Speaker 1:	Welcome to the MIT CISR Research Briefing series. The center for information systems research is based at the Sloan School of Management at MIT. We study digital transformation.
Ina Sebastian: Hi, I’m Ina Sebastian, a research scientist with MIT CISR. Today I’m pleased to share with you the June 2023 research briefing that I co-authored with Thomas Haskamp and Nils Fonstad —
Generating Momentum in Digital Business Transformations
Recent MIT CISR research suggests that digital business transformations may be beginning to stall. In 2017, companies in our research reported their transformations were 33 percent complete. Two years later, completion was at 50 percent. But in 2022, companies’ transformations had progressed only to 55 percent complete. 
A key challenge for digital leaders struggling to generate momentum in a transformation—consistent, ongoing progress—is motivating other business leaders at their company to commit to new goals and practices. To develop this commitment, digital leaders must overcome organizational inertia, which we define as when organizations resist change by holding on to existing approaches that have proven successful. 
Organizational inertia is not inherently negative. It develops as a company creates value using established practices—for example, those it implemented to promote efficient operations. But when companies focus only on iterating existing successful practices rather than on exploring new ways to realize value using digital technologies, they risk losing value to disrupters that offer customers better or faster solutions to their needs. 
In this research briefing we aim to help leaders understand organizational inertia in digital business transformations. We propose three actions to generate momentum in transformations, and illustrate the actions using a case study from WABCO and ZF. 
Three Sources of Organizational Inertia 
Based on a review of empirical academic studies and interviews with executives, we identified three main sources of organizational inertia in digital business transformations: 
Enterprise-wide expectations of what value the company can realize from digital technologies
Organizational practices, including structures, information systems, and networks of vested interests, that support how the company realizes value from digital technologies, and
Investment allocation that guides what practices the company will prioritize
Digital leaders experience organizational inertia as resistance to change. Recognizing the three sources of organizational inertia as obstacles to generating momentum in a digital business transformation helps leaders design actions to keep transformation efforts from stalling. The following example illustrates how they counter the sources of organizational inertia. 
Transformation Journey at WABCO and ZF
WABCO Holdings Inc., or WABCO, was a US-based automotive technology supplier for medium and heavy commercial vehicles. In 2017, the company’s newly appointed global CIO, Milan Kumar, set a new strategic goal for the IT department to generate 20 million dollars in business savings and sales growth for the company by 2020 through innovation [-] by deploying a selection of twenty digital technologies. To realize this goal, he established both a transformation steering committee and five IT labs—dedicated innovation teams that would take charge of filling the innovation pipeline. He situated the labs at production plants to kick-start collaboration and showcase digital technologies in the business context. The company’s CEO inaugurated the first lab.
But despite the visible support from the CEO, the transformation stalled. The IT labs struggled to engage business leaders and secure additional funding. Business leaders expected IT to provide digital services that would help the business operate better and cheaper, but they were not willing to invest in new initiatives that had uncertain outcomes. 
As Christian Lührig, Business Alignment Leader IT at WABCO, observed:
One reaction from the business side was, it’s great that you’re doing this now, but I have another change in SAP that has not been implemented. It would be nice if someone did that before you create new things that don’t add any value for me.
Generating Momentum at WABCO
The IT labs got more traction with business leaders once the labs partnered with the company’s Six Sigma unit; because the unit worked directly with the businesses, it understood their needs and saw digital technologies as a new way to generate savings. IT and Six Sigma leaders established a digital transformation office to coordinate their units’ activities. The IT labs refocused their communications with the businesses from technology to how the labs could address business problems, pitching digital initiatives—such as implementing robotic process automation—from which business leaders could quickly realize value. 
These actions triggered growing interest in the IT labs’ efforts, and requests for pilot initiatives. To handle the demand, CIO Kumar and his team created new practices aimed at collaboration—for example, a committee composed of business, IT, and Six Sigma leaders that jointly approved projects for the next stage of development. IT and Six Sigma developed a tool they called the Digital Diary to automate the approval process and serve as a dashboard tracking all activities and demonstrating value. Kumar also changed IT’s annual budgeting practices both to make funding available to the labs throughout the year, rather than once a year, and to fund collaborative initiatives until they produced a minimum viable product—an MVP.
Within one year of starting the transformation, the IT labs had completed seventy-five projects and realized 4 million dollars in savings. By 2020, they were well on the way to reach the strategic goal of 20 million dollars, having realized 16 million dollars in business savings and sales growth from digital innovations—such as the deployment of close to two hundred seventy automated bots in the production environment. 
Applying Learnings in ZF’s Transformation 
In 2020, WABCO was acquired by ZF Friedrichshafen AG (known as ZF Group, or ZF), a global automotive technology supplier that at the time had 153,500 employees, 189 production locations in 31 countries, and sales of 32.6 billion euros. In 2022, ZF launched the Commercial Vehicle Solutions division, or CVS, combining the company’s divisions for Commercial Vehicle Control Systems (formerly WABCO) and Commercial Vehicle Technology, and appointed Milan Kumar, who had joined ZF during WABCO’s acquisition, to be CIO of the division. 
Kumar had the support of ZF’s management board to recreate the success of WABCO’s IT labs at the CVS division at a larger scale and scope. To accomplish that, he sought to build the momentum he and his team had generated at WABCO, setting strategic goals for CVS’s IT team and designing practices based on principles of collaboration, self-organization, and transparency. 
To encourage collaboration between the CVS IT team and the rest of the division, the CIO chairs a steering committee of six business leaders that meets monthly, and tracks the strategic impact of digital initiatives and identifies new opportunities. The IT labs initiated a collaboration with CVS’s Digital Process Organization unit (or DPO) to leverage the unit’s insight into current processes and its collaboration with the businesses. Leaders from IT, DPO, and divisional strategy colead the CVS Digital Transformation Office, which coordinates digital innovation activities and extends into each of eleven business areas through digital champions and process experts. 
The IT labs self-organize to identify new opportunities, promote digital initiatives, recruit pilots and fund them up to the MVP stage, scale pilots with businesses, and upskill colleagues. 
To prove value and earn trust in new practices through transparency, CVS uses the Digital Diary tool that WABCO developed. The tool serves as a one-stop portal to run innovation projects and track opportunities, estimated value, maturity level, and value realized (for example, cost savings) in dashboards. 
The transformation is gaining momentum. By the end of 2022, the IT labs had delivered fifty-five digital campaigns, including hackathon-inspired “Botathons” and “Datathons,” in which teams solved business problems. Additionally, eighty-four digital projects had been deployed in the businesses, ranging from a production early warning system to automations in integrated supply chain and human resources.
Three Actions that Generate Momentum 
In our research interviews, digital leaders described three actions that counter the sources of organizational inertia to generate momentum in digital business  transformations:
1. Reframe expectations. By communicating opportunities in new ways and focusing on the businesses‘ needs, digital leaders helped other business leaders understand how digital technologies enable a broader set of objectives. Digital leaders at WABCO and ZF CVS identified stakeholder groups in the organization to collaborate with—those with a richer understanding of the businesses, an appreciation for how digital can address business needs, and an appreciation of iterative learning. In a manufacturing company, process experts were a natural fit.
2. Practice collaboration. By introducing new ways of working, digital leaders challenged embedded organizational structures and siloed practices that had been optimized for incremental improvements. ZF CVS’s CIO designed IT practices that are collaborative to engage other leaders in the business, build commitment, and learn together, using a steering committee, a transformation office, IT labs that actively recruit projects, and a process for running innovation projects that involves all stakeholders. And…
3. Prove value. By offering outcomes-based collaboration focused on value realization, digital leaders earned trust in new practices and changed other business leaders’ willingness to allocate investments to innovative initiatives. At ZF CVS, digital leaders fund pilots until an MVP is developed, and use Digital Diary to track value and continuously learn.
The leaders in our research started small with a few pilots, demonstrated that they realized value, and scaled them with growing commitment from the business. As a leader experiencing resistance to change, you need to develop new approaches to manage the expectations of the organization, encourage cross-functional collaboration, and prove the value of your strategy. 
Speaker 1:	Thanks for listening to this reading of MIT CISR research, and thanks to the sponsors and patrons who support our work. Get free access to more research on our website at cisr.mit.edu.
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