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RESEARCH BACKGROUND

e 200 plus interviews during last 3 years on the topic of digital business model innovation in B2B setting (Sweden and
globally)

* Leading a research team through multi-years industry research projects in Sweden |
* Involving numerous companies from mining, forestry, construction, manufacturing, telecom, transportation, and maritime industrial ecosystems

Industrial ecosystem
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WHAT IS DIGITALIZATION?

Enabling digital technologies A digital transformation

Cloud analytics

Digitala avancerade tjanster

> Internet of things
> Automation ““The use of digital technologies to
change a business model and
» Remote monitoring provide new revenue and value-
> Predictive maintenance producing opportunities in industrial
- ecosystem”
T . Sensor collecting Connectivity y
> Artificiell intelligens 2 multitude of enables effective
operational data _sharing of , o
> Smart contracts iiformation (Gartner report 2015; Parida, Sjodin
across units ]
> Big Data and Reim, 2019)
>
>
> .

Parida, V.; Sjodin, D.; Reim, W. Reviewing Literature on Digitalization, Business Model Innovation, and Sustainable Industry: Past Achievements and Future Promises.
Sustainability 2019, 11, 391.
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WHAT ARE THE KEY BUSINESS
CHALLENGES WITH
DIGITALIZATION IN YOUR MIND?

Discuss with each other 2 minutes



3 DIGITALIZATION TRAPS



1. TOO SLOW DIGITAL TRANSFORMATION

The largest risk with digitalization is to do nothing...

Concrete actions are needed....
s like we are waiting for

someone to take the baton and

come up with a holistic solution"
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2% of global CEOs believe the next 3 years will be more critical for their

Industry than the last 50 years

Forbes Insights, CEO Outlook



2. DEVELOPMENT OF DIGITAL SOLUTIONS WITHOUT
UNDERSTANDING CUSTOMER VALUE

Too much technology, too little business...

 Developers (in engineering companies) are often too enthusiastic in solving technological
problems

 Challenge to understand the specific customer or end-users needs
o Often lacking in ability to critically evaluate what customer is willing to pay for.

"..I am sure that their system is highly advanced with a lot of
functionalities. But what | want to see is how does these
functionalities apply to our business and how will it
make it more profitable... and that they have not been able
to achieve.” (Dissapointed customer)




3. SELLING DIGITAL SOLUTIONS WITHOUT
UNDERSTANDING BUSINESS MODEL CONSEQUENCES

Companies often fail to fully consider the business model implications of digital
customer opportunities.

Hidden and unexpects costs

Changed customer behaviors?

New (costly) delivery processes?

Operation and maintenance over multiple years?

Cannibalization of existing business model?



DIGITAL BUSINESS MODEL
INNOVATION



NEW LOGIC FOR DIGITAL BUSINESS MODEL

Digitalization Business Model Innovation Sustainable Industry
as Enabler




HYPOTHETICAL CASE FOR ECOSYSTEM BUSINESS

MODELLING
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A business model define
the ways an organization
creates, delivers and
captures value

Osterwalder and Pigneur (2010)

WHAT IS A BUSINESS MODEL?

HOW?

Capabilities?

Activities?

Strategic Partners?

WHAT?

Offering?
Customer need?

Unique Benefit?

Create

Value

for a customer
Deliver Capture

Profitabilit

WHY?

Revenue model?

Cost Structure?

Risk management?

A powerful business model ensures that all elements work together




WHAT ARE THE MOST CHALLENGING
ISSUES FOR PROFITING FROM DIGITALIZATION?

WHAT?

~ Offering?
Customer need?

Unique Benefit?

Create

HOW? Value WHY?
Capabilities? L Revenue model?
Activities? Deliver Capture Cost Structure?
Strategic Partners? Profitabilit Risk management?

- Discuss with each other 2 minutes



DIGITAL BUSINESS MODEL- VALUE CREATION
CHALLENGE

MICRO SERVICES

v

Step 3

=
>

Digital service growth

Step 2

-

- Inadequate CO2 reporting {\
- Inadequate data quality from the loaders/transporters U >
How to leverage digital - Building on internal competences (predominantly)

A STEPWISE APPROACH TOWARDS DIGITAL SERVICE
- Avoid traffic issues at loading site
- Optimal pace at loading
- Lacking traceability on unloaded material Step 1
2. Selecting dilemmas Revenue growth
technologies to enable higher 3. Developing and implementing the solution
value creation for customers? . o .
4. Next rounds of identifying main dilemmas

1. Identify main dilemmas
- Lacking information on daily disturbances on
Fleetisite mangemnt contracts - High business communication possibility
and co-development (aiming for a more

Inadequate weight at loading (+/- 10%) f\
machine/truck/dumper
- Quick turnaround time with solution and effect
complex problem)




DIGITAL BUSINESS MODEL- VALUE DELIVERY
CHALLENGES

SMART WORKSHOP

@ SCA
T — s
SODRA Areas for improvement:
Future Solution reqy Feedback, Data analysis,
Forest awners S to telematine : increase usable data
ICs mformat:on output
Telematics

system v N
: Equipment Sales | -

Digital predictive forestry solutions <

E|igita| predictive solution
1

Ruture solution
requirements

How can we build digital capabilities to

. . . : tics Y& | = ok [
support increased efficiency throughout ). zs‘:tg’;' TGS 'czfgtsa?;f:: on
the delivery value chain? ; i // Workshop/Service point Machine Provider

Factory Head office

Provider Cutomer

Forest Machine
Owner

Smart Workshop concept

“increasing capabilities of delivery

e | ” organization to offer digital
b'g‘;;ig:ﬂ:ﬁw €---> Operational End-users so|u t|0ns”




DIGITAL BUSINESS MODEL- VALUE CAPTURE
CHALLENGES

Value capture challenge

Digital optimization solutions

How to ensure fair distribution
of financial returns from digital
solutions over time?

Focus on what,
not how

Focus on results, not single
transactions

Higher quality/innovation
for customer

Clearly defined and
measurable desired
outcomes

Lower cost for
customer

Relational Contracting

Pricing model with
incentives optimizing the

business

Governance structure

creating insight rather than

oversight

What's In It For We? Better business for

supplier




3 SCENARIOS FOR FUTURE DIGITAL
BUSINESS MODEL INNOVATION

Opportunity or threats



FUTURE DIGITAL BUSINESS MODEL INNOVATION:
OPPORTUNITIES OR THREATS

How to select digital business model innovation
opportunities?

How to manage multiple business models

How to develop and commercialize digital ~ Internally and externally?
business model innovation?

Business model cannibalization?



FUTURE DIGITAL BUSINESS MODEL INNOVATION:
OPPORTUNITIES OR THREATS

Trends for Product Innovation

competitiveness Service Innovation or Servitization

Smart Products = Pl + Sl + Digitalization

Technological Electrification
Shifts

Autonomous Connected

_ How do companies cope with the threat
20% value creation/value of missing 60% of value creation and

capture from Cabin value capturing mechanisms?

(ROAD TRAIN)

40% value creation/value
| capture from power train and
engine




ACADEMIC FRAMEWORKS FOR
PROFITING FROM DIGITALIZATION



PEOPLE AND MANAGING ORGANIZATIONAL
RESISTANCE

. . _ Creating opportunities for
Technological + Business Shifts

innovation and organizational
resistance /]\

/ QA Leveraging —

Bootlegging -
Capitalizing on Working
W/ ' \9&3 existing CO\Jvei'tr:‘lgueind
Servitization authorization

o resources
Digitalization / A g e sl els) \

m
it

Electrification

Collaborating -
Using collegial
or legal
authority to
overcome
obstacles

Lenka, S., Parida, V., Sjodin, D. R., & Wincent, J. (2018). Exploring the microfoundations of servitization: How individual actions overcome organizational resistance.
Journal of Business Research, 88, 328-336.



ALIGNING VALUE CREATION AND VALUE CAPTURE
PROCESSES WITH PARTNERS

Aligned OBS Unable to Aligned OBS contractual .

objectives OBS Aligned OBS
Unable to secure structure agreement Dissolved OBS partnership
commitment for OBS agreement contract

agreement

Creating value : @ . @
proposition $ Enacting $ ~ Exploring t
concept outcome improvemen
& \ é agreement \ < opportunities

. - ) Re-negotiating fairmness continuously
H Evaluating @ Negotiating profit @
I ReV|S|ng Val ue- outcome gains @ ’ fOI’mula

Engaging key creation logic _— Formulating value- ® oo Enhancing value- ®
stakehoiders ‘ orman i ‘ eviewing creation processes

performance creation processes performance
indicators indicators

Customizing Developing

Assessing value- ?ﬁg‘;ﬂ:’gﬂﬁﬁf value Regulating value operational
capture potential opportuniies Constructing value- architecture capture capabilties
capture mechanisms @
Specifying @
gelerg;telon Designing Refining operational

requirements S ’ delivery process processes '
Prioritizing win- b ) ' Aligning incentives
win Assessing ~ continuously
opportunities delivery risks

Phase 1: Defining value potential Phase 2: Designing value delivery Phase 3: Delivering value improvements

Sjodin, D.R., Parida, V., Visnjic, I. and Jovanovic, M. 'Value creation and value capture in open service innovation: Exploring innovation processes for outcome-based
services’ In review with academic journal.



DIGITAL PLATFORM APPROACH TO GLOBAL
VALUE DELIVERY

Implementing digital Leveraging digital platforms for global Ensuring profitable service
plattform architecture sales and delivery of advanced services delivery towards
customers

Identifying & sharing best

practices for processes,

activities, and resources
among front-end units

Developing applications for
analyzing customer usage
data for delivery support

Offeri Offeri processes for

ering ering .

development configuration 1 Ope_rgtlonal
efficiency

Servic\

module

ﬁervice

module

_ e

Utilizing platform for
optimizing internal delivery
processes and activities for

resource efficiency

Monitoring usage data to
improve customers’ operations
and decrease lifecycle costs

Cenamor, J., Sjodin, D. R., & Parida, V. (2017). Adopting a platform approach in servitization: Leveraging the value of digitalization. International Journal of Production
Economics, 192, 54-65.



Level of Value Creating Potential

A RELATIONAL GOVERNANCE FRAMEWORK

FOR DIGITAL SERVITIZATION

Contractual Governance

Relation-specific digital
assets

Invest in building digital
systems

Assign dedicated staff for
managing digital systems

Digitally enabled
knowledge-sharing routines

¢Q

Collect operational data from
physical assets to monitor
performance

Undertake ad-hoc discussions
to utilize insights from
operational data

FOUNDATIONAL

Combining provider's expertise and customer
business knowledge

Relation-specific digital
assets

Develop digital platform
tailored to customer's
systems

Allocate time and resources
to gain know-how of business
processes

Transitional Governance

Digitally enabled
knowledge-sharing routines

oe

Accumulate and connect data
from multiple sources to
optimize operations

Set up regular interactions
between partners to integrate
data into joint operations

INTERMEDIATE

Monitor partner capability evolution and complementarity dynamics

Relation-specific digital
assets

Enable offer customization
and efficiency based on
digital platform

Build joint digital and
analytics team to keep track
of key operational processes

Digitally enabled
knowledge-sharing routines

Align incentives to enable
comprehensive data
exchange and analysis
through digital platform(s)

Establish a joint team to use
data for continuous
improvement and innovation

ADVANCED

Maturity Level of the Relationship

Kamaldin. A., Sundén, L., Sjodin, D. and
Parida, V (2019) Governing provider-
customer relationships in digital servitization:
A relational view on digitalization, In review
with academic journal



KEY TAKEAWAY

Successful digitization is more complex than developing new technology. A successful implementation requires
Interaction and change between technology, processes, people and business models both within the company
and externally in the ecosystem.

Digitalization opportunities

&
:EQ » PrOCESSeS.
D

e

Successful digitization
Increased value creation
New revenue streams
Efficient processes
Profitable relationships
Sustainable benefits

» Societal benefits

‘ People

-

Partners

Start looking for opportunities and involve
your ecosystem partners......



THANK YOU!

For more information contact:
Vinit Parida; David Sjodin
vinit.parida@ltu.se: +46735435074: david.sjodin@ltu.se: +46730463206
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