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Business 
transformation

Trends leading towards

S uccessful business transformation requires a 
shrewd vision of the organization in the future. 
The first management questions are therefore: 

what business are we in and do we want to remain 
there for the next few years? What products and 
services will we deliver and to which markets and 
customers? What mix of distribution channels will we 
be using? Who will be our partners and who will be 
our competitors? How do we generate a profit? In 
short, the general strategic questions we are used to. 

The next question is: what type of transformation 
do we need to bridge the current situation with 
the envisioned future? It is obvious that a business 
transformation process should match the size of the 
gap between the current and desired situation.

So, what is an appropriate business transformation 
process? To answer this question, a 20-year old 
framework might be of help. Professor Venkatraman 
(see interview on page 28) developed this framework 
as part of the Management in the 1990s Research 
Program1. This program was conceived as a close 
collaboration between academic researchers 
at the MIT Sloan School of Management and 
representatives of major companies. 

Venkatraman suggests five levels of business 
transformation, as illustrated in figure 1. 
•	 Stage 1: localized exploitation relates to 

improvements within business functions, such 
as the finance department, HR department 
or warehousing activities. This stage does not 
require organizational changes but rather refers 
to the introduction of information systems or the 
adjustment of individual tasks and jobs. Benefits 
of changes are typically efficiency gains and 
improvements in accuracy. 

•	 Stage 2: internal integration permits business 
activities to be interconnected along a chosen 
direction, for example increased interdependence 
between marketing and R&D or between 
marketing and manufacturing. At this stage, 
relatively minor organizational adjustments 
typically follow implementation, while the functional 
divisions of the business and their working 
methods remain largely unchanged. Benefits are 
typically departmental efficiency gains but also 
might include some effectiveness improvement 
through, for example, the reduction of throughput 
time within a business process.

•	 Stage 3: business process redesign results 
from a fundamental rethinking of the most effective 
way to conduct business. At this stage, the 
configuration of business activities is questioned. 

Business processes are developed (redesigned) 
so that they fully exploit IT capabilities, aiming at 
a high level of alignment between organization, 
people and technology. Benefits are much greater 
than the previous two phases and relate to 
efficiency and effectiveness improvements at the 
business process level.

•	 Stage 4: business network redesign requires 
organizations to substantially change the 
nature and degree of interrelatedness within an 
industry and amongst organizations that work 
together. Business network redesign includes any 
organization or representative who can contribute 
to the business’ effectiveness; it changes the 
collaborations and business transactions of an 
organization with suppliers and customers. At this 
stage, IT is a major contributor to the necessary 
any-to-any communication, while work flow 
management makes co-ordinated parallel activities 
possible, eliminating geographical, time-based 
and organizational boundaries. Benefits, as well 
as the associated risks of failure, have a strategic 
nature, rather than an immediate effectiveness or 
efficiency impact.

•	 Stage 5: business scope redefinition relates 
to the possibilities of enlarging or shifting the 
business mission and scope. This stage relates to 
the decision to break out and exploit opportunities 
in the marketplace, in products and services, in 
distribution channels, in partner networks, and so 
on. In fact, we talk about regenerating everything, 

the complete business design. Like the previous 
stage, benefits and also associated risks of failure 
are strategic rather than anything else.

At any stage, business transformation represents, to 
a degree, creative destruction: carefully and creatively 
abandoning the management principles, organizational 
structures and processes, competencies and 
prevailing culture, and IT that used to work in the 
past, while adopting those required in today’s and 
tomorrow’s economy (see figure 2).

This creative destruction of obsolete management 
principles, organizational structures and processes, 
competencies and prevailing culture, and IT tears the 
traditional ‘inward’ hierarchical bureaucracy down 
and at the same time constructs an ‘outward’, agile 
network organization. 

Of course, this cannot be done overnight. The 
organization needs to carry on generating revenues, 
whilst also working on sometimes radically new and 
innovative business constructions. Managing the two 
simultaneous processes of creative destruction and 
construction is, by definition, chaotic. It requires living 
with the confusion of having multiple lifecycle curves 

operating at the same time, during which the past and 
the future coexist in the present. Some businesses 
are therefore struggling with intensely complex, 
almost paradoxical changes. 

Figure 1:
Venkatraman’s five stages of growth

Figure 2:
Alignment of processes, 
management, people and technology
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Determining the business 
transformation agenda
To avoid too much transformation chaos, we suggest 
making choices and determining priorities early on 
— in other words, trying to settle on a business 
transformation agenda. Such an agenda must be 
based on the analysis of opportunities and threats 
facing the organization, so that it helps to distinguish 
a set of objectives for business transformation.

To reveal the relevant opportunities and threats, 
a STEP analysis can help, by looking at major 
discontinuities and trends in four domains:  
the Socio-cultural, Technological, Economical and 
the Political domains (see figures 3 and 4). By placing 
relevant major discontinuities and trends in distinct 
areas of the radar screen, one can determine the 
trends and irregularities that:
•	 should be acted on immediately (the burning 

issues), versus 
•	 those that can wait a while to be handled (the 

maturing issues), versus 
•	 the ones that can rest for some time (the 

emerging issues). 
A STEP analysis can deliver different results for 
different sectors or industries2, but, in our opinion, five 
mega-trends stand out. 

1. Reshaping of industries
In every sector, organizations are looking at being 
competitive, in a sustainable way. This means that 
they have to have the economics right and are 
becoming increasingly global. As a result, they need to 
engage in major organizational transformations such 
as mergers, acquisitions, divestments, restructuring, 
downsizing, relocation, outsourcing and globalization. 
These words are easy to write and read, but the actual 
business transformations they represent are far from 
easy, as we all know. They need a lot of leadership 
and management attention, apart from enormous 
investments in business processes, infrastructure, IT 
and people, to be successful.

2. Empowerment of customers
Customers have become extremely powerful, 
because the Internet has made anything and 
anywhere exceptionally transparent. If organizations 
wish to secure access to their markets and gain 
new customers, they have no choice but to 
create real value for them. Apart from price, for 
manufacturing companies the main issue is product 
and service quality, while for service companies 
it is service quality and speed. Another challenge 
is to become truly customer-driven. This entails a 
fundamental culture shift from an internally-oriented 
‘make and sell’ approach to a ‘sense and respond’ 
structure. Real-time information is needed on 
individual (potential) customer needs, to which 
products are ‘mass-customized’. A differentiation 
strategy that creates a continuous flood of unique 
products and services, which competitors are 
unable to imitate quickly, creates the basis for 
strong customer loyalty and, in some cases, 
alliances with strategic customers.

3. Exploitation of global knowledge
A truly innovative and agile organization is able to 
co-ordinate a network of local and international 
strategic alliances with suppliers and partners, who 
for certain product-market combinations can be 
competitors at the same time. Such an organization 
efficiently, effectively and creatively uses the best 

competencies and knowledge at hand in the global 
network to create continuous innovation based on 
real-time information. 

4. Sustainability and social responsibility
Another important aspect of doing business today is 
the fact that longer-term strategies must take potential 
future constraints into account. Organizational 
behavior that deals with sustainability and social 
responsibility is based on three propositions:
•	 It is impossible to expand forever into a finite space
•	 It is impossible to take forever from a finite resource 
•	 Everything on the surface of the Earth is 

interconnected.
Sustainability requires organizations to embrace the 

principle of ‘thinking globally, acting locally’, which 
might result in a more specific view on the need to 
globalize, as discussed before. 

5. Low-trust society
An organization’s behavior and performance are 
monitored online or in real time by an increasingly 
broad array of different stakeholders. Transparency 
is the name of the game for everything a company 
undertakes, and regular reporting requirements keep 
armies of employees busy throughout the world. 
Imbalances and irregularities are quickly spotted and 
might result in all kinds of trouble, like shareholder 
activism, customer defection, labor unrest, supplier 
retaliation or increased regulatory pressure 
from governmental institutions or committees. 
Therefore, transforming into an agile organization 
requires mastering the art of dynamically balancing 
stakeholder interests.

Make your choice
Facing the situational context of the organization, the 
management team needs to assess the urgency and 
magnitude of business transformation — what will 
be the strategic agenda, what has to be creatively 
destructed, and what should be re-constructed in 
order to successfully compete and survive? What do 
we need to do, what game do we want to play and 
how do we want to play it, bearing in mind the five 
thrusts described previously? Obviously, choices 
and options depend on the (hyper-) competitiveness 
of the industry and possible new entrants, the 
current state of the product and service portfolio, the 
strengths and weaknesses of business processes, 
management structures, infrastructures, IT, human 
competencies and cultures, and the like. The point is 
that the management team needs to make choices 
and determine the destiny of the organization at hand.

Leading the creative destruction and 
reconstruction of the business
First and foremost: it is clear that business 
transformation is an act of faith — it requires 
courage and persistence. Business transformation 
should be radical, yet manageable. It should 
be holistic, balancing the outside-in market 
opportunities, the inside-out competencies of the 
organization, and the overall changeability of the 
business. Overcoming organizational inertia and 
building business transformation momentum is the 
main challenge. Rather than trying to make one 
giant but very risky leap, we propose to manage 
the turbulent changes in a series of stages. 
Business transformation is not possible without 
the establishment and communication of clear, 
measurable objectives to be reached, as well as 
the road-map to be followed. In other words: we 
expect management to launch a solid business 
transformation plan. 

Such a plan typically includes the articulation 
of the need to change, the path to follow, and the 
goals and the results being sought. It also includes 
a stakeholder analysis — an assessment and future 
projection of the role and contribution of stakeholders 
(including both shareholders and employees), 
organizational conditions for change, scope and 
timing of change projects, and the way the business 
transformation program will be managed. Naturally, it 
includes an extensive communication plan to inform 
all affected constituencies throughout the business 
transformation stages.

Figure 5 illustrates a staged approach to the 
creative destruction and reconstruction of the 
business. After having assessed the current mode 
of operation and having established a vision on the 
future mode of operation, the execution of a number 
of business transformation phases is required. Each 
phase results in a pre-determined and intermediate 
mode of operation, or, as we call it, a ‘plateau’. 

Making business 
transformation happen
As stated earlier, real business transformation is 
not an easy task. It requires thorough, innovative 
thinking as well as rigorous execution. And it 
should be driven from the top by the transformation 
agenda. This agenda should first be communicated 
and explained to all stakeholders. Then, in order 
to address the market strategy perspective, 
possible product / market combinations and their 
dynamics are further diagnosed and opportunities 
discovered. In parallel, the organization, its 
processes, its employees and its management, 
infrastructure and technology capabilities are 
assessed in terms of adequacy, performance, and 
the ability and readiness for change. Based on 
(external) opportunities and (internal) capabilities, 
combined with creative strategic thinking, several 
scenarios for market and internal disruption may be 
generated. A preferred scenario should be chosen, 
matching senior management’s ambition level. This 
scenario is further described in terms of competitive 
positioning, profit drivers, and the logic behind core 
business processes, organizational configuration, 
competencies and IT. Last but not least, a 
change program is detailed (the change strategy 
perspectives and their desired results, described 
plateau by plateau).

The business transformation ends when line 
management has sustained the change and ‘Return 
on Transformation’ has been realized. And then, or 
earlier, the process will repeat itself, as business 
transformation is an ongoing process for any agile 
organization that wishes to survive the increasingly 
fast business cycles of modern times.
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Figure 5:
Continuous realignment of 
processes, management, people and 
technology throughout the business 
transformation journey

Figure 4:
The Atos Consulting trends  
radar screen.  
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Figure 3:
STEP analysis 
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