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Approaching disruption

Executive summary

" ISRUPT yourself.” Or don’t. It’s catchy and
empowering. It’s also a good way to ac-
celerate your own demise. Resist the urge.

Executives often can’t help viewing disruptive forc-
es—even those inside the organization—as threats.
Indeed, the biggest risk of disruption is that it tends
to send corporate leaders into narrow, defensive
stances. The nature of disruption is such that try-
ing to respond directly can lead to actions that will
challenge the core, awaken the corporate antibodies,
and increase the risk of failure.

A better approach is to treat disruption as a cata-
lyst to pursue the significant new opportunities for
growth and sustained advantage that will inevitably
emerge as a result of disruptions restructuring the
landscape. These opportunities are at the edges of
business as we know it: not in either our current
markets or new versions of our existing businesses.
Thus, we can pursue and develop them on the edge
without confronting the core or threatening existing
revenues, budgets, and resources in the short term.
As long as we keep them on the edge, they avoid the
same scrutiny and constraints that prevent effective
response in the core. Thanks to exponential tools,
the barriers to entry and scale are lower, allowing
pursuit of new opportunities with little upfront in-
vestment and accelerated growth. Of course, that
means the window of opportunity to take action is

more limited, too, and the advantage may lie with
those who can act first.

There is a risk that leaders won’t take advantage of
disruption—that they won’t move quickly and ag-
gressively pursue the new opportunities opened up
by disruptive forces. Even battle-tested executives
may find that the speed of change in the digital age
doesn’t afford them the same space they’ve had in
the past to manage their businesses through the
uncertainty surrounding disruption. Because oth-
ers may also be targeting the new edge opportuni-
ties, companies that delay acting on them may lose
the option. In fact, they can miss out on two levels:
First, they may miss the new opportunity while an-
other entrant develops it; second, they can lose the
freedom to choose their future as the impending
disruption decimates revenues and market share.
Paradoxically, the profitable, successful companies
that should have the most leeway to pursue new op-
portunities tend to lack the urgency required to take
significant action.

In part 1 of this series, we laid out a framework for
thinking about the different forms, or patterns, that
disruption takes and that are likely to play out in
specific markets. The patterns of disruption we
identified in our previous research can help build
urgency in the face of success. Most, if not all, mar-



http://dupress.com/articles/anticipating-disruptive-strategy-of-market-entrants/?id=us:2di:3em:dup1098:eng:tmt:012016:patterns

Charting a course for new growth and performance at the edge and beyond

kets are susceptible to at least one of the patterns of
disruption, and many will be vulnerable to a series
of disruptions, each laying the groundwork for the
next. The patterns describe the ways markets will
transform and the near-term pressures incumbents
may face. For most companies—even or especially
the successful ones—status quo is not an option,
and the options are far better for those who act pre-
emptively to embrace opportunities created by the
broader forces reshaping our existing markets.

These new edge opportunities, beyond the core,
have the potential to create far more value in the
long term. In an environment where digital infra-
structure and liberalizing public policies lead to a
mutually reinforcing fragmentation of products and
services and concentration of scale and scope-inten-
sive businesses to support them,' these edge oppor-
tunities will likely center around one of three types
of businesses: Infrastructure providers will manage
routine, high-volume operational tasks; platforms
will connect businesses with a growing range of
third parties; and trusted advisers will build deep,
trust-based relationships with customers.

The dilemma is that addressing these edge opportu-
nities requires transformation—the businesses built

on these new types will look and operate fundamen-
tally differently than the incumbent businesses of
today—and conventional approaches to transfor-
mation tend be time-consuming and have a terrible
track record, yet each of these opportunities re-
quires incumbents to act, now. The misconception
is that businesses need to integrate the innovative
edge back into the core or main business. Time and
again, this attempt to reintegrate has mobilized the
organizational antibodies to defeat the transforma-
tion.

Therefore, if companies are to embrace the oppor-
tunity posed by disruption, they will need a new
approach—one rooted in hope rather than fear and
focused to the edge rather than the core. The pat-
terns can help shape and clarify the opportunity.
They can also help target efforts to strengthen the
core business, maintaining the revenue stream to
fund transformation, while identifying where those
efforts are misguided.

Ultimately, the key will be acting with a sense of ur-
gency, avoiding both complacency and defensive re-
actions. Where a company is now matters less than
understanding where it wants to be and needs to be
and using disruption as a catalyst for action.
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Introduction:

In a world of continuous disruption,

the catalyst for opportunity

USINESSES are under intensifying pressure.

New approaches, enabled by exponential

technologies and liberalizing public policies,
are reducing barriers to entry on a global scale. New
entrants can quickly scale businesses that once took
incumbents decades to build. As a result, competi-
tion in many markets is increasing, and product life
cycles are compressing. The environment is ripe for
disruptive entrants—whether black swans, unicorns,
or merely a swarm of upstarts—wielding new ap-
proaches with the power to interrupt the best-laid
plans, predictions, and forecasts and the potential
to unseat corporate giants. This is disruption.

Disruption is coming, in one form or another, for
most large incumbents. In our previous research,
we identified nine “patterns of disruption,” enabled

by broad long-term trends. Most markets will be
vulnerable to at least one pattern, and many will be
affected by several.? These disruptions accelerate us
along the path of mutually reinforcing fragmenta-
tion and concentration in the economy detailed in
The hero’s journey through the landscape of the
future.3 In that environment, large companies will
face strong competition and will have to be good—
distinctively good—at the skills and practices need-
ed to succeed in the concentrating parts of the econ-
omy to find sustainable growth opportunities. As a
result, companies will focus on one type of business,

and leverage others for the capabilities they lack, to
create new types of value for others and capture val-
ue for themselves.* More frequent and rapid disrup-
tion and the likely impact of a series of patterns on
a market make some business types more attractive
than others. Platform, trusted adviser, and infra-
structure provider businesses will offer potential
for growth and sustained performance in the con-
centrating parts of the economy. Meanwhile, prod-
uct and services businesses will tend to fragment,
making the product innovation/commercialization
type generally less attractive for large companies
over time.

While this rapidly changing environment brings
significant opportunities, capitalizing on the op-
portunities can require swift and aggressive ac-
tion. In fact, once disruption is upon a business, it
is generally too late. Whether incumbents try to
replicate the disruptive pattern, to “disrupt them-
selves,” or double down on their existing assets
with cost-cutting and incremental innovation, the
actions tend to be insufficiently aggressive and can
be detrimental to the company’s long-term sustain-
ability if there isn’t a simultaneous commitment to
transform the company for the future opportunity.
Blockbuster’s attempt to launch a mail-delivery ser-
vice in 20045 and Borders’ increased investment in
brick-and-mortar retail as a response to the rise in
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Internet commerce® provide poignant examples of
how companies that don’t transform can lose on
two dimensions: squandering resources on a declin-
ing business while also missing the brief window of
opportunity to take more effective action. Once dis-
ruption is happening, revenue streams come under
attack and companies lose the freedom, and funds,
to develop radical new opportunities.

Incumbents may struggle to recognize potential
disruption and, having recognized it, will be chal-
lenged by the expertise, capabilities, and assets that
brought them success. In particular, any actions
that threaten significant current revenue streams,
turn assets into liabilities, or require a different set
of core assumptions may fail to gain traction.

But perhaps the first challenge for senior leaders
is taking action when they are uncertain whether
there is cause for response. Chalk this up in the
category of denial, perhaps, but it is easier in ret-
rospect than real time to identify where changes
signify impending disruption that warrants not just
a response but a radical transformation. In the mo-
ment, executives perceive the risk as taking action
against a perceived threat that doesn’t materialize
and finding themselves in an entirely avoidable bad
situation. They worry about destroying the core in
pursuit of a disruptive future.

But this frames the decision too starkly: It isn’t an
either/or, destroy the core or abandon the future.
Instead, companies can use an opportunity-focused
approach, one that propels the company toward the
long-term position (opportunity) while taking tar-
geted actions that strengthen and maintain the core
business in the near term in order to buy the time
and freedom needed to further shape and under-
stand the future business.

The patterns provide a starting point to help com-
panies anticipate the changing competitive dynam-
ics in their markets and perceive whether a signal
is a temporary challenge or a long-term disruption.
They also highlight the opportunities for compa-
nies that capitalize on these patterns. Developing
a compelling opportunity on the edge can build

momentum for transformation and help to clarify
a company’s activities over time. These hopeful nar-
ratives counter the fear-based perspective and can
ultimately serve as powerful guiding beacons to
help companies reach their potential.

Although disruption is challenging, we have reason
to believe that incumbents can succeed. Established
companies will embrace business types that lever-
age their strengths in scale and scope to support
fragmented parts of the economy. The same forces
of disruption are creating potentially large opportu-
nities—for those companies that have the urgency
and vision to get ahead of disruption.

Beginning with a clear-eyed view of the challenges
that stand in the way of transformation, we will
outline a pragmatic approach for using disruption
to mobilize transformation while minimizing risk
in an environment of accelerating change. In this
paper, we will explore the transformation dilemma
and examine how one company, Apple Inc.,” navi-
gated multiple disruptions through focusing on the
next opportunity. Building on this optimistic vision,
we will outline a pragmatic approach for responding
to disruption:

a. Build awareness: Explores how patterns
of disruption can be used to help challenge
assumptions, anticipate near-term pressures,
and catalyze action

b. Focus efforts: Defines longer term oppor-
tunities that are likely to concentrate over
time and considers how capabilities, vulner-
abilities, and adjacencies affect which oppor-
tunities companies pursue

c. Act for impact: Outlines the path for in-
cumbents to move from where they are today
to where they need to be, including how to
develop and scale the edge, strengthen the
business, and restructure to free up resources

d. Learn, refine, monitor: Describes the on-
going, iterative process to effect transforma-
tion
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Uncertainty, denial, and the

transformation dilemma

ESPONDING to disruption by anticipating it,
with a bias toward the longer-term opportu-
nity, requires overcoming several challenges.
For most incumbents, embracing the new opportu-
nities presented by disruption necessitates transfor-
mation. Few, if any, companies are currently fully
focused on one type of business—most are conflict-

ed hybrids of prod-
uct, infrastructure,
and customer busi-
nesses that are al-
ready experiencing
mounting  perfor-
mance  pressures
made worse by
practices and struc-
tures ill suited for
today’s accelerating
pace of change. In
such cases, com-
panies may need a
transformation, but
conventional trans-

formations tend to have a high failure rate, and the
potential opportunity may rapidly diminish if oth-

ers develop it first.

For incumbents, the first, overriding obstacles are
lack of urgency and internal resistance to change.
By the time the leadership feels fully confident of a

“I have not the smallest
molecule of faith in
aerial navigation other

than ballooning.”

—Irish mathematical physicist Lord Kelvin, 1896, in
response to request to join the Aeronautical Society

disruption, it may already be too late to react. With
the academic, business, and popular media satu-
rated with “disruption,” why do organizations lack
urgency? A dysfunction occurs in times of mount-
ing performance pressure. The perception of risk is
magnified; the potential for reward is discounted.
The perception of risk is further reinforced by fear-

based literature
that terms disrup-
tion as “businesses’
worst nightmare”s
and “wreaking hav-
oc on traditional
business  models
everywhere.” Para-
doxically, the con-
stant noise does
not build urgency
but actually short-
ens the time hori-
zon. In this dynam-
ic, leaders tend to
shift to extracting

immediate results in the short term. With limited
resources for competing demands, leaders focus on

the risks happening today or tomorrow and lack the

horizon.

attention or resources to consider the very uncer-
tain potential rewards, or even risks, further on the
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As the time horizon shrinks, other cognitive biases
(see figure 1) may come into play in a self-reinforc-
ing loop.* Companies develop zero-sum mind-sets,
as if the world contained a fixed amount of eco-
nomic value, and neglect the possibility of creating
new economic value. Zero-sum mind-sets narrow
companies’ focus to a threat-based narrative. This
becomes a vicious cycle as short-term mind-sets
drive zero-sum mind-sets, driving threat-based nar-
ratives and further magnifying short-term thinking.
Shorter time horizons can also result in a false sense
of certainty, anchored in what we know and our ex-
pertise in the present. The future is only an incre-
mental future, an extension of today and tomorrow,
so its possibilities are also only incremental. Shorter
time horizons can limit the imagination and con-
strain companies’ ability to act on opportunities
they cannot imagine.

One challenge for senior executives is that their
time horizon is based on their expected tenure. Ten-
ure may artificially limit their ability to see possibili-
ties or take action on a longer time horizon. Instead,
they optimize on the short-term metrics and seek to
contain perceived threats and minimize near-term
pressures, avoiding failure or potential failure. As
Jeff Bezos frames it in his December 2015 letter to
shareholders, all decisions are treated as equally
important and irreversible, requiring high levels
of certainty and planning." As a result, decision
making slows, and executives prize certainty at the
expense of the learning that could come from less
consequential failures.

Apart from the challenge of building the recognition
and urgency for transformation, there is the sober-
ing fact that around 70 percent of organizational
change efforts fail.** They fail in part because direct-
ly confronting the core often requires high upfront
investment and time commitment—raising up pow-
erful organizational resistance as antibodies fight to
protect what they know best.

In addition, the same challenges, detailed in our
prior research, that make it difficult for the existing
business to respond effectively to a specific market
disruptor—the desire to avoid cannibalizing revenue
or to write off expensive assets and the inability to
overcome core assumptions—can stand in the way

Figure 1. Cognitive biases reinforce threat-based
narratives in times of high uncertainty

v

Performance pressures

Risk/reward perception

Shortening time horizons

Zero-sum mind-set

Erosion of trust —

Graphic: Deloitte University Press | DUPress.Deloitte.com
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of transformation. In particular, companies hold
onto the same assumptions—about what customers
value, how best to serve those customers, and how
to capture value—that brought them success in the
past. These unchallenged assumptions ultimately
dominate a company’s focus and strategy.

Finally, large companies have the curse of scale
that can lead to dismissing many new opportunities
while over-resourcing others. A large company of-
ten has an evaluation hurdle that asks the question:
Does this have the potential to be a billion-dollar
business (or to sell a million units, etc.)? Focusing
on something like a detailed market sizing, however,
can have the effect of reinforcing assumptions about
customers today rather than illuminating how their
preferences might evolve. Even if an initiative is ini-
tially given leeway, the developing opportunity can
be killed at any time.

All of this contributes to the transformation di-
lemma: This environment seems to require trans-
formation, yet transformations tend to be time-
consuming and have a high failure rate, and the
opportunities driven by the patterns of disruption
require incumbents to act quickly. The good news is
that where disruption has not yet hit, patterns can
help build urgency in the face of success, helping
executives look ahead and around with some idea
of what to look for. The bad news: Having that time
breeds complacency. If today’s successful organiza-
tions—those that are in the best position to be able
to “respond” proactively in anticipation of disrup-
tion—are to use their resources to their advantage,
they’ll need to not only seek new lands but see with
new eyes.

A new approach

One key message of Sun Tzu’s The Art of War is to
avoid confrontation for as long as possible until the
enemy grows weak and the champion grows strong,
and battle is no longer necessary. In business trans-
formation, the “enemy” is corporate antibodies:
organizational inertia and denial as well as those
individuals who actively fight against change. The
pressure for results from shareholders can become
another detractor for anticipatory transformation.

The challenges to mounting an effective response
to disruption are real. However, the latitude for ad-
dressing the external disruptive challenges is great-
er before the company is under duress. An alterna-
tive to the traditional organizational change model
is for would-be transformers to build and develop
an edge opportunity without confronting the lead-
ers and resources of the existing business in order
to circumvent internal resistance. By acting early, in
anticipation of disruptive forces, the edge opportu-
nity has a chance to develop and become a compel-
ling vision that generates a strong pull on the core
by the time that core business is facing displace-
ment. At the edge, the opportunity does not face the
same scrutiny, assumptions, or expectations as the
core business.

This approach, covered in greater detail below, of-
fers some hope to companies that struggle between
falling victim to small incremental changes that fail
to address the problem fast enough and taking on
big bets without guarantee of success. Rather than
be constrained by the current business and market,
leaders take an outside-in, future-back perspective
and work backward to the implications for action
in the present that can take advantage of the very
social and technology forces that appear threaten-
ing today. It also stands in contrast to the notion
that innovating with an eye to eventually pushing
the innovations back into the core can stave off dis-
ruption. This only delays the inevitable resistance,
as antibodies will quickly rush to crush efforts that
challenge core activities and thinking, whenever
they are introduced. Ultimately, the firm would still
be bound by short-term thinking and the fear-based
narrative—falling into the trap of responding in a
narrow, defensive way to the disruptor rather than
moving toward new white spaces of opportunity.

Approaching disruption this way allows you to be-
gin taking action to position the business for the
opportunities that disruption will open up before
the pressures of disruption necessitate reaction and
limit the ability to set or execute a transformative
strategy. The key element is to pursue transforma-
tion into a new type of business in such a way that
you increase its near-term attractiveness and likeli-
hood of success. Equally important, it strikes a bal-
ance between mobilizing action (despite imperfect
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information) and not exciting the corporate anti-
bodies or triggering a fear-based mind-set, while
using near-term actions to get better information.

There can be no single path to transformation, but
this approach (see figure 2) takes an outside-in, fu-
ture-back perspective to help leaders consider their
opportunities through a new lens. A shared vision
of the future frees them to challenge underlying or-

Figure 2. A transformation roadmap

FOCUS EFFORTS

Align on a point of view on the long-term
direction of your industry, market, and
business.

+ Consider implications for how we fundamentally
need to change

+ Assess our current position, and determine
performance gaps

+ Set strategic direction

- Identify technologies and trends reshaping the
business landscape

+ Identify key vulnerabilities and promising opportunities

+ Cultivate the necessary commitment to transformation

thodoxies and assumptions to agree on what type
of business they should be in the future. But if they
stop there, the vision has no relevance to the exist-
ing business. Too many scenario-planning exercises
fail to work back to the implications for action in
the near term. Each type implies its own set of ques-
tions to ask, assumptions to test, and near-term ac-
tions to take today, to make meaningful progress
toward the future.

ACT FOR IMPACT

Identify initiatives that deliver near-term impact and
accelerate transformation.

Transform from the edge

- Accelerate movement toward long-term
transformation

+ Shorten the lead time required to
generate revenue
Strengthen the core

* Harness the near-term business
potential of emerging
technologies

+ Accelerate growth through
leverage
Restructure to free up resources
- Shed underperforming assets

- Develop a constant feedback loop and capabilities to track the
rate of learning and improvement

+ Zero in on the metrics that matter
» Create faster iteration cycles

Graphic: Deloitte University Press | DUPress.Deloitte.com
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Apple Inc.: A case for focusing
on the opportunity'

Disruption is challenging. Yet there are examples of companies that have not only persisted

but thrived despite multiple rounds of disruptions. Apple is one such bright spot in what might
seem a dreary outlook for incumbents. The company’s progression over the past two decades is
illustrative of the power of prioritizing the next opportunity—the one opened up by the shifting
environment—rather than getting too distracted with defending the current business.

In 1997, Apple was operating at a loss,' battling a host of competitors selling increasingly
commoditized PCs to the consumer computer market. The company had remained relevant
despite the bruising competition of the previous decade in large part due to the tight
integration of software and hardware in the Macintosh®'> computer systems and innovations
in form, creating a loyal following. However, the writing was on the wall for the low-end
computing market.

Under pressure, Apple ceded the bottom of the market and aimed directly at the high
end, refocusing on the opportunities presented by computers connecting to the rapidly
developing Internet.

At the beginning of this century, record labels still largely controlled music distribution. On the
Internet frontier, peer-to-peer file-sharing companies such as Napster and LimeWire unleashed
a new kind of piracy that threw the industry into turmoil. While labels and regulators sought to
make sense of and contain the piracy, Apple brought forth iTunes® digital music software.®

With the original release of the iTunes program in 2001 (followed by the Apple iTunes Store®
digital music marketplace'” in 2003), Apple built an aggregation platform that would leverage
and further catalyze the disruptive pattern unbundle products and services, which was already
manifesting in the form of pirated files of individual songs. Users of this first legal digital
marketplace for music could pick individual songs of their choosing without having to purchase
an album. That meant you didn't need to buy Daniel Powter’s entire debut album to be able to
listen to “Bad Day.” Within seven years, the iTunes Store was “the largest music retailer on the
planet.”®

Further aligning with the trends toward decentralization, empowerment, and portability
catalyzed by the Internet and growing digital literacy, Apple disrupted the MP3 market with the
iPod® digital music player'® in October 2001, using the pattern distribute product development.
Apple had taken its product, a high-performing device integrating specialized electronics, from
initial approval to market in just nine months, a feat possible due to the collaborative creation
nets organized by Apple’s semiconductor contractor, PortalPlayer. Recognizing the limitations
and conflicts of trying to develop this new device within its existing organization, Apple turned
to PortalPlayer to mobilize a global network of leading technology companies to develop the
core platform for the iPod mp3 player. In concert with the unbundling and aggregating power of
the iTunes software and the iTunes Store, the iPod device put “1,000 songs in your pocket” and
reshaped the consumer’s relationship with the music industry. By 2005, Apple had sold more
than 28 million devices, giving Apple 75 percent of the digital music player market.?°
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Figure 3. Apple revenue by category as percentage of total (1998-2015)
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Source: Deloitte analysis based on data from the following Apple Computer Inc. sources: 2000 10-K statement,
December 13, 2000, http://investor.apple.com/secfiling.cfm?filingid=912057-00-53623; 2003 10-K statement, December
18, 2003, http://investor.apple.com/secfiling.cfm?filingid=1047469-03-41604; 2006 10-K statement, December 29, 2006,
http://investor.apple.com/secfiling.cfm?filingid=1104659-06-84288; 2009 10-K Statement, October 27, 2009,
http://investor.apple.com/secfiling.cfm?filingid=1193125-09-214859; 2012 10-K Statement, October 31, 2012,
http://investor.apple.com/secfiling.cfm?filingid=1193125-12-444068.
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Despite its success with the iTunes Store and the iPod device, Apple remained vigilant in monitoring and
responding to disruptive forces. As mobile devices (such as the BlackBerry) permeated the business
world, Apple saw an opportunity to make them attractive to the wider consumer market. Anticipating
the impending convergence of products around core mobile computing, storage, and connectivity
components/capabilities, Apple launched an advanced touchscreen smartphone, the iPhone® mobile
phone device,?' in 2007. The iPhone mobile device combined the mobile phone with various tools such

1"
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as GPS navigation, calculators, and cameras into a single product. Leveraging the existing iTunes Store,
Apple opened up development on the newly converged product and operating system, effectively turning
the product into a product platform. The rapid development of applications spawned the “There’s an

app for that” campaign®and accelerated the adoption and functionality of the iPhone device. As a result,
within 2.5 years the iPhone mobile device was the company’s new leading product.?

Today, Apple has a wide ecosystem of products that drives customer loyalty and product adoption
despite waves of disruptive forces (see figure 3). If company leaders had missed the opportunity to
create a legal digital music marketplace and high-quality listening experience, we might never have
adopted a smartphone from a computer company.

Key to Apple’s success thus far? Well, having a visionary founder/CEO helped. So did prioritizing the
next opportunity rather than preserving the core. Each time, the new opportunity was aligned with both
broader technological and social trends and Apple's design-centric DNA. In each case, the company
pursued the new opportunity as separate from the core—not a skunkworks or a change initiative to
work back into the core but, rather, as an entirely new business, typically with its own, separate facilities
and personnel.
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Build awareness:

What forces are reshaping the business
landscape? What could the future look like?

N a world of accelerating change, one of our great-

est imperatives is to “unlearn”: to challenge and

ultimately abandon some of our most basic beliefs
about how the world works and what is required for
success. Most strategies tend to focus on the indus-
try and the company as each exists today. They tend
to fall short in selecting a probable future and iden-
tifying the near-term initiatives that might be most
useful in accelerating toward that future. Rather
than looking from the present out to the future, we
need to look from the future back to the present to
determine which actions will have the greatest im-
pact and create the most economic value over time.

Building awareness begins with understanding the
different global trends and industry forces at play
to develop a shared view of the future. Patterns can
help build this understanding, and, more impor-
tantly, create a sense of urgency and conviction for
change, even in the absence of strong signals that
disruption is imminent. In this case, urgency de-
rives from the perceived opportunity and the sense
that it is too good to miss by letting someone else
act first.

It helps to have the leadership embark on this
journey together—ideally, continuously engaging

around the implications of deep, long-term trends
and current technology developments. Beyond ed-
ucating, part of the goal is to overcome the denial
that is often blamed in retrospect when companies
fail to act. While denial can take the form of explicit
rejection of facts or data, as Richard Tedlow points
out in his book on denial, often in business, denial
is interpretive rather than literal, taking the form of
denial of implications.?s Thus the data facts are not
in question, not really, but the recipient doesn’t be-
lieve they really apply in this case: The business is so
well positioned and has such good technology and
such a dominant market share that it will be okay.
Too often, the lone Cassandra, misunderstanding
the form of denial, brings in more and more data
and charts, to little effect. Part of building awareness
is creating a felt need for transformation; for some
this comes through data; more often, humans need
to experience change more viscerally first, to shake
the old assumptions enough to make space for new
ones. Here, too, patterns have a role to play: They
can begin to open the imagination to the possibility
of a future market that doesn’t behave in the same
way or follow the same rules it does today. The goal
at this point is to change how you view the world,
rather than try to shape the world to your view.
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Finally, no matter how compelling the data or expe-
riences, getting the entire senior leadership aligned
on a future vision is probably unrealistic. Instead,
the building-awareness stage is an opportunity to
identify the one or two senior leaders who have
both the conviction and courage to drive the change.
They can recruit an edge leadership team that will
transition into the next phase.

What will the market
or industry look like
in 10-20 years?

In our previous research, we identified nine pat-
terns of disruption that describe how a new entrant
can deploy a new approach to displace market lead-
ers in such a way that the incumbent cannot effec-
tively replicate or respond. These patterns provide
a starting point to help companies anticipate and
understand the changing competitive dynamics in

Figure 4. Nine patterns of disruption in markets

their markets and in markets where they have po-
tential to participate. Although they are not univer-
sal, patterns are enabled by broad long-term trends.

We can roughly categorize the nine patterns as be-
ing disruptive to incumbents either by changing the
price/value equation for customers or by provid-
ing the customer more, and more relevant, choice
through a platform that becomes stronger and more
valuable to participants as more participants join it.
Patterns that create and benefit from network ef-
fects tend to change the competitive dynamic such
that a new entrant that quickly gains a critical mass
of participants can harness increasing returns to
scale and redefine the very boundaries of the mar-
kets they participate in. As a result, patterns can in-
crease competition by making things easier to make
or easier to commercialize (see figure 4).

Most markets will be vulnerable to at least one pat-
tern. Which patterns a market is vulnerable to de-
pend on the characteristics of the product/service,
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the nature of the customer base, and the structure
of the industry and competitive dynamics. For ex-
ample, a market characterized by a diverse custom-
er base in which each customer segment tends to
use only a limited set of features on a standardized
product that is expensive to produce or distribute
is vulnerable to the unbundle products pattern, as
happened to newspapers with the advent of special-
ized digital media such as Craigslist (classified ads)
and Bleacher Report (sports). Meanwhile, a mar-
ket characterized by highly standardized products,
constrained supply, and historically high barriers
to entry might be vulnerable to unlock adjacent as-
sets pattern, which brought ridesharing to challenge
taxis and room-sharing to challenge hotels.

While defining the relevant market is notoriously
tricky, the point is to get a sense for what patterns
your own and potentially adjacent markets are like-
ly to experience and to use that as a way of better
understanding how those markets will change, the
near-term pressures those markets will experience,
and the potential shape and dynamics of the market
in the future.

These patterns of disruption are occurring at differ-
ent paces in different markets and industries; some
may emerge in six months, or six years. They may
affect a market consecutively or concurrently, cre-
ating an environment where companies can ben-
efit from focus and may be more susceptible if the
business is split between multiple business types. If
a company fends off one pattern in the short term
but neglects to take a long enough view of the mar-
ket, it will likely be marginalized as time goes on
and more vulnerable to the next pattern. Consider
Kodak, which was buffeted by consumers’ switch
to digital (shorten the value chain) in the early
2000s and then finished off a few years later by the
widespread adoption of the smartphone (converge
products). Now, eight years later, efforts to create
modular, open-source phones (turn products into
product platforms)®® have hit technical difficulties
but may yet challenge the smartphone market. Ko-
dak reacted to convergence, trying to play catch-up
by releasing a phone in 2015,% but imagine if the
company had instead anticipated the move to prod-

uct platform?

The patterns demonstrate that industries that
traditionally have been safeguarded by barriers
to production and commercialization may be re-
shaped. For example, the expand market reach pat-
tern offers accessible distribution channels to new
producers and sellers, allowing them to transcend
geographic proximity. Turn products into product
platforms invites third parties to develop an in-
creasing number of product variants that can meet
the needs of a wide range of customers. Align price
with use makes the tools and capabilities of produc-
tion and commercialization affordable to a wider
market of potential producers. These patterns are
compressing, and will continue to compress, prod-
uct life cycles as they lower barriers to entry, in-
crease speed of innovation, and accelerate product

turnover. The compressed life cycles and increased
speed to obsolescence driven by more direct market
feedback and the ability to issue new releases are
particularly noticeable for technology products, in-
cluding software and electronics, but extends also to
many consumer products.

Uncertainty about the timing and sequencing of
patterns underscores the inadequacy of reacting
to disruption. Instead, companies should concern
themselves with moving to higher ground, identi-
fying positions that will not only be less vulnerable
but that will harness the trends and forces driv-
ing the disruptions. It is tempting to use patterns
to inform a reaction, but the better response is to
use patterns to frame the opportunity. Patterns can
catalyze change; turned inside out, a pattern can be
used as a strategy for developing a business oppor-
tunity or shaping a new market. In terms of framing
future opportunities, the exact timing of patterns
is less important than understanding the array
and relative order they might occur. In the Apple
story, at least four different patterns were at play,
each pointing to different opportunities: Unbundle
products separated the single from the album, cre-
ating the opportunity for an aggregation platform
(iTunes music store); the need to rapidly develop a
technology product in a crowded and competitive
market pointed to creating a platform for mobiliz-
ing distributed product development (iPod digital
music player); the learning and capabilities derived
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from the digital music space created the opportu-
nity to converge products (iPhone mobile device)
for a customer base and industry that had become
much more comfortable in the digital world; the
converged product became much more robust, as a
product turned into a product platform, when de-
velopers were invited to create apps that could be
made available to consumers on the evolved iTunes
app store.

When looking at patterns with an eye to opportunity,
it can be tempting to focus on product or technol-
ogy innovation. The question turns to: How do we
come up with that great new product, get it to mar-
ket, and drive adoption so that we can be the disrup-
tors? We turn to products and the related activities
because those are the stories we know and that are
relatable—think Kodak and the digital camera dis-
placing film. We’re comfortable with the idea that
disruption could have been avoided if a company
had just made a better technology bet or gotten to
market sooner. But, of course, that neglects the next
part of the story, which is that just a few years later,
low-end digital cameras themselves were displaced
by widespread adoption of the smartphone.

The trouble is that not only is product innovation
vulnerable to multiple disruptions—it has limited
upside. Many 20th-century companies innovated
on their products, capturing value through speed,
bringing new products to market, and entering
new markets as a competitive advantage. Consider
Nokia’s entry into markets as diverse as forestry,
rubber manufacturing, electricity, mobile phones,
and now network equipment. Corning, too, innovat-
ed on its core technologies to move from lightbulbs
into kitchenware, windshields, LCD panels, and
optical fiber. While Corning is somewhat unusual
in that its product is tightly tied to its continuous
production process—which doesn’t lend itself to
handoffs to other entities or collaboration along the
way—in general, product innovation is becoming
easier to replicate.?® Broad technological and social
trends are making it easier for new entrants to pro-
duce and commercialize, and reducing the benefits
of scale, while specific patterns such as distribute
product development and turn products into prod-

uct platforms will continue to reduce the time need-
ed to develop better products and bring them to an
eager customer base. As a result, speed is necessary
but won’t sustain market leadership.

In fact, patterns that focus on product are subject
to diminishing returns. The more you shorten the
value chain or unbundle a product or service, the
harder you have to work to get that next increment
of performance improvement that results in some
form of reward.

The network effect patterns, however, tell a differ-
ent story. These patterns drive significant increas-
ing returns as a result of network effects.?® The
more customers, suppliers, consumers, and pro-
ducers who participate, the greater the value to all
of the participants. More participants mean greater
choice and value for customers, different paths to
consumers for producers, and greater opportuni-
ties for learning and performance improvement.
Network effects allow a company to build a more
sustainable advantage within a marketplace—and
also to shape that marketplace. For example, Face-
book has shaped the interactions between consum-
ers, developers, and businesses while enticing us
to come back for more because everyone is on it.
Amazon and FedEx have created logistics networks
with many ecosystem partners that enable us to re-
ceive shipments within an hour of a customer order.
Emerging peer-to-peer platforms have the potential
to further encourage co-creation and learning with
and from the marketplace.

We talk about patterns affecting specific markets,
but the patterns that benefit from network effects
tend to reduce barriers to movement across mar-
kets. The new entrants that deploy them won'’t nec-
essarily be limited to the market where they origi-
nate. If looking for new markets is key to avoiding
disruption, network effect patterns allow you to do
that more easily than others. Thus building network
effects through a platform leads to the ability to “go
horizontal” across industries. Consider Uber’s for-
ays into groceries, takeout, and short-haul delivery.
Industry boundaries will continue to blur as the
tools and technologies to operate seamlessly across
platforms (for example, universal reputation man-
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agement) drive more participants into more arenas.
Incumbents cannot look just at their own industry
because competition can come from anywhere (oth-
er large incumbents across geographies) and start-
ups. However, network effect patterns may take
more time to achieve critical mass and therefore be-
come visible later than non-network effect patterns.

Fragmentation and
concentration are
reshaping the landscape

The patterns of disruption, combined with the on-
going trends of fragmenting products and services
and concentration of infrastructure and other busi-
nesses that can support the fragmenting parts of the
economy (described in our previous articles3® and
the Shift Index) help to paint a picture of how the
business environment is changing, how markets
and industries might be changing, and how a spe-
cific business might be affected. This leads to the
fundamental question: What kinds of businesses
will succeed in a future environment shaped by
these forces?

In this environment of more frequent and rapid dis-
ruption, position will matter. Companies that are
able to focus on one business type can optimize their
talent, metrics, financial structure, and operations
to learn faster on those capabilities. These focused
companies can accelerate their own performance
relative to less-focused competition and leverage
the capabilities of others to create new types of val-
ue for customers and partners while capturing value
for themselves. Therefore, how and where compa-
nies position themselves within ecosystems for joint
learning and leverage is critical. Trusted relation-
ships with an ecosystem of partners can provide
access to additional capabilities, fuel learning and
improve awareness of signals, and enhance flex-
ibility in rapidly changing environments. Focused
businesses should also be more able to develop a
deeper understanding of their customers’ needs, in-
corporating that feedback into creating more value
all the time.

Businesses may focus on one of four business types:
trusted adviser, infrastructure provider, platform, or
product innovation/commercialization. Our analy-
sis of the patterns, and the likely impact of multiple
patterns affecting a market over time, make clear
that certain types are more, or less, attractive than
others. For instance, large companies are likely to
find the role of product innovation and commercial-
ization less attractive because many product busi-
nesses will be vulnerable to a series of patterns in
addition to the broader forces that will drive frag-
mentation of products (see figure 5 for examples of
how specific patterns can drive concentration and
fragmentation). This isn’t to say there aren’t growth
opportunities in products, but large companies that
choose to pursue a product role should understand

the disruptive dynamics and make sure that they
are not targeting a fragmenting market.

Fragmentation can result from multiple patterns.
For example, as marketplace reach expands, more
product choices are available globally. Aligning
price with use decreases the barriers to entry for
new companies, leading to additional market frag-
mentation. Connecting customers to available as-
sets in adjacent markets may create a trust gap and
requires a selection and verification process. Dis-
tributing product development creates a need to
find the best collaborators and connect them with
the product owner.

Trying to find growth and sustained performance in
an arena that is fragmenting is a losing proposition
for a large company, unless it facilitates or benefits
from the growing number of small businesses that
are creating the fragmentation. Anyone who can
help businesses accelerate product development
by providing a foundation to build on or help them
reach a larger market has a role to play. Anyone who
can help customers make sense of all the options
without having to invest the time has a role to play.
Anyone who can help make products and get them
to market at a lower cost has a role to play. Anyone
who can help us maximize the value that we realize
from our products or who can increase the utility of
our experiences or who can help us accomplish our
goals has a role to play.



http://dupress.com/articles/heros-journey-landscape-future/
http://dupress.com/articles/heros-journey-landscape-future/
http://dupress.com/articles/heros-journey-landscape-future/
http://dupress.com/articles/heros-journey-landscape-future/

Approaching disruption
Figure 5. How patterns drive concentration and fragmentation

&y - - ®

FRAGMENTATION CONCENTRATION

UNBUNDLE PRODUCTS

iTunes®
Music Store

ALIGN PRICE WITH USE

Amazon Web
Services

TURN PRODUCTS INTO PLATFORMS

Android

EXPAND MARKETPLACE REACH

Amazon

Graphic: Deloitte University Press | DUPress.Deloitte.com

18



Charting a course for new growth and performance at the edge and beyond

Figure 6. Attractive business types in the future business landscape
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These business types (see figure 6) are attractive
because they create and capture value in ways that
take advantage of the broader trends in the business
environment. Each has the potential for significant
growth and concentration in the future. From a cho-
sen type, new business opportunities can be shaped
based on the industry, the target market, and the
patterns of disruption that market may experience.
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It should also be noted that, while some of today’s
businesses resemble these types, most are hybrids
and are not organized and optimized for a business
type and don’t benefit from the accelerated learning
and performance improvement that comes with fo-
cus. Thus, a focused business will look and operate
very different from today’s hybrids.
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Types of opportunities

TRUSTED ADVISER

What is the type? The trusted adviser seeks to
increase a customer’s return on attention, helping
the customer get more value per unit of attention

monitoring a customer’s online searches, grocery
orders, and fitness devices, an adviser might be able
to recommend health care appointments or lifestyle
changes before the customer realizes she is in need
and continue to monitor her progress and make
recommendations over time. Although similar to
today’s personal shoppers and financial consultants,

technology and data make it possible to create a
scalable service that is cost-effective for a broader
population.

than the customer could on her own by proactively
and objectively recommending products, services,
and opportunities that help the customer meet her
goals. The trusted adviser sifts through possible op-
tions to be helpful to the customer before and after
decisions are made (see figure 7). For example, by

When is it attractive? Rapidly changing products
and services, decreased customer loyalty and trust,
and fragmentation of sectors or markets create the

Figure 7. How the trusted adviser works

The trusted adviser may take on some additional roles within the ecosystem to help facilitate market interactions,
aggregate and analyze data, and curate offerings in the early stages, but advisers are likely to partner with
infrastructure providers, platforms, and specialized service providers as their scope and scale expand.
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conditions for a trusted adviser. From a product
perspective, product life cycles are compressing,
leading to more options and more rapidly changing
features for consumers. Over the past 15 years, the
TV went from being a heavy box with poor viewing
quality to a lightweight, mount-on-your wall, con-
nected device with realistic pictures.®* Consider a
similar scale of change across many more complex
products and services. At the same time, customers
increasingly expect on-demand service—in 2013,
there were 117 on-demand companies with $1.5 bil-
lion in VC investment.3* And while today, Amazon
can provide same-day deliveries by loading goods
onto trucks before orders are placed, delivery of
non-subscription goods still require the customer
to click through an order,3 versus making proac-
tive, personalized recommendations and decisions.
In addition, as we report in the Shift Index, brand
loyalty has been in decline across most categories,+
making the consumer decision process more com-
plex. Finally, as trust in institutions deteriorates,
especially with respect to data security and privacy,
customers may prefer not to have data such as cred-
it card and social security numbers provided to or
stored by a variety of retailers and agencies.

Fragmentation of businesses is also increasing the
number of options for workers. With an estimated
70 million US workers independent by 2020,35both
businesses and individuals need help understanding
all of the options and matching the best resources to
the need. Services such as Upwork match workers
with employers’ specific needs, making contingent
hiring easy by providing transactional assurances
and automatically (and publicly) documenting feed-
back and reviews.

INFRASTRUCTURE PROVIDER

What is the type? The infrastructure provider
delivers routine high-volume processes and scale-
intensive services through physical and digital me-
diums to meet demand for more affordable means
of production and commercialization. Infrastruc-
ture providers will support the proliferation of
fragmented producers (both B2B and B2C) with
leading-class capabilities and have the potential
to accelerate product proliferation, increase mar-

ket competition, and deliver sustainable business
practices to participants across the ecosystem. In
general, providers of physical infrastructure tend
to scale linearly or stepwise, making capital invest-
ments in networks (for example, FedEx), equipment
(for example, Flextronics), or facilities (for example,
CBRE). They may also act as asset orchestrators
across an ecosystem, owning some assets and aggre-
gating others that can provide similar or adjacent
services to enhance service and scale at a faster rate.

When is it attractive? This type of business is
attractive where the potential customer market is
fragmenting, or has the potential to fragment, and
the infrastructure is capital-intensive to purchase or
operate and/or the technology is relatively stable or
changing predictably. As fragmenting product com-
panies face pressure to bring innovative products
to market faster, opportunities for infrastructure
providers will extend along the value chain—from
design and prototyping equipment to manufactur-
ing and logistics to back-office processing and digi-
tal tech infrastructure, to serve other concentrated
players as well as the growing ecosystem of small
players. This type can also be attractive if it is a new
market/new infrastructure in which the provider
has a chance to learn the fastest, shape the market,
and pass along that value to its customers. For ex-
ample, Amazon Web Services just had its 51st price
reduction—more than five price reductions per year
of operation—while nearly doubling its operat-
ing margin year over year, from 12.5 percent in Q1
2015 to 23.5 percent in Q1 2016.3° Finally, customer
markets facing high volatility will value accessing
infrastructure services rather than owning them. It
is worth mentioning that although there are already
many infrastructure incumbents that may have a
significant advantage, there may still be attractive
opportunities to provide infrastructure to new types
of customers, such as start-ups that are more sensi-
tive to capital expenditures than operating expen-
ditures or rapid growth companies that may value
higher degrees of flexibility over cost efficiencies.
Thus, this business may be attractive not just for
new types of infrastructure but for new types of cus-
tomers, if they can be served in new ways that the
incumbent might be unable to adopt.
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PLATFORM

What is the type? The platform makes resources
and participants more accessible to each other on
an as-needed basis. Properly designed, platforms
can become powerful catalysts for rich ecosystems
of resources and participants. This role takes ad-
vantage of the proliferation of products and niche
businesses to aggregate, facilitate, and coordinate
market participants to fragmented resources, or-
ganizations, and products. Despite the gold-rush
mentality that surrounds platforms—the declining
costs and increasing power of the global digital in-
frastructure has enabled unprecedented scaling of
participation and collaboration—platforms are not
new. A platform is simply a set of protocols that
determines who can participate, what roles they
might play, how they might interact, and how dis-
putes get resolved. Platforms can be thought of as
layers of infrastructure that impose standards on a
system in which many separate entities can operate
for their own gains, such as the railway network or
the phone network. Platforms can be classified into
five types (see figure 8), each having the potential
to create significant value for the platform organizer
and for the participants, with the value increasing
as more participants join through network effects.
Although many platforms are transactional, each
type, and especially peer-to-peer (P2P) platforms,
has the potential to develop a learning component
to bring participants together to share insights over
time, fostering deep, trust-based relationships and
providing participants the opportunity to realize
more potential, faster by working together.

Consider...

When is it attractive? Platforms will be attrac-
tive where proliferating producers and products
create a need for aggregation and coordination. By
reducing the commercialization and scaling costs
for new businesses, platforms will further reinforce
fragmentation. As markets continue to fragment
and products flood the market, platforms have
helped to bring together thousands of choices in a
single place for customers. Because of the diverse
types of platforms and their tremendous ability to
aggregate markets, reduce search and transaction
costs, and lower barriers to entry, commercializa-
tion, and learning, platforms are attractive under
a variety of conditions, including in markets with:
underserved customers and a wide range of hard-
to-find-differentiated products (expand market
reach) or standardized products that require cus-
tomers to compromise across a diverse range of
product use (product to product platform) or high-
capital investments in either assets, warehousing,
or product components that might be deployed to
meet nontraditional demand in adjacent markets
(unlock adjacent assets). In addition, markets with
information-rich products that require a diverse set
of specialized knowledge from third parties for de-
velopment may benefit from specialized platforms
(distribute product development). Finally, indus-
tries with centralized intermediaries controlling
interactions and access to market information will
be targets for P2P platforms (connect peers). Indus-
tries that have long relied on push models, non-scal-
able gatekeepers, and high barriers will continue to
be attractive platform opportunities.

What beliefs do we hold so deeply that they are often not ever articulated, much

less examined?

What patterns of disruption are likely to play out in arenas in which we (want to)

participate?

What can we learn from others who are on the edge today?




Figure 8. Types of platforms
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Focus efforts:

Where do we want to go?

AVING developed a perspective on the future
H and a strong conviction that transforma-

tion is necessary, what next? The next step
is to determine which business type the company
is best suited for, given how the market is expected
to evolve, and to further define the future business
opportunity. This process is iterative rather than se-
quential: A few leaders, including a senior sponsor
and the leadership of the emerging initiative, will
identify likely markets in which they might want to
participate and then use patterns to understand how
those markets are changing and align on a probable
future for those markets; as they begin to develop
an opportunity that aligns with a chosen role and
the patterns that
will shape that
market, they may
discover the need
to revisit what
markets they are
targeting.?” Keep
in mind, some of
the most advan-
taged positions
in the future
landscape = may
not be part of to-
day’s landscape

“You've got to be careful

if you don't know where

youre going because you
might not get there”

—Lawrence Peter “Yogi" Berra

and are likely to be shaped by powerful economies
of scope and scale that will tend to play out quickly
once critical mass has been achieved.

The ultimate goal is to describe the long-term desti-
nation with sufficient clarity to be able to guide deci-
sions on what to begin, end, and strengthen—within
the company as a whole—in the near term.

What business type should
we be in the future?

How does a company go about choosing a type?
The team’s informed beliefs about the future of the
industry and broad
markets should
drive this decision,
but the relative at-
tractiveness of each
type depends on the
company’s  particu-
lar strengths, timing,
what positions are al-
ready occupied, and
other market condi-
Ideally, the
chosen type leverages
capabilities

tions.

current
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or initiatives that will give the company a relative
advantage for transformation. At the same time,
incumbents will have to avoid the “inside out” trap
of being tied to the existing business’s significant
profits, assets, and core competencies and trying to
define a future in which they can all be brought to
bear. Notice in the discussion below that “points of
leverage” are not the same as what is traditionally
thought of as core competencies.

WHAT ELEMENTS OF AN EXISTING
COMPANY MIGHT MAKE IT A CANDIDATE
FOR THIS TYPE OF BUSINESS? WHAT

ARE THE POINTS OF LEVERAGE?

Trusted adviser: The trusted adviser requires ac-
cess to different types of relevant data to understand
customer preferences and behavior. A company that
processes or has been passively accumulating alarge
volume of transactions across a variety of products
and services (transaction intensity), such as a social
network, might be able to extract detailed profiles
of customer preferences and purchases that could
be leveraged into insights—on, for example, well-
ness choices or personal financial strategies. Other
potential points of leverage for the trusted adviser
include brand breadth—for example, an insurance
company that serves a wide range of client types
has an advantage in understanding and meeting the
needs of customers at varying levels—an emotional
bond, such as a company, like Nordstrom, that is
known and loved by its customers for always put-
ting the customer’s needs first, starts from a posi-
tion of high trust with target customers and other
partners, even if that trust is currently based on a
product or service. Of course, a company that be-
gins from its own product or service may struggle to
establish credibility as an objective adviser or, con-
versely, struggle under a new revenue model that no
longer includes a product.

Infrastructure provider: This type requires as-
sets and standardized processes that can be opera-
tionalized as a service. Large players with heavy in-
vestment in infrastructure can leverage those assets
to realize economies of scale at a much faster rate
than new entrants. For example, as a large-scale
logistics provider, FedEx might decide to leverage

its network to expand into additional services in ad-
jacent markets, such as armored transportation or

intra-city courier services. However, start-ups could

also be candidates, particularly where new technol-
ogy is changing the nature of the infrastructure or

the way it is provisioned, although they may be

challenged to make large capital investments. For

instance, if manufacturing becomes too specialized

as a result of product proliferation and personaliza-
tion, then the economies of scale of large-scale man-
ufacturing plants might not be relevant to the new

market of small producers, creating an opening for

a different type of small-batch, specialist contract

manufacturing infrastructure. In addition, compa-
nies that have significant underutilized assets or

predictable operating expenses and liabilities might

have an infrastructure opportunity to turn slack into

an additional revenue by making the asset available

to adjacent markets. For example, Office Depot
realized that rather than just fill available in-store

space with more products, it could use that space to

drive greater in-store traffic (which had the poten-
tial to translate into higher sales of office supplies

in addition to the incremental operating income)

by providing the space and store services to USPS

and other third parties who would offer specialized

services that would appeal to small business cus-
tomers. Of course, this is only a partial illustration

because Office Depot didn’t transform the business

to focus on infrastructure provision. As an example

of a company that did focus on infrastructure provi-
sion, Amazon Web Services is said to have started
because in the process of building infrastructure

services for internal and third parties on the e-com-
merce engine, Amazon became skilled at building
and running efficient, scalable data centers.3®

Platform: Any incumbent considering whether
or not it is a good candidate to become a platform
should note that many of the world’s most success-
ful platform companies were new entrants. They
didn’t have to transform because they were designed
as platforms, and they grew powerful without any
points of leverage. However, with some differences
depending on the multiple types of platforms, there
are some general potential areas of leverage. For any
type of platform, attracting an initial user base and
achieving critical mass can be challenging when the
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Figure 9. Potential pathways to choose your
business type

This decision tree is intended to provide an illustrative view
of how incumbents might prioritize opportunities in the
future business landscape.

trusted adviser

In your target market...

Is the relevant infrastructure* accessible?

Provide the
infrastructure

Are there existing
platforms that can
be leveraged?

4. mmas
" """ Option may
become

attractive
once condition
is satisfied

Become a Create a platform

business

*Relevant infrastructure can relate to physical infrastructure (e.g.,
manufacturing facilities), digital infrastructure (e.g., computing
capacity), or specific business processes (e.g., back-office support)

Graphic: Deloitte University Press | DUPress.Deloitte.com

value to be delivered derives from having a robust
set of participants. Pre-existing relationships
with prospective users or an existing user base may
be an advantage, provided those relationships have
established a positive reputation in the market yet
are not so tied up in a product or service that us-
ers won’t be able to believe the incumbent could of-
fer a platform that could create value for everyone
rather than just push its own product. For example,
Valve began as a game developer before creating
the Steam platform and started a gaming ecosys-
tem that began in its established gamer user base.
A strong track record and high-quality offerings

create a level of trust with customers that will in-
crease their odds of trying a new ecosystem or prod-
uct while drawing in ecosystem partners who want
to be part of that proven success in the marketplace.
Relationships, not just with consumers but with
other producers and potential partners, are criti-
cal. Finally, platform ecosystems often call for a new
way of business. Consider how Airbnb changed how
we travel. An incumbent that wields influence in
an industry may be able to influence third parties to
participate and support the new ecosystem.

Define the opportunity: What
will be required for success
in the envisioned future?

The future opportunity is based on the chosen busi-
ness type, but this step goes deeper, to determine
where and how to best capture value in that type.
This step puts more detail around what that busi-
ness might actually look like, what markets it would
target, and what it would need to be successful. It
is one thing to say, “We will be an infrastructure
provider” and a very different thing to say, “We will
provide flexible, reliable fleets of carbon-neutral
vehicles for on-demand mobility services in devel-
oping countries.” This is where patterns of disrup-
tion come into play. How and why markets and the
broader business environment are changing shape
the opportunities that companies decide to pursue.
The opportunity should align with the long-term
shifts in the market, including technological inno-
vation, changing customer needs, and changes in
public policy. Such alignment increases the poten-
tial for the edge to grow large and makes it more
likely to succeed. Further developing that opportu-
nity through exploring how the underlying business
type creates and captures value and what its critical
success factors are helps to define what capabilities
the company needs to begin strengthening or devel-
oping today.

First, for the chosen type, how does it create value?
How does it capture value? For example, one way
the infrastructure role creates value is by providing
flexible, cost-effective access to leading class assets
that would otherwise be too difficult for a business
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to replicate. How might it avoid competing efficien-
cies away in a race to the bottom against other scale
providers? One way a focused, infrastructure busi-
ness might differentiate itself and capture value is
through scalable learning practices that accelerate
its performance to provide far better service to cus-
tomers.

Then, given that understanding, consider the likely
disruptions coming for the market you are in and
adjacent markets to home in on likely opportunities.
Some patterns create more opportunity for a given
type. For example, a pattern such as expand market
reach that increases choices for consumers creates
an immediate need for trusted advisers. Ideally, the
defined opportunity has growth potential and value
creation potential across most of the patterns that a
target market is vulnerable to, and it may take some
iteration to determine which markets have the con-
ditions for the edge initiative to be successful over
time.

As the future opportunity begins to take shape, start
to identify the capabilities and resources that are
needed to succeed. Consider which can be leveraged
in the existing business and relationships and those
that will need to be developed.

Can you envision your current business making the
changes necessary to succeed in this type of busi-
ness? The likely answer is no, in which case the op-
portunity is developed on the edge. What makes it
an edge? An edge doesn’t compete directly with the
core business, for revenues or resources. It might
target an adjacent market, at least at first. An attrac-
tive edge opportunity is constructed in such a way
that it requires minimal investment to initiate yet
has the potential to begin generating revenue. Ulti-
mately, it has the potential to become the new core
of the business by pulling resources into it. Develop-
ing and testing capabilities on an edge opportunity
builds momentum and avoids the problem of the
all-or-nothing, defend the core/abandon the core
dynamic that leads either to inaction in the face of
uncertainty and denial or action that triggers the
corporate immune system and dooms itself to fail-
ure.

HOW DO THE TYPES CAPTURE VALUE?

Trusted adviser: To maintain objectivity, the
trusted adviser cannot be paid by the product com-
panies but instead must create enough value that
customers are willing to pay a fee for the service,
possibly as a subscription model, which would in-
crease with the number of domains they cover. It
benefits from economies of scope in two ways:
becoming more valuable by learning from the pat-
terns of other customers, and creating more value
by getting to know an individual better such that it
can make recommendations across more domains;
think about styling service Stitch Fix moving into
recommending activities to its users. As a result,
trusted-adviser businesses have the potential to
scale into very large opportunities as customers
integrate them into more of the decisions made
throughout their daily lives.

Infrastructure provider: Economies of scale
let infrastructure providers offer customers lower
prices, while scale and scope help these providers
learn faster how to improve service and deliver
more value from serving a diversity of customers.
With flexible access to scale assets and services
that would otherwise be unaffordable or difficult to
replicate in-house, customer businesses can scale
up or down cost-effectively. For example, the cost
of cloud-based infrastructure has decreased such
that cloud-based providers compete to offer more
advanced technological capabilities or speed, or
they lower the price. To capture value, it might
use tactics around pricing, economies of scale, and
channel similar to today’s infrastructure providers,
but a role-based business might also capture value
through scalable learning practices that accelerate
its performance, and that of its partners, to provide
far better service to customers. For example, Live-
Ops, which provides cloud-based customer contact
centers, uses dashboards and other tools to pro-
vide continuous feedback to its over 20,000 home
agents.

Platform: The platform role increases in value to
its users, and its organizer, as it grows and others
choose to build products, services, or other offer-
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ings that use the platform. The more interdepen-
dent and diverse the set of participants and the
richer the connections between them, the greater
potential the platform has to create value, and if
enough value is being created for everyone, the plat-
form owner will not alienate participants by also
capturing significant value. Often platforms capture
value on the interactions (either through a fee or
through data) rather than through an access fee, al-
though participants may pay for premium services.
Fast-growing companies such as Alibaba, Facebook,
Airbnb, and Innocentive have recognized that there
is money to be made in providing layers of capabili-
ties and standards into which other players in that
market can tap and use to interact more efficiently.
“Passive” participants such as advertisers are easier
to capture value from because they derive far more
value from the platform than they contribute; the
danger is that they actually create negative value for
other participants so platform owners have to bal-
ance how much negative value the users will bear
and offset with other value. Platforms capture value
by maximizing the number of different transactions.
One way to approach this is by bringing on board
additional participants that complement the initial
product or service and ensuring that all participants

Consider...

have quality interactions with them. For example,
after building a consumer user base by operating as
a book reseller, one platform owner created a much
larger marketplace by inviting third parties to par-
ticipate. The sellers brought an influx of products
that helped the platform expand its footprint with
the users and grow the number and size of transac-
tions.

Capturing value, not just users, often requires lock-
ing them into one platform and off of other plat-
forms, some sort of participation cost that helps tie
a user to a platform and discourages participants
being on multiple competing platforms. Of course,
participants—both producers and consumers—are
increasingly wary of and hostile to “lock-in” and
platforms perceived to be overly restrictive or charg-
ing too high rents, opening the door to alternatives.
Another way for platforms to “capture” participants
and also value is by constantly increasing the value
for all participants such that they will be far less
likely to switch or leave the platform just on the
basis of lower fees. Again, scalable learning comes
into play, both for the platform owner to constantly
learn from participant interactions but also to make
it easier for participants to connect with and learn
from each other.

Are we focused on portions of the business landscape

that are concentrating or fragmenting?

How will we win in this future?

What are the biggest emerging opportunities that we can target?
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Act for impact

EADERS will face the transformation dilemma

as they juggle competing demands within the

company. They should keep moving aggres-
sively to build a new, very different, business for the
future, while keeping the enterprise going and not
exciting the organizational antibodies to attack. As a
result, the company engages in four distinct efforts—
to scale the edge, strengthen the core, free up re-
sources, and learn and refine—to keep the company
moving toward the new North Star. While these ef-
forts proceed in parallel, the vision of the future and
the chosen business role, defined as an opportunity,
should provide the overarching guidance for deci-
sion making and prioritization.

Practically, this means that in order to buy time for
the transformation and satisfy stakeholders who
demand near-term results, senior supporters of the
team should continue to work within the core while
the senior sponsor focuses on the edge. Keeping
communications about edge activities modest will
further shield the edge from destructive organiza-
tional antibodies.

Scale the edge: How

can we increase the
likelihood of success of our
transformation efforts?

With a clear vision of the future opportunity, the
primary goal of the edge team is to get started. This
may sound simplistic, but remember one of the
greatest risks in responding to disruption is fail-
ing to act, or act quickly enough, to seize promising
new opportunities. The team designs initiatives or
projects that can be quickly implemented to build
key capabilities and relationships while also test-
ing the assumptions and understanding around the
long-term vision. So a company developing a trust-
ed-adviser role to homeowners might start with an
initiative to provide valuable recommendations in
neighborhood selection, to build trust and credibil-
ity with, at first, limited data. The goal is to address
short-term capability gaps within the next 6-—12
months, whether by repurposing existing business
initiatives, leveraging the external ecosystem, or
even acquiring a small company.
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Consider...

How can we shape our markets
and industries in ways that
increase our strategic advantage?

How can we minimize the
early investment required
to scale the edge?

How can we shorten the lead
time required to get significant
revenue/profit from the edge?

To stay under the radar and move quickly and flex-
ibly, the edge initiatives won’t have big budgets or a
lot of resources from the core. The key is to leverage
established external resources and infrastructures
and to think creatively about how to leverage plat-
forms and social networks outside of the company
to accelerate growth. The team should seek disrup-
tive technologies and tap into external ecosystems
such as cloud computing, big data analytics, and
social software to access additional expertise and
participants to accelerate the growth of the edge.

The progress of these initiatives will be periodically
evaluated to assess whether they are contributing
in a meaningful way to the end state or if there are
any new insights that enforce or challenge assump-
tions about the future. They can be designed around

the answer to the question: “In this role, what do
we need to get right over time?” The trusted adviser,
for example, succeeds or fails based on whether it
is being helpful to the customer and whether it is
becoming more helpful over time. Thus, the edge
initiatives might be assessed against metrics such
as number of proactive recommendations, percent
acceptance of recommendations, frequency and
length of use of recommendations, referral rate, and
churn rate. It’s important to resist the temptation to
focus on financial metrics and, instead, identify op-
erating metrics that can serve as leading indicators
of the performance the edge is seeking to generate,
even if they are marginal to the businesses’ current
performance. Similarly, an initiative’s performance
at any specific point in time is less important than
its performance over time. High-priority initiatives
will undergo quick iterations with constant feed-
back loops to deliver maximum impact and value.

By embracing short, iterative cycles, the edge can re-
ceive feedback faster to compress the time between
investment and return. Instead of using the tradi-
tional two-to-three-year strategic plans, initiatives
should leverage 6—12-month horizons so actions
can be quickly refined to address changes within
the market. Staging phased rollouts and establish-
ing formal feedback loops between internal and
external ecosystems will also help the team gather
feedback in closer intervals.

Consider...

Looking at our current
position, what are the biggest
performance gaps?

How can we drive more effective
near-term innovation efforts?

How can we accelerate growth
by more effectively leveraging
the resources of others?
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Strengthen the core: How can
we significantly improve near-
term business performance?

The primary challenge at this stage is to increase
the potential for short-term revenue and profit gen-
eration from the core business while investing in
capabilities that have the potential to prolong the
life of the core. This is where short-term mind-set
actually is appropriate and an advantage. The goal
of maintaining the core is to continue to support
the business while the transformation is under way,
not to defend the core business or to try to innovate
it. Keeping the purpose in mind is key to avoiding
funding large long-term investments with dubious
payouts—remember, this part of the business is or
will be subject to disruption. As the edge initiative is
getting some traction and scaling, it can be tempt-
ing to try to rally everyone on board or to merge
resources. Avoid this temptation—it will only excite
the antibodies. Strengthening the core through de-
ploying exponential technology platforms and le-
veraging external ecosystems will also help satisfy
stakeholders who demand short-term results and
prevent excess attention to the edge.

Restructure to free up
resources: How can we
mobilize enough resources
to achieve significant
near-term impact?

To further strengthen the core and scale the edge,
transformation supporters can apply strategic cost
reduction by systematically identifying and focus-
ing on the top 20 percent of customers, geographies,
facilities, and products that generate 80 percent of
profitability. Aggressively shedding all other under-
performing assets will help to bolster growth in ROI
and ROA, although overall revenues may shrink.

As the edge initiative grows and more resources are
drawn to it, some parts of the core business may be
winding down. Rather than focusing on growth, the
goal is to slow the demise of the business while at
the same time maximizing value from existing as-
sets. For example, Netflix transformed its business
by pivoting the core from DVD rentals to streaming.
Even as subscriber counts shrank for the mail busi-
ness, Netflix continued to earn millions in profit per
year by maintaining its core base of customers.3?

Consider...

How can we shed poorly
performing products/
customers/facilities?

How can we achieve greater
focus within our company?
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Learn, refine, monitor:

How do we create a process of rapid iteration on
our impact initiatives so that we can accelerate
learning and amplify impact from these initiatives?

N a time of accelerating change, learning is essen-

tial to success. No matter how fast things are mov-

ing, however, the more time executives take to re-
flect on the company’s performance and trajectory,
the faster their companies will be able to move. But
this only works if there is a destination in mind—if
leadership has an idea of where the company needs
to be positioned in the future, then the organization
may be able to profit much more from its near-term
initiatives and assess how effective it is in accelerat-
ing its movement toward that destination. And the
organization will learn a lot more about the destina-
tion as well.

Transformation is an ongoing, iterative process.
Companies in this evolving business landscape may
stay ahead of disruption by being in a continual
state of learning, refining both strategy and execu-
tion, and monitoring. For the goal of transformation
is not to achieve a stagnant place of being but, rath-
er, to always be in a state of always becoming.4° In
the past, businesses have readily embraced scalable
efficiency to produce tightly integrated, specified,
and standardized environments. The new winners
in this environment, by contrast, will likely be those
who learn and innovate the fastest—from constantly

monitoring external trends to collecting knowledge
among different participants, which will all contrib-
ute to continuously refining the strategy to leverage
trends within the market.

The new model incorporates what is called scal-
able learning—the idea that seeks to accelerate and
amplify learning among a growing number of par-
ticipants. One method to incorporate scalable learn-
ing into an organization is through creation spac-
es—platforms that accelerate and amplify learning
among a group of participants through real-time
feedback. For example, iPod platform developer
PortalPlayer leveraged a global network of leading
technology companies to create different parts of an
MP3 player. Every six months, the company would
select the best component part among its network
before releasing the product, providing rapid feed-
back to each participant.#* Creation spaces can also
help companies not only learn about new ideas but
quickly refine their strategy based on rapid feed-
back loops. The key is to carve out the time to reflect
on what can be learned from the progress (or lack
thereof) and to adjust accordingly.
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Another method to ensure that the edge is agile to
shifts in the market is by continuously monitoring
and refining the view of the future and adjusting the
edge strategy accordingly. Teams will continuously
zoom out, zoom in, to ensure that short-term ini-
tiatives and direction are flexible to changes within
the market. This begins with understanding and
articulating the core assumptions that led the team
to select their future scenario during the building-
awareness exercise. These assumptions can then
be converted into measurable indicators with set
thresholds, which serve as flags on whether adjust-
ments need to be made for short-term initiatives.
Indicators will also be continuously monitored to
inform if assumptions about the future need to be
changed or adjustments to short-term initiatives
need to be made.

Consider...

What are we doing to support
the development of our talent
to more effectively operate

in an exponential world?

Are we participating in
ecosystems that will help us to
amplify the value that we are
delivering to the market?

What are the most meaningful
near-term milestones and
performance metrics that we
can track to determine if we
are achieving the impact we
anticipated and whether we
are on the right trajectory?

33
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Conclusion

ISRUPTION, particularly the more frequent
and rapid patterns of disruption that we’ve
described, challenge our well-worn mental
maps for understanding and adapting to the world.
Our tendency is to try to force-fit the current con-

ditions and complexities
back into the models and
approaches that we do un-
derstand and to fail to ad-
mit that they don’t fit. We
desire resolution rather
than live with ambiguity.

Responding to disruption
requires us to embrace
paradox, to become com-
fortable with the tension
that comes from letting

“Times change.
Institutions resist

change.”

—Richard Tedlow, Denial

contradictions and competing needs coexist rather
than forcing resolution. In driving toward resolu-
tion, inevitably one priority, one business, one goal
must prevail over the others. This forces us to think
in terms of winners and losers, of either one or the

other, of right answers
and wrong directions. In
that narrow framing, no
one wants to be the loser.
Embracing paradox is
about holding two truths
at the same time and
seeking to understand
the dynamic and inter-
play between them in or-
der to generate a higher
level of insight.
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Here are some of the paradoxes with which we must
learn to live as we address the challenges and op-
portunities of disruption:

Use patterns of disruption to broaden hori-
zons rather than narrow them. But if we can
anticipate the disruptions that could destroy our
business, why don’t we just focus narrowly on the
best way to defend our position? Because we will
miss other changes to the business landscape that
may provide us with more options to continue to
create value.

Redefine threats as catalysts to see opportu-
nity. The very forces that are driving disruption are,
at the same time, creating remarkable new oppor-
tunities for value creation. To be clear, this is not
about “disrupting yourself.” This is about seeing the
exciting opportunities emerging in other parts of
the business landscape that will not save the exist-
ing core business but, instead, provide the founda-
tion for a more enduring business.

Focus where fragmentation creates oppor-
tunities for concentration. Sure, significant
parts of the economy will fragment, which can be
very threatening to large, established companies.
But that fragmentation creates powerful opportuni-
ties for concentration. Those smaller, fragmented
businesses are going to need to access the scale and
scope advantages that infrastructure management,
platform, and trusted-adviser businesses can offer.
And addressing that need will be the driver of con-
tinuing growth for the scale and scope businesses.

Bet on the edge, but don’t ignore the core.
The edge is where your future lies, but your abil-
ity to scale that edge rapidly will hinge in part on
insulating the core as much as possible from the
mounting pressures that will erode revenue and
profitability. If the core business hemorrhages too
early, the immune system will tend to want to shut
down anything that appears to be a distraction or
diversion of resources. The more that the life of the

core business can be extended, the more likely that
the scaling edge initiative will have the room to suc-
ceed. Just don’t seek comfort in the notion that the
existing core business will survive and become com-
placent about the edge initiative. The edge is your
future.

Zoom out to more effectively zoom in. If you
don’t have a clear and aligned view about how your
relevant markets are likely to evolve, it will be hard
to focus and prioritize your near-term initiatives to
get maximum impact. In the absence of that future
view, the temptation will be to spread yourself too
thinly across too many initiatives, undermining the
likelihood that any of them will succeed.

Start small to get very, very big. We've de-
scribed three types of businesses that will form the
basis of any attractive future opportunity and will
put companies on a fundamentally different trajec-
tory than the path they are currently on. By starting
small, you can minimize the risk that the immune
system and antibodies will mobilize at an early
stage to try to get back the money that is being spent
on the edge initiative. You can also increase the in-
centive for the edge leadership team to aggressively
mobilize third-party resources to leverage their
own meager resources, helping them to accelerate
the growth of the edge. The good news is that the
very same exponential forces that are spawning the
patterns of disruption can be leveraged to acceler-
ate growth with modest investment. Starting small
doesn’t mean moving cautiously, since that may be
the highest-risk approach of all. Move with urgency
and be aggressive in accelerating the growth of the
edge so that it can preempt others who may be eye-
ing the same opportunity space.

Life would be so much simpler if we could ignore or
dismiss these paradoxes. But that quest for simplic-
ity is illusory. Far better to embrace the paradoxes
and use them to deepen our understanding of the
increasingly complex world, focus our efforts, and
propel us forward.
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