[bookmark: _Toc138110658]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.
Hi, I’m Stephanie Woerner, principal research scientist and director of MIT CISR. Today I’m pleased to share with you a research briefing from the archives—the January 2020 research briefing authored by Nick van der Meulen and Kristine Dery:
The Employee Experience of Digital Business Transformation
Digital business transformation calls for ambidexterity: companies aim to delight customers with new innovations and offerings while simultaneously reducing costs. This is no easy feat, as it requires developing new operational and customer-oriented capabilities. Senior leaders expect that these transformation efforts will (on average) significantly affect 67 percent of employees. After all, it’s employees who have to adopt new systems, data, processes, and habits to deliver on the transformation.
For this research briefing we set out to understand how digital business transformation affects employees. We investigated the employee experience along four distinct pathways to digital business transformation, which are distinguished by the order in which a company develops operational and customer-oriented capabilities. This order significantly influences the work complexity that employees face, which is a key determinant of a company’s employee experience and a leading indicator of future company performance. While near-simultaneous development of operational and customer-oriented capabilities (represented by Pathway 3) would seem the most challenging to employees, we instead found it is when companies prioritize developing customer-oriented capabilities over operational capabilities (as on Pathway 2) that work complexity increases. 
The Employee Experience in Becoming Future Ready 
The goal of digital business transformation is for a company to become “Future Ready”: to develop operational and customer-oriented capabilities that enable the company to become more agile, make data a strategic asset, and partner to participate in digital ecosystems. In terms of new operational capabilities, companies strive for efficiency (1) by automating, standardizing, and reusing core processes through modularized services; (2) by integrating and renewing digital infrastructure; and (3) by providing company stakeholders with seamless access to systems and disparate sources of data (to serve as a single source of truth). With customer-focused capabilities, the goal is to delight the customer, requiring companies to (1) integrate customer offerings across multiple products and channels, (2) collect quality customer information (including customer concerns, needs, and goals), and (3) create new value propositions that are distinctive and make the company the first place customers think of when a need arises.
To examine how developing these two types of capabilities impact the employee experience, we compared companies at different stages of (self-reported) transformation progress along each pathway. We recorded how the observed employee experience ratings changed according to the percentage of the transformation that companies had completed, and how these changes differed between pathways.
Pathway 1: Industrialized Foundations Reduce Complexity
Companies near the start of Pathway 1 couple measuring the cost of operations with the standardization, integration, and reuse of best-in-class processes, data, and technology. This strips away some administrative activities and simplifies work, allowing employees to deliver a better customer experience. This process is later reinforced by improvements in measuring customer sentiment and Net Promoter Score (or NPS), enabling employees to better understand customer needs and contribute to ideas for new offerings.
Once Pathway 1 companies become more Future Ready, they increasingly rely on the ability to leverage the benefits of organizing and participating in business ecosystems. To support the formation of new ecosystem revenue streams, these companies tend to further develop their automation and shared services capabilities, along with building new work habits that support the success of recent acquisitions and partnerships. We found that such capabilities make it easier for employees to search for expertise within the company, share ideas, and actively seek ways to deliver multiproduct, multichannel customer experiences.
Pathway 2: Customer-Centricity Requires Heroics
Pathway 2 companies can’t wait to improve their customer experience and therefore prioritize developing customer-oriented capabilities over operational capabilities. As such, we found companies at the start of this pathway work on gathering great customer information to amplify the voice of the customer inside the company and develop an integrated customer experience. But without the required operational capabilities, companies typically have to rely on external vendors, suppliers, or newly acquired companies to support such customer-focused efforts. This dependence on external parties (along with an intense focus on the customer) comes at the expense of employees, who find it difficult to develop, share, and contribute their own ideas that might benefit the company. 
Those companies in our survey that are more advanced along Pathway 2 appear to struggle with keeping momentum in their customer-oriented capability development. On many operational capabilities (such as measuring the cost of operations and renewing digital infrastructure) they are even rated as less effective than counterparts that have just started the transformation journey. The result is that employees increasingly have to resort to heroics to deliver value. Leaders, for instance, ask employees to become more evidence based, but it’s hard to predict customer behavior when company systems and data are stuck in “silos and spaghetti.”
It is not until Pathway 2 companies mature and “turn right” to focus on building operational capabilities that they become more effective at identifying customer concerns and developing new distinctive value propositions. When a company automates core processes and provides seamless access across systems and disparate sources of data, employees can become better informed and able to anticipate and predict customer needs. Yet we find that despite these operational improvements, the employee experience remains problematic and rated well below average. Decision making is slow, and employees typically face low autonomy in deciding when, where, and how to do their work. The singular focus on creating an environment in which the customer is placed above all else has become thoroughly ingrained in employee work habits, and changing these habits for the better will require significant decision rights changes going forwards.
Pathway 3: Iterations Enable Employee Learning
When companies pursue multiple smaller initiatives to develop their operational and customer-oriented capabilities iteratively, they follow the third pathway. Early stage Pathway 3 companies typically have a broad focus when developing capabilities. We found that among the top priorities for these companies are integrating operations across silos, providing employees with seamless access to systems and data, and automating and standardizing core processes through modularized services. These capabilities reduce operational complexity, making it easier for employees to become more evidence based and to integrate customer offerings across multiple products and channels.
After experimenting with different practices, Pathway 3 companies mostly focus on further standardization and reuse. Employees are not as held up by overhead and are far more likely to approach colleagues at any level of the company due to greater levels of autonomy. Companies leverage this autonomy later in the transformation journey when they become effective at measuring the cost of operations and the customer experience (using NPS or similar measures). Dashboards democratize access to metrics, and combined with habits of increased transparency, encourage employees to become more open and curious. Simplified systems help employees make more informed contributions to ideas for new products and services across the company. 
Pathway 4: New Company, Not Necessarily Nirvana
Companies along Pathway 4 opt to develop the necessary capabilities in a digitally born company, rather than deal with fixing the silos and spaghetti. Our survey data shows that—with an average of over a third of company revenues coming from business ecosystems—early stage companies on this pathway typically work on the identification and development of acquisitions. A new digital infrastructure supports roles and ways of working that make it easy to serve the customer. Add into the mix the energy and opportunities involved in starting a new company, and we find employees enjoy a work environment that is collaborative and innovative. The pain returns, however, once Pathway 4 companies shift their focus to primarily developing customer-oriented capabilities in order to continue to thrive in business ecosystems. Work complexity becomes problematic for employees without development of supporting operational capabilities. The focus on growth catches up with these companies, and we see employees challenged, particularly in areas such as work autonomy, connecting to systems, and dealing with administrative tasks. 
Heroics Can’t Deliver Sustained Value
The order in which companies develop operational and customer-oriented capabilities has a significant impact on the employee experience. We found that while a singular focus on the customer may deliver revenue growth and positive customer feedback, it is tough on employees. Over time, the mounting technical debt impedes customer-oriented capability development to such an extent that heroics can no longer deliver expected operational and customer value. 
Companies should thus first develop a foundation of required operational capabilities or do so in small iterations by alternating with customer-oriented capabilities. While these approaches both benefit the employee, it is important to recognize that the employee experience requires deliberate attention. Companies that have progressed on Pathways 1 and 3 primarily drive their transformation from within, recognizing that this approach affects most of their employees. They consider the employee experience (very) important to the future success of their company and pay greater attention to the role of the employee in delivering value. Our data on the employee experience along each of these pathways is ultimately a stark reminder that enabling employees to do their jobs to the very best of their capabilities requires the constant focus of leaders. Heroics from committed employees are neither scalable nor sustainable. 
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