models in a simulated environment without the need to test them in the
physical world. Hence, you can simulate things faster and test your Al in a
safe environment.

We will show three ways Al can empower your organization to tap into
AD’s transformational power:

+ Replace formal hierarchy with Al
+ Learn to work with Al step by step
« Transcend physical constraints in development with digital twins
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Replace formal hierarchy with Al

Traditional organization structures have been developed to compensate for
human-bounded rationality. Humans can consider only a few alternatives
and a limited amount of information when making decisions. Traditional
organizational structures, therefore, include hierarchy and various sub-
units. Each sub-unit has its own goals to ensure that the units people can
focus their limited thinking capacity on reach their target. Unfortunately,
this focus also causes them to optimize short-term local processes. This
happens at the expense of organization-wide end-to-end processes being
carried out over more extended time periods.

Artificial intelligence transcends human-bounded rationality. It, there-
fore, enables organizations to structure their tasks and processes more
effectively.

From an organizational point of view, the most important feature of Al
is that it can see everything at once in an organization all the time. Once
an organization measures its relevant activities and connects the data to a
central Al, the Al maintains a continuous picture of everything occurring in
the organization. This enables the Al to predict how things will proceed and
which kinds of subsequent actions lead to the best outcomes.

The ultimate promise of Al-driven organizing is that organizational
structures become irrelevant. We no longer need to simplify people’s roles
and abilities to generic categories such as a regional manager or a software
engineer. Instead, for each activity taking place in an organization, the Al
can find the best people.

Use these steps to replace formal hierarchy with Al

You can replace formal hierarchy with Al by starting from specific areas,
following the six steps below:

Allocate tasks dynamically with Al

Use Al to match the right expertise with the right task
Use Al to create optimal teams

Use Al for managing interdependencies

Enhance change communication with Al

Define boundaries for Al

o Ok W N -
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1. Allocate tasks dynamically with Al

AD’s ability to see everything at once, all the time, enables various firms to
organize their activities in different ways and connect third parties to their
platform dynamically. This is how Uber manages its drivers. No middle
manager is telling each driver where they should go, but Al assigns the rides.
Uber operates and coordinates thousands of drivers without a middle
manager. In contrast, in traditional hierarchies, you might need a middle
manager for every ten employees.

Al can also manage task allocation in more complex contexts. Consider
refuse collection: traditionally, garbage companies have regular routes that
their cars will drive at regular intervals. For example, truck#7 collects
garbage from the houses in the South-East part of the city on Mondays,
following a pre-determined route. The truck goes to each garbage can on
the way, collects what is inside, and then drives to the next can.

The traditional garbage collection process is smooth but contains many
inefficiencies. Sometimes the garbage cans are too full, so customer satisfaction
is lowered, as people dislike to see garbage outside the can. The collection
also gets slower, as the workers need to collect the trash from the ground.
Sometimes the cans are relatively empty, meaning that the truck drove there
in vain — it could have come only next week and saved valuable working time.

As hundreds of garbage cans are emptied every day, they could optimize
the collection more dynamically. The truck could drive only to those loca-
tions where the garbage level has reached a critical threshold. In this way,
each truck could handle many customers while providing a higher service
quality level. And this is what the most intelligent garbage companies, such
as Sensoneo, are doing (Sensoneo, 2021).

The intelligent way of organizing garbage collection includes three
elements: 1) sensors in garbage cans that measure the amount of garbage in
the can, 2) additional information sources such as weather and road-work
bulletins, and 3) an Al algorithm that creates a new route for each truck
owned by the garbage company every night. Furthermore, such systems can
leverage additional Uber-driver-like resources for peak-demand.

The Al algorithm calculates the most optimal way of collecting garbage
from the nearly full cans. It creates a route for each car, such that all relevant
cans are emptied and each path is as short as possible. The algorithm also
considers detours and details caused by road works and weather. Further,
when individual locations seem inefficient to be collected by the company’s
truck, the Al system could create a bid for third-party drivers. They might
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be people who have pick-up trucks or other suitable vehicles for collecting
small amounts of garbage. If a sub-contractor takes the bid, the location is
excluded from the company’s own trucks’ route. If no-one takes the offer,
the Al readjusts one truck’s route to take care of the location.

In this way, the truck drivers’ route is no longer dictated by their manager
(and his/her bounded rational planning) and a routine. Instead, they are
controlled by an Al algorithm that considers all relevant, up-to-date infor-
mation to make the best choices. Additionally, the company has more
flexibility in resourcing, as it can sub-contract individual locations via its
online service.

For your organization, how are tasks being allocated? Do you rely on a
routine in which each employee does the same task every day, regardless of
the overall situation? Or do you rely on staffers and middle managers who
make sense of current needs and employee availability? Would it be possible
to automate some of this work with AI?

2. Use Al to match the right expertise with the right task

When an organization needs to perform a task, there are various qualities of
an individual that influence whether or not they should conduct the job.
These qualities could be skills relevant to the job, the physical location of
the person, language skills, interpersonal skills or the other productive
activities that the person could perform instead.

Traditionally, a role within an organizational hierarchy is a proxy for
task skills and physical location. However, as organizations become more
complex, the proxies provided by formal roles become less relevant. This
happens because there are far more dimensions to consider in the employee-
task fit than what a single role can proxy for. Rather than having each
individual categorized under one role, you need to have multiple ‘tags’ for
each person, ie several skills and qualities. And then, you need to select the
best fitting person for the task.

For most of modern history, however, it has not been possible to coordi-
nate the actions of dozens of people with multiple tags. It has not been
possible because there are many activities continually going on in an organi-
zation, and a single person might fit many of the tasks. However, an Al that
sees everything at once, all the time, can simulate the most optimal way of
dividing the tasks between individuals. Al can calculate how to maximize
the organization’s overall productivity rather than that of any single mission
or individual.
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From an individual’s point of view, fluid organizing means they receive
their daily task allocation from an Al and then perform the work. They
might have the same team members and same tasks as yesterday, but they
might also have something different. While it requires some change toler-
ance, individuals are likely to enjoy working this way because they get to
put their skills to the best use. Besides, the Al could also optimize for inter-
personal fit when forming teams.

CASE STUDY Using Al to match patients with healthcare providers

In various domains, finding the right expert for the task is often a significant
challenge. Consider, for example, when going to a doctor. You have a specific knee
problem and would like to see a doctor who has a lot of experience in such issues.
However, as you have never had the same problem before, you cannot evaluate a
potential doctor’s suitability for your problem. And when you check their website,
they list their areas of expertise quite vaguely.

Some healthcare platforms use an alternative solution, developed by Futurice, a
European software company, for this problem (aito.ai, 2018). Rather than relying on
the key words a doctor has listed in their profile as their areas of expertise, the
platform uses Al to determine the doctor’s true expertise. The Al reads relevant
records about the doctor’s prior actions, such as patient records, emails and medical
publications, to understand what he or she has done. The Al then proposes the
doctor whose expertise best fits the patient. (The Al also considers other factors
such as location and preferred price). In this way, the platform enables more effective
matchmaking by leveraging advanced Al.

The use of the matchmaking Al algorithm is not limited to the transactions
between patients and doctors. Instead, a customer can enter the platform with any
need related to health and well-being, be it unclear chest pain, swollen lymph node,
desire to lose weight or mood elevation. The customer provides a brief description of
their needs, and an Al algorithm matches the customer with the most appropriate
service provider. For example, back pain (reported with some background information)
might lead to the Al matching the patient with a physiotherapist and a furniture
company. This would ensure the acute problem’s treatment and that the customer’s
working conditions are improved to prevent future back pains.

Note how Al allows organizing the entire work process in a novel way: the
customer/patient is in contact with an online platform. Different service providers
have joined the online platform in the background, and the Al has determined their
skills and abilities by interpreting textual data about their past activities. The Al then
matches the patient with a bundle of service providers and ensures they perform the
services in the correct sequence and consistently. The patient/customer gets a holistic
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service, but there is no human in control of the overall arrangement of the activities.
The same company does not even provide the activities, but the Al organizes each
service provider to perform their activity at the right time in the right place.

How is your organization matching expertise with tasks? Do you rely on
people’s titles? For example, is it always that the communications manager
works on communication-related matters, regardless of whether or not they
have a substantial knowledge of it? Is it still that a customer relations
manager works on customer-related topics, irrespective of their understand-
ing of the customer’s focal issue, such as a specific technology? Or do you
have an internal database of people’s skills, which someone perhaps some-
times updates and no-one ever uses? How much more productive could
your organization be if Al helped you to identify the person with the most
relevant skill-set for the task?

3. Use Al to create optimal teams

Besides matching a single individual with a specific task, Al can help you
form optimal teams. Futurice uses an algorithm called BubbleBurster to
formulate new teams for particular tasks (Asikainen, 2020). When a client
sends a request, the algorithm finds the most suitable experts for the task.
The team might include, for example, a person with relevant industry exper-
tise, a person with a prior relationship with the client and a person with
relevant content expertise. Together, these people can generate far more
value for the client than any other potential combination of individuals
from the several hundred members of Futurice’s international staff. And this
is achieved by letting Al rather than a manager determine who should work
on the client engagement.

The BubbleBurster breaks silos in the organizational structures that have
been caused by human-bounded rationality. Traditionally, when you had
several hundred employees, no-one could know everyone and their skills.
Hence, you created a hierarchy. You appointed five vice presiders who each
supervised seven middle managers, each of whom had around 10 team
members. This hierarchy was needed because a single human can monitor
the work of about ten people with sufficient rigour.

A hierarchy was effective because it is often possible to divide people
along with functions or another dimension. For example, radio engineers
were under one VP, software engineers under another, marketing people

157



PLATFORM STRATEGY

under a third one and so on. Alternatively, you could have divided your staff
according to geographical region. In any case, it was possible to create units
that were relatively independent of one another and let the team do most of
the work inside the unit.

However, an unintended side effect of hierarchy and task division is the
formation of silos. As each unit mainly attends to matters related to the unit,
they rarely consider what is going on in the other units. They, therefore,
seldom get exposed to the expertise of the other unit’s members. Hence,
they often end up reinventing the wheel in their own unit or failing to lever-
age the other unit’s in-house expertise for critical tasks.

With Al-enabled organizing, the need for nearly independent units is
reduced as Al can manage everything simultaneously and maintain aware-
ness of everyone’s activities and expertise. In a fully Al-enabled organization,
organization members do not have a formal position. Rather, they are
‘located’ in a single pool of managers and employees. Al always selects the
most suitable individuals from the pool for each task the organization is to
perform. Al can do this because it has awareness of each individual’s skills,
network, location, availability, opportunity cost and other relevant attrib-
utes as well as the task requirements.

A task performed by such a team can also produce new tasks for the
organization: for example, a first team might recognize several market
opportunities and define a new task to investigate those market opportuni-
ties more thoroughly. Al would then select a set of individuals from the pool
for handling the second task, and so on. The individuals selected for the
second task might or might not be the same as those who performed the first
task — it would depend on their suitability for the task. In this way, each
individual would always be performing those tasks that most benefit the
organization. In the most advanced (perhaps utopian) vision, even strategy
formulation and other leadership duties typically performed by the execu-
tive team could be handled in this dynamic manner.

An initial step in the direction of hierarchy- and role-free, Al-enabled
organizing is the use of tools such as the BubbleBurster that help you break
the silos one task or meeting at a time. You can also create several ‘small
pools’ such that there are some tasks for which the most suitable employees
are chosen in the manner described above. For example, you might have a
pool of employees for a given geographical region or customer segment.
Then, for each task in that region or segment, Al would select an optimal
team from the pool allocated for it.
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4. Use Al for managing interdependencies

Al-enabled fluid organizing allows for coordinating the interdependencies
between tasks. Each individual has specific outputs they must deliver at a
particular point in time. These outputs function as inputs for the next task,
just like physical products move forward in an assembly line. Traditionally,
the coordination between tasks has been a reason for not changing processes
often. However, with advanced Al solutions, more dynamic coordination is
possible. Even if the chain of tasks frequently changes, Al can model each
task, input, output and temporal sequence.

To illustrate, consider an intelligent construction site where data is being
recorded real time on each sub-task’s progress. In construction projects,
various tasks are interrelated. You cannot start the next task before a previ-
ous task has been finished. For example, cement needs to dry before
electricity work can be started. There is real-time data on the drying of the
cement in an advanced construction site. Depending on weather and other
factors, it can take between four and eight weeks. This real-time data is used
to coordinate between the other activities. In a first-level solution, the elec-
trician is scheduled to arrive only when the cement has dried, based on the
first week’s data predictions.

In an evermore advanced solution, the Al proposes additional measures,
such as heating and ventilation, to influence the cement’s drying. This
ensures the project remains on schedule if such interventions generate fewer
costs than the delays caused by the slowly drying cement and delayed inter-
dependent works. In other words, Al is monitoring how things evolve and
recommends corrective actions that consider all relevant consequences.

Contrast the intelligent operation with the traditional approach where
human-bounded rationality limits what project managers can consider.
They have a construction plan: a cement worker has been scheduled to
arrive on week #4, and based on a typical estimate, the electrician on week
#7. They base these estimates on the planner’s experience and judgement.
However, these reflect but do not fully consider the effect of the construc-
tion site’s conditions on the cement’s drying speed. They cannot fully take
into account the details associated with each task, because a construction
project has hundreds of tasks. No human can develop deep expertise on
each task and their potential interdependencies.

As the project proceeds, the cement worker arrives on week #4 and
installs the cement, and leaves the construction site. Then the cement starts
drying and workers are busy with various other tasks. On week #7, the
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electrician arrives. They check the cement, notice that it is still not dry
enough and decide to come back a week later. They mention this to the
construction manager, who is annoyed but understands that there is no
other choice.

The construction manager then informs the person in charge of installing
decorative panels on top of the electricity work that the electricity work is
delayed. They don’t mind as they were scheduled to come only after two
more weeks in any case and also have several other active projects. They
never even consider informing the team in charge of the next tasks that the
decoration work will be delayed.

In this example, the effects of bounded rationality on organizing are
visible: each person is considering only their own task and its implications
on the following task. However, no-one is aware of the overall set of activi-
ties and their various interdependencies. The project manager considers the
first set of implications when they inform the person in charge of decorative
panels. However, they do not consider the subsequent implications, ie the
delays caused to the later work stages.

Even more importantly, during the first week, when the cement is not
drying as fast as it should be, the construction manager is not reacting. They
are not monitoring the cement’s drying because they are engaged in dozens
of other tasks that occur in the construction site at the same time. They have
no mental capacity for monitoring it, and the implications would be vague
to them as they have limited expertise on the cement drying process. They
also lack a complete understanding of the cost of the delays caused by the
slowly drying cement, as they do not realize all implications on interdepend-
ent tasks.

Hence, rather than predicting how the cement drying process will influ-
ence overall project progress and cost, the construction manager assumes
the problem away. They do not maintain constant awareness of the cement’s
dryness or start corrective actions to speed up the drying. They let things
happen and then react when the problems have escalated to be large enough
for everyone to notice.

The situation is further complicated because various parallel activities
are going on in each construction site. The construction manager is moni-
toring the drying of the cement and the progress of various other activities.
Each of these activities might have some implications for various other
activities that again have implications for other activities. With human-
bounded rationality, it is not possible to see all these connections all the
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time. It is also impossible to update one’s mental prediction of how things
will proceed and where interventions would be needed.

In contrast, an advanced Al solution, combined with active censors on
the site, can continuously simulate each sub-task’s progress and model the
implications for the interdependent tasks. Al can also identify where inter-
ventions would provide the most value and then dedicate additional
resources to make them.

In this way, while humans are boundedly rational and can see only a few
things at a time, an Al can see everything at once, all the time. And this
ubiquitous ability to see enables it to recommend actions that benefit the
overall organization and process the most, rather than just optimizing a
limited sub-task.

For your organization, what are the most essential end-to-end processes
that could benefit from Al-based coordination? Where do you have situa-
tions in which the first team’s actions cause substantive delays later in the
process?

5. Enhance change communication with Al

In addition to concrete choices related to task allocation, staffing and
scheduling, Al can augment softer managerial skills. In particular, Al can
help customize change communication (Stenius and Vuori, 2018). People’s
personal characteristics influence their receptivity to change. For example,
different national identities or educational backgrounds may lead to differ-
ing perceptions of organizational changes. Organizations should therefore
customize their change communication to match the target audience.

Traditionally, middle managers customize organizational change commu-
nication. They work as a bridge between top managers and employees,
communicating concerns upwards in the hierarchy and customizing
messages downwards. They know their team members and can therefore
emphasize those aspects of the change that most motivate them. Today,
however, Al enables organizations to customize their communication auto-
matically to various groups. As Al can know everyone in the organization,
it can also understand what they will like.

Analytics help you identify which individual characteristics and attitudes
influence people’s reactions to change and how. For example, you could
make a move from private offices to open offices more pleasant through
customized communication. For extroverts, communicate how the
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arrangement creates new opportunities for interaction. In contrast, for
introverts, you should emphasize measures that ensure sufficient possibili-
ties for quiet work. As Al can determine the employees’ personality traits, it
could choose which message to send to each employee.

You could customize your change communication via something as
simple as starting with a video depicting a CEO’s speech from the most
relevant point for each individual. Every individual in the organization
would watch the same video. Still, AI would determine which section of the
speech would resonate most with them. Hence, different individuals would
get different starting points. Such customizations can range from introduc-
ing change management material to more systematic, holistic change
strategies that tailor the entire change experience individually.

Organizations already possess various and extensive data on their
members. For example, you know their current position, work history,
age, gender, education and other characteristics. You could expand this
data by collecting data from untapped, novel sources, such as social media
platforms or wearable activity trackers (within ethical and legal bounds, of
course).

6. Define boundaries for Al

So far, our examples have highlighted the flexibility and dynamic abilities
of Al-driven organizing. However, you need to create some boundaries
for AL

To illustrate, in a construction site, having a master schedule is often
beneficial. There are some hard deadlines for sub-tasks. For example, it
could be decided that the cement must dry within six weeks, even at extra
cost, because so many other activities depend on the cement drying.

Hence, the Al solution does not reschedule all the interdependent activi-
ties but activates corrective actions to dry the cement on time. And everyone
on the construction site knows that getting the cement dry on time is a
priority and that they can trust it will be dry as agreed. This makes sure that
everyone is ready to start the next phase of work in a synchronized fashion
and improves the work’s overall efficiency.

Likewise, garbage truck drivers’ route focus and length should have some
boundary conditions. The drivers are likely to be more effective if they oper-
ate in a familiar area, and the company cannot make them overwork too
much. This highlights that while Al provides real-time understanding and
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dynamic readjustments, those activities must occur within what are reason-
able boundaries for the humans operating in the system.

Learn to work with Al

Change won’t happen overnight. Your employees and yourself have differ-
ent expectations and assumptions about new technology. Although
everybody might agree the change is inevitable in the long term, they might
even resist Al and platform business models in the short term. Your chal-
lenge is to turn fear into energy, as we discussed in Chapter 1.

For an organization to work, it needs to have clear targets, roles and
decision-making rules. The same applies to Al If Al is in an assisting posi-
tion, but employees think it should decide, bad things might happen. Or, if
members of the organization expect Al to decide, but managers don’t trust
it and make their own decisions, things might go south.

So, define what you want from Al. Are you seeking advice on different
alternatives or automated decisions? Or do you want Al to learn new
parameters that influence decisions? You should understand the context
where Al is being used and remember that Al learns from new data. And
thus, Al can change the way an organization works as it learns more. Each
of these steps leads to a different organizational design from a human point
of view. The goal is not to automate everything but to design a set-up where
AD’s potential is matched with the task at hand.

Use these four steps to learn to work with Al

We suggest four steps you can follow to advance Al in your organ-
ization (see also Murray et al, 2021). Don’t automate everything from the
start. Progress systematically and apply the learning loop we discussed in
Chapter 4.

Four steps for how to learn to work with Al:

1 Allow Al to make recommendations, but let humans decide
2 Allow Al to make automated decisions based on pre-determined criteria
3 Use Al to create new criteria for a human to decide

4 Allow Al to make autonomous decisions based on its learning

163



PLATFORM STRATEGY

1. Allow Al to make recommendations, but let humans decide

In this scenario, Al is your best adviser, but it won’t decide on your
behalf. This scenario is, therefore, a safe first step, as you are learning to
work with AL

Al can analyse tons of data you couldn’t go through in your lifetime in
a couple of seconds. Based on pre-determined criteria, Al recommends
various options that humans can then choose. As humans get to choose,
they maintain a sense of control and are likely to enjoy working with AL

Let’s return to our example of Al choosing a team to perform a specific
task. In this scenario, based on an approach developed by IBM (IBM, 2018),
a human defines parameters that are relevant for the performance of the
team. This human reflects what skills the team should have to succeed in its
task. He or she relies on experience and intuition to identify the needed
characteristics. The parameters could be, for example, that at least one team
member should have each of the following attributes:

+ Five years of experience in cloud programming.

- Five years of experience in the industry of the client.
A pre-existing relationship with the client.

+ A business degree.

+ Fluency in French.

+ Located in central Europe.

The human would define these attributes for the Al system. The Al would
search for suitable employees throughout the firm’s databases and suggest
an optimal team. Al could use various approaches for recognizing the
needed skills, in addition to formal CV and skill databases, such as the
textual analyses we discussed above. The AT might suggest, for example, a
three-person team:

« Person 1
- Experienced cloud programmer from the US.
« Person 2
— A marketing expert who has worked with the client for over five years;
— Fluency in French;
— Located in central Europe.
+ Person 3
— Recently hired MBA from the Singapore office.
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Seeing this suggestion, the human could decide whether to accept or reject
the AD’s proposal. For example, the human might reason that it would be
ineffective to have people from three different time zones. Hence, he or she
might reject this proposal from the AI (and potentially add a location
constraint in the criteria).

If the human rejected the AI’s proposal, the Al could then search for
an alternative combination. The Al could also be programmed always to
suggest, say, three alternatives from which the human could then choose. Al
assists in the decision-making but doesn’t decide.

In what decisions could you use additional input from AI? Consider the
variety of choices made every day in your organization. Which of those
choices contain criteria and attributes that could be programmed for AI?
Should you contact a vendor to create an Al system for you to augment
these decisions?

2. Allow Al to make automated decisions based on pre-determined
criteria

In this scenario, a human decides the criteria for a decision. Based on those,
Al can make an automatic decision. To continue our team selection exam-
ple, a human would define the criteria used for selecting the team, and Al
would automatically determine the team composition and schedule the
team for work.

By adopting this approach, you gain efficiency. You can use this approach
once people have learned to trust the AI’s reccommendations in the first step.
After you notice that you or your team has accepted the last 20 recommen-
dations from Al, you could conclude that it’s time to let the Al work
autonomously.

A challenge in this approach is that the set of criteria created by the
human might be incomplete. For example, maybe there is a personal conflict
between two employees. Therefore, they should not be included in the same
team. However, if not listed as a criterion, the AI would not consider this
conflict, even if everyone in the company knew about the conflict. It would
help if you, therefore, thought also how you could maximize the ATs
learning.

3. Use Al to create new criteria for a human to decide

Al could observe teams’ outcomes at specific tasks, analyse why they fail or
succeed and discover new criteria for selecting the teams. These criteria
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could be understandable by humans but could also be very complex and
hard to explain.

For example, when recommending an optimal team, Al would learn the
team members’ optimal attributes instead of relying on the human defini-
tion. Al could do this by analysing the performance of (relevant) past
projects and comparing them to project member attributes, the project’s
goal and various other characteristics related to the project. Essential here is
that instead of relying on human intuition and pre-established ideas of what
makes an excellent team, the Al would learn which attributes predict team
performance. Through such an approach, Google discovered how psycho-
logical safety is one of the key factors contributing to team performance
(Duhigg, 2016; re:Work, nd).

Some other characteristics recognized by Al could involve those that are
intuitive for humans, such as client industry and country. Also, they could
include others that are less intuitive, such as the season (summer, autumn,
winter, spring) or the height of project team members.

If AT has access to project conversation data, it could infer team charac-
teristics from it. Without defining the criteria, it could conclude, for example,
that teams using language that leads to psychological safety perform better
than others.

Once Al had identified the relevant attributes, it would search for employ-
ees that fit the characteristics. After recognizing them, it would suggest one
or a few alternatives for the humans to decide. The human would then make
a choice.

A challenge in using ‘Al to create the criteria but letting humans decide’
is that the human may not understand why the Al is suggesting the teams it
is suggesting. The options might seem counter-intuitive or wrong for the
human.

It is difficult for humans to act on recommendations that do not make
sense to them. However, sometimes it is beneficial to do so. For example, a
top-notch hedge fund, Renaissance, uses Al extensively and sometimes its
employees do not understand the A’s reccommendations. Still, they profit by
trading securities based on non-intuitive anomalies that were detected by
machine learning but are hard to explain (Peng, 2020).

Hence, this approach requires courage and trust toward the Al from the
decision-maker.

To reduce the need to trust Al blindly, you can invest in explainable
Al. This refers to modules that make AD's recommendations more
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understandable for people. For one, where feasible, you should select algo-
rithms that contain explicit logic for their choices. In addition, it’s worth
creating an explanation interface that provides the rationale for the user.
Several new techniques for making Al more explainable are being devel-
oped and you should keep track of the most advanced solutions (eg DARPA,
2021; IBM, 2021). As an executive, you need to recognize that it might be
worth the additional investment.

4. Allow Al to make autonomous decisions based on its learning

As the last step, you let Al learn and make autonomous decisions. For exam-
ple, Al could observe the teams’ outcomes at specific tasks and detect why
they fail or succeed. It would adjust its criteria accordingly for selecting the
teams based on this. It would then automatically assign team members for
the tasks that followed.

This approach has at least two substantial benefits: efficiency and free-
dom from human bias. You gain efficiency as there is no need to have a
human make sense of the alternatives or fight political battles. You are free
from human discrimination, as there is no human who would override the
AD’s recommendation. In addition, as the Al is learning from the perfor-
mance data, it is likely to develop a superior understanding of factors
influencing team success. It can therefore create stronger teams than humans
could.

The downsides of this approach relate to the loss of human visibility
and control. The AI likely learns beneficial patterns and makes optimal
decisions. However, when there is a situation that qualitatively differs from
the past, Al might make wrong recommendations while people would see
the obvious implications.

In addition, as more thinking responsibility and control are given to the
Al there are fewer opportunities for humans in your organization to grow
into managerial roles. Without Al, lower-level managers learn the business
logic by making repeated decisions. But when those decisions are fully auto-
mated, those managers lose their chance to practise.

However, the benefits often outweigh the risks and it is useful to start
building this approach. You could start by automating simple decisions.
What decisions could you already automate to a learning AI? Once you gain
familiarity and begin trusting the Al, what would be the next set of auto-
mated decisions handed to a learning AI?
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Transcend physical constraints in development with digital twins

Engineers in the Nestlé factory in Juuka had just loaded new data into a
system. A week’s production round was finished a few seconds later. An
engineer reviewed the results and adjusted production parameters based
on the simulation results. An accurate digital model, a digital twin built
by Siemens, made this possible. Digital twins enable the fast simulation of
real-life events such as production.

The real world is hard to manage. Imagine a paper factory with a complex
control system. If engineers want to test a new algorithm to improve the
process, it takes several weeks, if not months, to perform the tests. Also,
there is a risk that something doesn’t work or that a new process will lead
to failure.

Therefore, companies need digital twins. A digital twin is a digital pres-
entation of real-life processes, systems, physical assets and operating
behaviours. People often associate digital twins with factories and the
manufacturing industry. However, a digital twin can model anything in real
life, even a person. Hence, companies can use digital twins for many
purposes.

With a digital twin, you can genuinely organize around Al If you model
your platform as a digital twin, new possibilities open up. For example, you
can produce data through simulation to train your Al models.

Think about food delivery services like Uber Eats. As discussed in Chapter
4, ‘Create a learning loop’, Uber Eats models and predicts the preparation
time for the food to schedule the right pickup time. Furthermore, it forecasts
the delivery time of the prepared meal. Every new order improves the system
by producing more data. As a result, it develops a more accurate digital twin
of the meal preparation and delivery process based on real-world data. Soon
it could run simulations to test a new Al model for route optimization with-
out the need to deliver actual meals. Once the algorithm is ready, it would
be deployed into production. Developers could also add human-in-the-loop,
visualizing the delivery process on a map to observe courier behaviour to
improve it.

In other words, you can transcend physical constraints in development
with digital twins. Let’s look at how to get started.
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Build digital twins through these four steps

Follow these four steps to leverage digital twins in your organization.

Four steps to transcend physical constraints with digital twins:

1 Introduce digital twin thinking into your organization
2 Build a digital twin of your platform
3 Connect Al and digital twins

4 Reimagine your business with Al and digital twins

1. Introduce digital twin thinking into your organization

Don’t rush to develop digital twins without considering your business
targets. Once you have clarity on your goals, it’s easier to think about utiliz-
ing digital twins. Ask your organization what is limiting your development
speed. Are there machines or processes that you could model with digital
twins? Could you make better operational decisions by creating a digital
twin and use it to learn and predict faster?

Train your team to understand the digital twin concept and the opportu-
nities it offers. What if you were free from the physical constraints of
machines, processes and humans? In that case, what Al-based simulations
and tools could you use to improve your organization?

In Chapter 4, we described Finnair’s Al system to predict flight conges-
tion. After delays occur, ground personnel needs to take action to sort things
out. But it’s hard to train personnel in a real-life situation. Therefore, Finnair
developed a digital twin to train its ground personnel to speed up delayed
flights. The digital twin is a virtual 3D replica of the airport and planes.
Personnel can be trained on missions like how to speed up fuelling an
aircraft, schedule additional cleaning crew or mount other stairs for faster
departure and boarding of passengers (Zoan, nd).

2. Build a digital twin of your platform

To build a digital twin, you need to start by identifying and modelling
the system’s components. For example, to create a factory’s digital twin, you
can model individual components such as pumps and valves with a
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mechanical and physical model. You can model their wear and tear with
historical data. On top of a mechanical model, you can add electronics and
management software. You can then connect products into a complete
system-level model. You can also model process flows with physical or data
models.

To bring the digital twin into life, you need real-time data that you can
capture from the real-life system through sensors. Now you have created a
replica of the real system to operate and observe even in a remote location.
Engineers can plan, simulate, predict and optimize production in a matter
of minutes. And when something goes wrong in the real world, you can
study the digital twin to figure out what caused the faulty condition.

Similar principles apply if you create a digital twin of, for example, your
employees, like Uber Eats and many other companies are doing. You create
a physical model which includes, for example, the map of the focal city and
the estimated speed of different delivery methods (pedestrian, car or bicy-
cle). The censors you use are the employees’ smartphones that transmit
location data and other parameters.

For knowledge workers, the digital twin used by companies is often
something as simple as an Excel sheet. The excel lists, for example, the
person’s availability (ie current task load and pending tasks assigned to the
person), their skills and their typical speed (eg faster than average, average,
slower than average). These parameters enable companies to model alterna-
tive ways of allocating current and pending tasks to different employees and
see which allocation pattern would reach the outcomes fastest.

And remember, the digital twin does not need to be complete. It just
needs to be good enough to model the problem you are trying to solve. So,
you can start with a simple system and improve it step by step.

3. Connect Al and digital twins

Part of your digital twin is Al models you have developed for your platform.
Now you can test them much faster without the need to run them in a real
environment. You can also produce new data through simulations in the
digital twin to train your Al system. Conversely, Al is used to model the
digital twin’s dynamic behaviour.

For example, engineers would like a more efficient pump to increase the
throughput of the factory. It’s easy in a digital twin; just add the new model,
and the rest of the system adjusts its operations. With Al you can analyse
the change and identify bottlenecks. Maybe some other parts of the system
need to be upgraded, too. Increased throughput could put some other parts
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of the system under pressure and cause faster wear. Al could predict this
failure.

Digital twins can unlock more advanced forms of Al. As we explained
in Chapter 4, most machine learning today is supervised learning, where the
model learns from labelled examples. We described reinforcement learning,
where the model learns from rewards when taking actions. You can apply
reinforcement learning with digital twins without fearing that your factory
could break down when testing novel algorithms. Training reinforcement
learning requires an enormous number of repetitions. With digital twins,
this is not a problem.

AT can benefit you also when you have created digital twins of your
employees. Al can learn patterns influencing their task completion time and
quality and, therefore, improve the suggestions it makes of how to allocate
the tasks. For example, suppose Al learns that a particular neighbourhood
has a high probability of delays. AI can take this into account when allocat-
ing new orders to a courier serving that district. Al could also model
interdependencies between tasks, like modern time management applica-
tions, and assign additional knowledge workers to bottleneck tasks.

4. Reimagine your business with Al and digital twins

Hilti has already transformed itself from a product company to a solutions
and platform business. Its target is to increase the productivity of construc-
tion sites. Hilti is building digital twins of construction sites using building
information modelling (BIM). BIM is a process for creating and managing
information on a construction project across the project lifecycle. As a
result, it produces a digital description of every aspect of the built asset, ie a
digital twin.

In 2021, Hilti is taking this to the next level. It started a pilot with Boston
Dynamic and Trimble to use construction robots (Trimble, 2019). The milli-
metre accurate digital twin based on BIM models allows the use of robots
for operating machinery, for example, nail guns.

With an integrated 360 degree camera and site documentation, software
robots like Boston Dynamics Spot can capture data from the construction
site (Boston Dynamics, 2020). They can therefore update a digital twin of
the status of the worksite. This can be used, for example, to reschedule
activities with Al, as we described earlier in this chapter.

And each site will produce data that adds value to other construction
sites. This happens through more advanced Al models to improve schedul-
ing of the tasks at the construction sites and through more accurate digital
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twins. Network effect and learning loop in action in an industry where you
might not have thought it existed. As a result, companies like Hilti have
become intelligent platforms.

Key takeaways for your organization

To conclude, we have outlined different ways of deploying Al in your
organization. There is no right or wrong, as it depends on the context.
Many people think the ultimate goal is to automate everything. That might
not be desirable or sometimes not even allowed from a legal point of view.
Al might not know the context of the decision, and you thus still need a
human input. The good news is that as a human, you can decide the level of
input you will have when planning how to organize your company for Al

Use Al to replace formal hierarchy

+ Could you use Al for allocating tasks to the right employees and experts?

« What would get better if you used Al to coordinate between various
tasks?

« How would it look if you used Al to create optimal teams?

+ Would it be possible to customize change communication with Al in your
organization?

Learn to work with Al

« Where might you use Al to augment decision-making?

+ In which decisions could you let Al learn from the data and define new
decision criteria?

+ What decisions could you fully automate with an autonomously learning
Al?

Build a digital twin

« Do people in your organization see the value of having digital twins?

+ Do you have machines, processes or people that could be modelled with
digital twins?

« What other Al-based simulations and tools could you use to improve
your organization?
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Living the seven steps of intelligent platforms
to transform your business

As we described in the introduction, Nokia’s phone business did not
survive the platform era. But Nokia’s story did not end there. In 2012,
Nokia’s board started turning fear into energy in the company by managing
top managers’ emotions. Nokia’s leaders ultimately accepted they should let
go of the diminishing phone business. They created the unexpected by
generating various strategic options and analysing them thoroughly. Nokia
transformed into a networks company that is currently driving the develop-
ment of 5G networks that leverage Al and enable various platforms and
ecosystems. They connect humans with self-driving cars, complex factories
and construction sites and space programmes. (Nokia’s transformation is
detailed further in Vuori and Huy, 2018, 2021.)

During its renewal journey, Nokia has learned to apply the other steps
described in this book through trial and error. To expand the networks busi-
ness, Nokia acquired Alcatel-Lucent in 2015. The merged organization
initially became complex and created lots of friction within Nokia and with
its customers. Nokia has therefore systematically sought to reduce friction
in its operations, including radically simplifying its organizational structure
and processes in 2021. It is also simplifying and focusing its offering to
those that add most value to its customers and moving away from other
businesses, as presented by the new CEO appointed in 2021.
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In parallel, Nokia has developed APIs and integrated Al evermore
comprehensively into its operations. Applying the idea of algorithmic hand-
shakes, Nokia’s APIs help third parties develop solutions in all Nokia’s key
areas: networks, 0T, health products, virtual reality and cloud infrastruc-
ture. It has launched Al based tools for optimization of 5G networks and
other areas to create learning loops (O’Halloran, 2020).

The company encouraged all its members, from the board to typical
employees, to learn Al (Siilasmaa, 2018) and it has acquired Al technologies
(Olson, 2017). The company is also introducing several Al tools to boost
productivity and learning and increase coordination in the organization
(Kotorchevikj, 2020). Ultimately, these actions are likely to enable Nokia to
move away from its traditional hierarchy and become organized around Al.

Nokia’s spirit and learning in other companies

While Nokia’s story continues in areas other than smartphones, Nokia
leaders from the smartphone era, including Tero, learned from its early
efforts in the platform game. They have taken these lessons to several other
companies, creating new intelligent platforms. Their efforts illustrate how
the seven steps outlined in this book can help you create a new intelligent
platform or transform your company into one.

Goldman Sachs

Tero hired Marco Argenti to run Nokia’s developer ecosystem and app store
in 2006. After Nokia, he became co-chief information officer and member
of the management committee of Goldman Sachs. Another person from
Tero’s ex Nokia team, Atte Lahtiranta, is now the chief technology officer of
Goldman Sachs. Atte’s focus is to attract developers to work with the firm
(Campbell and DeFrancesco, 2019). Marco and Atte are transforming the
banking giant into an intelligent platform. They have turned the fear for
fintech challengers into energy that is driving change.

In particular, the company is achieving this by creating a financial cloud.
We described Amazon cloud services AWS’s birth in Chapter 5, as Amazon
management realized they had built an infrastructure that others could use.
The same is happening now at Goldman Sachs. It removes friction for
accessing services like the trading and risks analytics platform Goldman
Sachs has built for internal use (Butcher, 2020). It targets becoming a
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‘banking-as-a-service’ partner to companies like Apple, Stripe, Amazon and
Walmart. Hence, they can embed banking products and services in their
offering and leave the heavy lifting to Goldman Sachs (Crosman, 2021).

varjo

A group of Nokia technology veterans founded Varjo in 2016, a next-
generation mixed-reality platform focused on enterprise creative design.
Since 2020, the company has been led by Timo Toikkanen, once the leader
of Nokia’s mobile phones business. Instead of trying to serve all types of
customers, Varjo chose a sharp focus, making the best possible mixed-
reality systems for the enterprise setting. Their product’s quality has engaged
large companies like Boeing, Volvo and Autodesk as their customers and
partners. Indeed, the partnerships may generate the next steps in their story,
perhaps enabling them to transcend industry boundaries.

Thomson Reuters

Taneli Ruda worked at the Nokia strategy team before moving to Thomson
Reuters. As a head of strategy, he helps the company create Al-enabled
learning loops powering the intelligent legal research service Westlaw Edge.

KONE

Matti Alahuhta was in Nokia’s executive team until 2005. He then became
the CEO of KONE, whose headquarters were located only a few hundred
metres from Nokia’s, on the Baltic Sea’s beautiful shore. During his tenure,
KONE envisioned managing people flows, which requires managing build-
ings and broader ecosystems of mobility solutions instead of just
manufacturing and selling elevators and escalators.

In particular, KONE initiated the development of APIs that now enable
other companies to join KONE’s platform with an algorithmic handshake.
While Nokia’s headquarters moved away from the prime location after
Microsoft acquired Nokia’s phone business in 2014, KONE’s tower is still
standing tall.

Google

Photographer and mountaineer Hans Peter Brondmo is wrangling robots at
Google in X, the moonshot factory, creating the unexpected. He leads the
everyday robot project that develops a general purpose learning robot that
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can operate autonomously in unstructured environments (X, 2021). Before
Google, he worked at HERE, Nokia’s mapping unit, where he co-led a new
product innovation business unit.

Hilti Group

Matias Jarnefelt used to work with Nokia’s corporate strategy team. He
moved to Hilti Group and is Managing Director, Northern Europe and
Great Britain. Hilti illustrates the new way of thinking about your strategy.
It transcends industry boundaries. It has transformed itself from a manufac-
turer of power tools to an intelligent platform improving productivity for
building sites as described in Chapter 7. It’s creating network effects. It
creates a learning loop and uses human insights to expand into new areas.

Betolar

In his book How to Avoid a Climate Disaster, Bill Gates calls for urgent
solutions to replace cement to solve the climate crisis (Gates, 2021). This
also brought former Nokia CEO Olli-Pekka Kallasvuo and Tero to work
together again. They leverage platform strategy into the construction and
building industry based on learnings from Nokia and other work. Betolar is
a start-up with new innovative material technology, Geoprime. It replaces
cement-based concrete, responsible for 8 per cent of the world’s carbon
emissions (Rodgers, 2018), resulting in 80 per cent fewer carbon emissions.
Additionally, it reduces the use of natural resources by reusing industrial
side streams, increasing biodiversity.

Betolar is a platform company that optimizes its product with the help of
Al It started with a focus on one segment, paving products. It removes fric-
tion in accessing climate-friendly products by enabling the use of current
production facilities. Its Al-based learning loop optimizes production.
Although it’s still focused on getting the business up and running, it already
envisions the unexpected by leveraging its technology to new verticals like
stabilization and mining.

Could it be different? What is your ‘Spotify moment’?

Looking back, it’s tempting to ask if things could have gone otherwise for
Nokia’s phone business. Reflecting on this question is not only entertaining,
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it can also make you think if you are facing choice points that make a differ-
ence for your business.

For Nokia and Tero, one such choice point was a meeting with the
founder of Spotify, Daniel Ek, in Stockholm around 2008. Daniel proposed
a partnership, which Nokia rejected. Nokia was developing digital down-
loads to fight Apple and missed the streaming trend. Now Spotify is a global
platform and continues to create the unexpected. Suppose Nokia had joined
forces with Spotify and focused on music streaming as the spearhead service?
In that case, it might have built the critical mass and engagement for its
platform.

What are the choices you are making today that might determine if your
firm will become a successful platform or a forgotten dinosaur? If you look
back at the chapters, you may recognize several places where your choices
might be drifting in the wrong direction:

Are you holding on to the past due to fear of the novel?

2 Are you creating friction where you should be removing it?

3 Areyour efforts too fragmented where they should be focused to generate
world-class value and fans?

4 Ts your company’s learning still based mainly on human intuition? Are
you bypassing the chance to learn faster with Al-enabled learning loops?

5 Are you still relying only on human handshakes and not collaborating
via APIs?

6 Are you stuck with your current business model and industry instead of
seeking to create the unexpected and transcend industry boundaries?

7 Areyou adding formal hierarchy and rigid processes instead of organizing
work more effectively around Al and with platforms?

Did you meet your ‘Spotify’ today, did you miss a trend, did you overlook a
business opportunity? The impact of intelligent platforms continues to rise.
They touch more and more industries. They are the primary way to create
value. Make sure to educate yourself and your team about new possibilities
and mechanisms on how to create value in the era of Al and platforms. This
way, when you face your ‘Spotify moment’, you’ll know what to do.

Timo and Tero continue to research and teach new insights on platform
strategy at Aalto University. You can read more from their website
www.intelligentplatforms.ai (archived at https://perma.cc/U4QG-5A6P).
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