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.
Gayan Benedict: Hi, I’m Gayan Benedict, an MIT CISR industry research fellow. Today I’m pleased to share with you the February 2024 research briefing that I co-authored with Ina Sebastian—
Designing Ecosystem Governance to Grow Value
Ecosystems are essential to achieving organizations’ most challenging strategic goals. In polling of executives attending a recent MIT CISR event, 92 percent of respondents indicated that some or most of their organizations’ most challenging strategic goals are shared by others, suggesting that the organizations would benefit from developing or participating in ecosystems. Yet many organizations (in our poll, 66 percent of respondents) look primarily to governance by a single leader—the common approach for companies opening internally developed platforms to external participants—to govern industry-spanning ecosystems developed to achieve such goals. 
To identify the governance issues pertinent to ecosystems, we interviewed executives in a variety of industries, asking how successful ecosystems are governed, how governance impacts value from ecosystems, and how organizations are using recent innovations, such as Web3, to govern ecosystems. Our research determined that effective governance of ecosystems, like good corporate governance, is key to growing value. In this briefing, we introduce three governance approaches for digital ecosystems, and discuss when ecosystems should adopt more decentralized governance approaches to grow value. 
Ecosystems: Core to Business Strategies 
In our research, organizations saw their most challenging strategic goals, such as serving their customers’ end-to-end needs or improving sustainability, as being dependent on the actions of other organizations. They participated in ecosystems to… 
…grow ecosystem value: For example, Bayer launched its ForGround platform and created an ecosystem of partners to enable farmers to use regenerative agriculture techniques and receive tradeable carbon credits in return for contributing data.
They also aimed to address shared challenges. The Australian central bank and twelve other financial institutions jointly established the New Payments Platform (or NPP) to improve the efficiency of the Australian payments system through real-time retail payment settlements.
And further, they sought to access resources and expertise. Wolfram Research uses the Cardano Web3 ecosystem to secure funding and expertise for developing innovative AI product offerings.
These organizations led or participated in digital ecosystems that were governed in substantially different ways. 
Three Approaches to Ecosystem Governance
Ecosystem governance is key to sustaining trust among participants and growing ecosystem value. It sets priorities, ensures that all ecosystem participants align their behavior to the interests of all other participants, clarifies key decision rights and oversees their implementation, and guides acceptable behavior. 
Executives in our research described three approaches to ecosystem governance that varied along a spectrum, which we named to reflect their governance style: centralized, or “Alpha;” federated, or “Representative;” and decentralized, or “Liquid.” The Alpha, Representative, and Liquid approaches represented 53 percent, 18 percent, and 9 percent, respectively, of executives we interviewed. (The remaining 20 percent of interviewees talked about challenges and opportunities of decentralized governance approaches for their organizations.) All three governance approaches effectively achieved the ecosystem’s purpose and created value for participants, so long as ecosystem participants trusted the governing authority to make decisions and agreed to their own role in the ecosystem’s governance. 
The Alpha Approach
Alpha governance is the most centralized form of ecosystem governance and the conventional approach adopted by companies building platform businesses. In Alpha governance, a single leader retains core governance decision rights and accountabilities, controls most data created by the ecosystem, secures and operates the platform, and chooses who participates in the ecosystem. For Alpha governance to succeed, participants must trust the dominant organization; they typically do so because of its track record in setting the ecosystem’s strategic direction, investing in its platform, and exposing participants to many customers, which provide new sources of value. 
For example, Salesforce’s AppExchange ecosystem offers more than 4,600 apps to over 150,000 Salesforce CRM customers who have installed partner apps more than 12.5 million times. Salesforce decides which organizations can join its AppExchange ecosystem, supports the growth of partner businesses, and invests in the development, security, and operation of the underlying Salesforce external developer platform. 
The Representative Approach
In Representative governance, ecosystem participants establish a governing authority, which may start as a steering committee and evolve into a more formal structure, and entrust it with accountability for the achieving the ecosystem’s purpose as well as decision rights such as direction setting and dispute resolution. Organizations in our study chose this approach when several ecosystem stakeholders wanted to contribute to setting direction, retain control of data, and did not trust Alpha governance. Pursuit of participants’ interests were assured through their governance participation and the commitment of the governing authority to prioritize the ecosystem’s purpose over the ambitions of individual participants.
In 2012, the Reserve Bank of Australia (or RBA), Australia’s central bank, required the Australian financial sector to propose a real-time national payments system. A consortium of financial services institutions formed a steering committee and, in 2014, established the not-for-profit organization New Payments Platform Australia, which governed the design and implementation of the New Payments Platform with Representative governance.
As Dr. Tony Richards, former Head of Payments Policy at the RBA, described:
The steering committee spent time up front building trust among parties. [It] created a social contract: We each argue strongly for what we think is the right decision, reflecting our own commercial interests, but once we collectively decide on something, we all support it. This enabled organizations to call each other out if they were not behaving as we agreed. 
The Liquid Approach
Liquid governance, the most decentralized of the three approaches, achieves consensus on strategic direction and resolves disagreements using Web3 technology. Decentralized Autonomous Organizations (known as DAOs) are novel Web3-based decentralized governance entities that solicit and debate proposals from often thousands of ecosystem participants; arrive at consensus using digital voting mechanisms; and execute approved proposals as smart contracts with terms that are transparent for all participants, who retain ownership of their data. Our term draws from the concept of “Liquid democracy,” in which the scale and composition of decision-makers varies dynamically depending on the governance decision. 
For example, Wolfram Research, a provider of solutions based on Wolfram programming languages and technologies, participates in the Cardano Web3 community to realize ecosystem value by accessing expertise and resources for building generative AI capabilities. Wolfram Research submits proposals to the Cardano DAO; participants then discuss and vote on whether to fund the proposals and incorporate their delivery into the core code of the platform.
Stephen Macurdy, Head of Blockchain Research and Education at Wolfram Research, told us:
Web3 has enabled Wolfram Blockchain Labs to tap investment funds, innovate, and improve product quality at a rate significantly faster than if we had to fight and prioritize within internal business cases and resource allocation processes. 
Opportunities for Value from Decentralized Governance 
Organizations are beginning to explore decentralized governance approaches to grow ecosystem value. In MIT CISR’s recent event poll, 21 percent of respondents indicated their organizations primarily pursue Representative governance, 3 percent choose the decentralized Liquid approach, and 3 percent seek to leverage both of those plus the Alpha approach to govern industry-spanning ecosystems. We saw a similar pattern in our interview sample. Web3 provides a first glimpse of hyperscaled governance, but our interviewees viewed Liquid governance mechanisms as currently optimal for only a small number of ecosystem governance scenarios, such as Wolfram Research’s access to expertise and investment. Organizations experiment with Liquid governance in different domains, as recently demonstrated by the United Nation’s pilot to establish a DAO in the public sector.
In our interviews, executives described that effectively decentralizing governance (essentially, moving to Representative or Liquid governance) entails three principles: 
One, developing transparency of logic and actions for consensus formation, which creates confidence in governance
Two, encouraging open participation, which enables broader access to resources and expertise
And three, sharing costs and value, which distributes investments (for example,  infrastructure or data sharing) and benefits (such as revenue, intellectual property, or compliance) among participants.
Ecosystem Governance Fit 
Currently, Representative governance is the best approach to solve shared industry problems. But our research suggests that, as digital leaders turn to ecosystems to achieve their organizations’ most challenging strategic goals, there are benefits, in areas such as access to expertise, to experiment with more fully decentralized—in other words, Liquid—governance.
To assess an organization’s progress in achieving its strategic goals that depend on ecosystems, we recommend that digital leaders assess the ecosystems’ governance, asking questions like whether their governance approach aligns with how the participants want or expect to interact. With a better fit, we expect an ecosystem will see more participants and the generation of more ecosystem value, including access to data, and innovation.
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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