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Digitalization is a game changer:
Social media as part of the fourth
industrial revolution will give rise to
radical innovations and disruptive
business models. The digital company
of the future will be better networked,
more intelligent and more "social".

Few people have noticed that a structural change is
taking place in manufacturing in nearly all industry sec-
tors, and indeed throughout our lives: Digitalization has
the power to fundamentally transform our economy and
coexistence just like the first industrial revolution.

Every one of the radical technological changes of the
last two centuries brought new working practices and
production methods with it.

In the first industrial revolution, it was steam power
that drove specialization and mechanization. The sec-
ond industrial revolution dawned with the era of elec-
tricity, which enabled assembly lines and high-quality
mass production. Finally, the use of computers allowed
work processes in all industries to become more flexi-
ble and streamlined - stage three of the industrial
revolution had arrived.

Now we're in the middle of phase four: digitaliza-
tion. Data can be collated, saved and processed as
never before. Digital information is the oil of the 21st
century. Every two years, the global volume of data
doubles in size. Big data is more than just a buzzword:
Sensors, mobile internet and cloud computing are
ubiquitous. And who would want to do without them, at
home or at work?

Digitalization is unstoppable because it makes knowl-
edge available anywhere, anytime. Just like the first
three stages of the industrial revolution, it irreversibly
breaks down the boundaries of existing production
methods, gives rise to new business models and
changes the way we collaborate. We are heading
toward a "social" economy in which people, machines
and systems are constantly linked up and communi-
cate in real time. Our life is becoming a huge network
in which the real and virtual worlds flow into each oth-
er, with lasting effects on our social relationships too.
Three topics are at the center of this momentous
trend:
> The digitalization of manufacturing and in particular
production technology, as we analyze in our latest
THINK ACT publication, Industry 4.0
> The exponential growth in customer data, and lever-
aging it in the form of analytically derived customer
insights, as described in the book In Data We Trust
co-authored by Bjérn Bloching
> The non-hierarchical networking of individuals who
interact and collaborate on an equal footing via social
media - at home and at work. That's the subject of this
publication.
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All three developments have one thing in common:
they lead to new synapses, more intelligent solutions
and a higher degree of autonomy on the part of the
people taking action. And they enable pioneers who
know how to use them to create radical innovations
and disruptive business models centered on the idea
of exchanging and sharing information with others
anytime. Below we turn ten spotlights onto the
opportunities that arise in particular from the success
of social media in the business world and which allow
digital companies to leave the structural and process-
related limitations of the analog world behind.

1. Social media: Not hype but
socioeconomic reality.

Today, social media is one of the biggest sources of
business-related data and one of the key drivers of
digitalization. But it is a fairly recent phenomenon
even for the New Economy. As early as March 2,
2009, the digital evangelist Avinash Kaushik tweet-
ed, "Social media is like teen sex. Everyone wants to
do it. No one actually knows how. When finally done,
there is surprise it's not better." Five years later, this
"teenage angst" has been overcome. Facebook,
Twitter, YouTube and the like have become a solid
part of society as well as marketing and commu-
nications channels in the corporate world. Here are a
few figures:

> Users spend around one-fourth of their online time
doing social networking.

> Social media isn't just for youngsters - the over-45s
are now the fastest growing segment of users.

> Qver 6% of customers, at least in Germany, already
base their purchase decisions on information from
social media.

> Large corporations with at least 100,000 people
now have an average of 50 full-time employees
supporting social media.

It's clear that social media is here to stay. After the
initial experimental phase, the industry is now entering
a new stage characterized by the following typical
developments of a maturing business sector:

MORE DIFFERENTIATION. Social media is
becoming ever more diverse. Conversation Prism, a
visual representation of the current range of Web 2.0
platforms, lists some 30 different areas of application
that increasingly map the entire reality of users' lives -
from communication, entertainment, sports and shop-
ping to knowledge sharing, business networks and
digital marketplaces.

SUBSTITUTION. More and more products and
services from the analog world are facing their equiva-
lent on the social web. Newspapers and magazines
have become websites and apps - and now there are
news blogs that users can help shape like the Huffing-
ton Post, or magazines people can make by them-
selves, using Flipboard for example. Every user is their
own producer! More and more middlemen are disap-
pearing because consumers are joining forces - and
renting out their apartments (Airbnb) or providing
insurance to each other (Friendsurance).

NEW PLAYERS. It started with YouTube. Now
videos are shared on dozens of platforms and even a
subsegment such as live streaming is split into numer-
ous special services like game watching or life sharing.
Thanks to an exponentially fast growing user communi-
ty and global scales there is (still) enough room in
each niche for several providers.

BEST PRACTICES. Success factors in compa-
nies' internal and external usage of social media are
becoming clearly visible; this applies throughout the
value chain, in other words to recruitment, knowledge
management and product development as well as
marketing, client communication and aftersales
service. It is broadly acknowledged that social media
only thrives in a culture of openness and trust.
Nothing works without authenticity, participation and
transparency. Use cases are essential for providing
the user with immediate benefits. And of course
defined KPIs are needed to convince skeptics of the
business value.

Social media is spreading exponentially. @ It has
already changed the world as much as radio did in the
last century - and it has turned the internet from a
passively used medium to an interactive one. Today it
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CONSTANT COMPANION

Liking or sharing are among the basic communication
needs of many people today. Keeping up to date with
news from your best buddies is an established part of the
digital lifestyle, not only among the younger generation.

1%

of smartphone and tablet users access social media using
their mobile device.

permits the creation and sharing of user-generated
content on the ideological and technological founda-
tion of Web 2.0. Social media is part of day-to-day
business, enabling networking and participation. It's a
global success because it satisfies basic human
needs: getting to know other people, communicating
and sharing with them. And this anywhere and any-
time, because 71% of smartphone and tablet users
access social media using their mobile device. @

What makes social media so economically relevant
and puts the commercial spotlight on its users? Nowa-
days it's not seen as a separate area, but instead as
an extension of the real world. That means companies
and brands can become friends, or even a kind of
family member. And they thus fit neatly into the
universe of interpersonal relationships.

Where people are online, who they're connected to,
what they share or whom they like - all of this becomes
part of their identity. The result is that today, belonging
to and the frequency of interactions in social networks
says more about consumer behavior than background
or status. In fact, the identification can go so far as to
spur consumers to voluntarily act on behalf of compa-
nies and their brands. This is due to a number of
reasons: They see it as an expression of their personal-
ity, they experience self-efficacy, they are interacting
with like-minded people, or they want to help others,
e.g. in making a purchase decision. And in just a brief
space of time, they can reach more people than ever
before. This is potential that has to be tapped.

2. Social media is power -
Inaction can be fatal.

Can companies afford to ignore this new socioeco-
nomic reality? By no means. For one, because the risk
of doing nothing is too great and, for another, because
they will miss out on opportunities and fall behind
"socially enabled enterprises".

The most frequent arguments given in favor of social
media engagement are as follows: People are going to
be tweeting and posting about your company anyway,
s0 you may as well be part of the discussion and at least
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help direct it. Proactiveness can aid in preventing the
unforeseeable effects of collective public indignation
("backlash") and thereby keep the worst at bay.

In general, this risk of inactivity is overestimated.
It's very rare that online buzz becomes a genuine threat;
the real danger lurks elsewhere: By not doing anything -
and this is the real catalyst for social media engagement
- the balance of power between consumer and company
could shift permanently and irrevocably.

Interconnectedness has supposedly made cus-
tomers more vocal, more demanding and more confi-
dent - proof is offered in the examples of consumer
forums with a broad reach or the showrooming
phenomenon (customers look in the stores, then buy
online). But are the control and power of companies in
the age of social media truly waning? For example,
are advertising experts losing their clout because
campaigns are less guidable and customers are
harder to persuade? Or is this development being
counteracted by customers' data footprints, which
provide companies with unprecedented insights into
nearly all areas of life?

In brief: if you define power as the ability to control
social relationships, then in Web 2.0 the power of
consumers is truly on the rise. Multiple factors play a
key role here simultaneously:

AGGREGATION OF DEMAND. In the social web,
consumers can bundle their demand in order to get
discounts, for example - and join forces across techni-
cal, geographical and cultural boundaries.

REDUCTION OF ASYMMETRIES. Consumers
are becoming better informed, thanks to easily acces-
sible performance data, product reviews, comparison
portals and "eWord of mouth".

LEVERAGING OF NETWORK EFFECTS. Content
can be spread and shared more quickly as well as
enhanced and modified. The social web, therefore,
doesn't serve to just accelerate and multiply communi-
cation, but also changes its very nature.

ACTIVATION OF PARTICIPANTS. Participation
and networking yield new opportunities for bundling,
mobilizing and structuring resources. The power of the
many opens up new marketplaces - think of sharing

"Human beings are
'social animals'. This
IS why social media
causes a paradigm
shift affecting every
company".

PROF. DR. CHARLES F. HOFACKER,
FLORIDA STATE UNIVERSITY
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economy - and leads to business models grounded in
the knowledge and participation of the customer
("crowd-based").

The internet is therefore democratizing power, but
is also destabilizing it at the same time, since the
sentiments of the users are not controllable and also
hard to direct and guide. The environment that market-
ing is operating in today is like a pinball machine - no
one knows where the ball will go.

The fact that customers are making themselves
heard more than ever, or even initiating brand-related,
image-influencing campaigns like United Breaks
Guitars means that companies are losing control. In
extreme cases, they risk being pushed into the role of
moderators or even merely an audience without any
real influence on the evolution of their brand story. But
at the same time they can leverage new opportunities
to communicate with customers or with employees too
and thus gain a competitive edge over companies not
sufficiently well versed in social media.

3. Social media is a key capability.

All'in all, we think that social media is less of a threat
to corporate sovereignty, autonomy of action and
brand identity than an opportunity to improve a com-
pany's long-term performance in two ways.

CUSTOMER CENTRICITY. In traditional organi-
zations, the most important person - the customer -
is not often involved in key decisions. Social media
creates new opportunities for interacting with
customers (see proposition 4), indeed it offers the
chance to transform one's own company into a
customer-centric organization.

You first need to be aware of this in-depth trans-
formation. It is worth turning the new power position
of the well-informed customer, which is often regard-
ed as threatening, into a positive thing and see social
media as a way of entering into a dialog and under-
standing real needs. Every customer problem is a
business opportunity! And what gives employees
more satisfaction than to have solved a customer
problem?

At the same time, companies are not powerless to
the might of the crowd. On the contrary, they now
know much more about their customers than ever
before, which partly makes up for the loss of control.
Also, they can influence the flow of news or even
steer it in the right direction. If a company regularly
offers interesting content, over time it establishes a
community of loyal followers who act as a protective
wall in critical situations without the company having
to actually take action. This kind of community is
worth its weight in gold.

First, committed customers or influential shop-
pers act as brand ambassadors well beyond the
boundaries of their own network. Video bloggers like
Bethany Mota or Sami Slimani achieve celebrity sta-
tus with their widely viewed tutorials, to the advan-
tage of both sides: while a company gains authentic
and therefore credible advertising, the originators of
user-generated content can do their own thing and
boost their publicity.

Second, a community of loyal followers is also a
highly sensitive early warning system: the well-con-
nected digital evangelists are the first to find out
what dangers are threatening a brand, what trends
are on the advance or what new technologies will
take root. Companies that opt for close, regular inter-
action with committed and/or influential customers
via social media thus substantially improve their agil-
ity and adaptivity.

KNOWLEDGE MANAGEMENT. What's just as
important as the benefits of greater customer orienta-
tion is the benefit companies get from combining par-
ticipation and networking in knowledge management.
Interdisciplinary and cross-functional collaboration in
connection with new customer insights improves
innovation management in particular. The opportuni-
ties presented by this are set out in more detail in
proposition 7.

Social media is thus much more than just a mar-
keting tool. It's an enabler of all people, processes
and systems in a company that deal with customers
or knowledge. In other words, for all value-adding
capabilities.
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"Social media is like
the world's largest
cocktail party (...)
Listen carefully,

be transparent,

be responsive, be
authentic, tell great
stories - and you
will be the hotshot
at the party."

DAVE KERPEN, CEO LIKEABLE MEDIA

But uncertainty still remains: in what circumstances
is social media involvement by companies really
worthwhile?

While we recognize that sensitizing employees
and having an open mind are crucial to success in
terms of customer orientation, use cases play a key
role in knowledge management: if there are no
specific practical benefits for day-to-day work,
corresponding digital platforms such as a social
intranet will not be accepted.

For both customer orientation and knowledge
management, the third success factor is ultimately
relevant: good governance of social media. The
ground rules could be:
> Platforms based on openness, self-regulation and
implicit rules boost the commitment of those involved.
> The perceived fairness of the governance system
has an impact on the effectiveness and durability of
a community.
> Gamification, in other words rewarding contributions
with badging, ranking or other non-monetary incen-
tives, is essential.
> Users must be able to supplement their contribu-
tions, e.g. by liking, commenting, tagging or adding
pictures. Media enrichment should be encouraged
and rewarded.
> Collaborative commitment is the top level engage-
ment. More than simply disseminating content, it's
about jointly creating, completing or modifying it.

But what's most important both because of its
objectives (greater customer centricity, better knowl-
edge management) and its scope (the topic is affect-
ing all areas of a company), social media is a strate-
gic challenge. This is why the objectives of social
media commitment must be derived directly from the
corporate strategy. As trivial as this may sound, it is
rarely the case in reality. Only 17% of all companies
actually act strategically when it comes to social
media, the State of Social Business Report 2013
compiled by Altimeter found. Deriving the strategic
approach from the business objectives offers the
greatest potential for effectively and efficiently using
social technologies.

ROLAND BERGER STRATEGY CONSULTANTS 9
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Social media is also about a transformation that affects
the entire organization down to its finest branches and
demands new forms of communication and innovative
ways of cooperation. Rush decisions and isolated solu-
tions will not suffice. But an integrated, comprehensive
and consistent approach to social media pays off.
Whether jointly trying to come up with ideas, solving
problems or creating content, Web 2.0-based models of
collaboration have the edge over traditional patterns of
organizing teamwork. Social media is the easiest way of
leveraging the information processing capacity of
networks, the efficiency of informal markets and the
wisdom of the crowd. It creates an ideal communication
and knowledge tool for a world in which intelligence is
becoming ever more distributed and interconnected.
This is true for the company and its employees, but also
for its customers. To give an example: Many authors of
user-generated content easily fulfill the Gladwell criteri-
on of intensively dedicating 10,000 hours to a specific
topic and can rightfully be considered acclaimed experts
in their field. They are thus a power factor and innovation
driver that companies cannot ignore.

4. Social media enables new forms
of interacting with customers.

Specifically because the role of customers (and
knowledge holders) changes due to social media,
interaction with them must radically change as well.
Stop passively addressing the masses and lulling
them with standardized content, and opt for exchange,
dialog and co-creation. In other words: Customers
shouldn't be bombarded and/or entertained with
one-sided advertising messages, they should rather
enter into a (preferably long-term and profitable)
relationship with the company.

This also changes the role of marketing altogether.
It is more than ever called upon to present specific
value-added content that goes beyond mere product
advertising. This is no longer about short-term sensa-
tionalism and pure selling logic, but much more about
gaining a better understanding of what really makes
the customer tick. And for starters, and above all, this

means: listen, listen, listen. One should make a point
of giving one's best attention to critics, as they often
provide the most valuable information on how to
improve products or services and where business
opportunities lie untapped.

As in other marketing channels, social media also
abounds in conflicting objectives. If social media
platforms are designed primarily with their attractive-
ness to customers in mind, their direct use for sales
could suffer. If the selling intention is overly apparent,
few customers will swallow the bait - unless the
attractiveness of the new channel is boosted by
launching costly rebate promotions. Last but not
least - and this is a ground rule when building web-
based platforms - it should be avoided that channels
unnecessarily cannibalize each other. Social CRM
thus requires an integrated management of interac-
tions varying in frequency and intensity at all touch
points and along the customer's entire lifecycle.

How can such a complex set of requirements be
successfully met and what factors need to be taken
into account? Two points are critical when formulating
a sustainable CRM strategy for the social web:

DEGREE OF CUSTOMER ENGAGEMENT. What
distinguishes social CRM from traditional CRM is that
customers are no longer object but subject. They are
no longer passive addressees of marketing activities
but voluntarily engage with a product, a brand, an
organization or a company, often without being asked to
(the Facebook community of the German Armed Forces
was built by a private individual and only two years and
200,000 likes later the social media force at Hardthéhe
took over). By influencing others, making recommenda-
tions or altruistically contributing their knowledge for the
use of all, these committed supporters increase their
value for a company, with influence and impact going far
beyond their behavior as customers.

This means that companies need to granularly
differentiate their interaction - according to individual
preferences, social environment and the customer's
personal situation rather than just revenue or profit.

It is therefore particularly important to reward the
different levels of engagement with a product, brand or

10 ROLAND BERGER STRATEGY CONSULTANTS
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O
*THE DON'TS OF
SOCIAL MEDIA COMMUNICATION

The most common mistakes

Don't flood customers with ads as
this is a real turnoff.

Don't be self-important or send
impersonal messages because this
will not have an in for communities.

Don't avoid unpleasant questions as
this doesn't further the customer dialog.

Don't prevent employees from con-
tributing their own ideas to addressing
business-critical processes.

Don't put a muzzle on employees
and exclude them from public commu-
nication.

ROLAND BERGER STRATEGY CONSULTANTS

How to avoid them

Do trust in spontaneous word-of-mouth
marketing - attractive, interesting
content is (almost) always successful.

Do be humble, put the customer first
and incorporate the experiences and
ideas of users.

Do create transparency (without giving
strategic information), admit to
mistakes and solve problems quickly
and unbureaucratically.

Do encourage employees to identify
dissatisfied customers and notify
internal care agents to support them.

Do allow suitable staff to maintain
public contact and disseminate
information through controlled leaks.
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company. Just like each player's degree of networking or
tie strength, this commitment must be reflected in the
customer's overall value. An in-depth product review
creates considerable value for a company even if it is
initially recognized only by very few users. (Co-)creating
or enriching content are to be rated higher than a weak
and normally non-binding commitment in the form of
likes and shares, and product know-how and recom-
mendation behavior should be integrated into the evalu-
ation algorithm along with customer history.

For companies engaging in social media activities,
this means two things:
> They should go beyond simple advertising forms that
raise awareness without creating interaction or even
true loyalty for the company, as this only insufficiently
taps customer value potential.
> And they should not be tempted to measure merely
output (content volume) while neglecting outcome
(content value). A single like doesn't create much value
and shares are also systematically overrated.

In addition to the degree of customer engagement,
the relationship status between customer and compa-
ny must be taken into account in social CRM.

LIFECYCLES OF CUSTOMER RELATIONSHIPS.
Traditional CRM distinguishes between acquisition,
retention and termination of a customer relationship.
Structuring the customer history into these three
phases no longer seems applicable for social CRM. To
cite a simple example: If companies offer attractive
terms for new customers in a promotion campaign but
deny them to existing customers, the latter may
threaten to terminate their contracts and/or spread
negative word of mouth - the damage would be im-
mense, especially if customers are highly engaged
and have a strong network.

The classic distinction between acquisition and
retention thus no longer applies to social CRM - these
two phases in the lifecycle of a customer relationship
will have to be addressed and managed jointly in future.

Phase three, terminating the business relationship,
can be more clearly distinguished. This is where social
media offers the greatest potential for influencing
customer behavior. Network data shows clear indica-

tors for imminent contract terminations on the part of
customers - along with the possibility to initiate target-
ed counteraction as soon as the first signs become
visible and thus significantly reduce churn rates. If the
company wishes to break up, it is well-advised to care-
fully consider the results. Despite low profitability, it
may make good economic sense not to terminate the
business relationship with influential and well-con-
nected customers.

Along these two dimensions - the degree of
customer engagement and the lifecycles of customer
relationships - a social CRM can be defined that con-
siderably increases customer lifetime value (CLV). And
what's more: Not only the CLV can be optimized -
social media also has a positive impact on other KPIs
such as customer influence value (CIV). Leveraged by
networking effects, they create value that goes way
beyond the individual customer relationship - and thus
become "a gift that keeps on giving".

This type of strategy also has its limits. Overly
pushy personalized advertising or recommendation
marketing is perceived as manipulative. At the same
time, companies can create engaging content that
creates value for the customer by offering a welcome
change from the mass mailings that characterize
traditional outbound strategies, hence avoiding their
messages getting caught in the spam filter or even
annoying customers to the point that they won't return.

Ideally, social media establishes a close personal
link to the company by engaging in individual dialog
with the customer, thus making every marketer's
dream nearly come true: establishing a one-on-one
relationship with the customer while almost com-
pletely eliminating any wastage. Two thirds of the
start page at Amazon, for instance, already consist
of customized content, and on Facebook no two
newsfeeds look alike. Brick-and-mortar stores
don't use these possibilities for individualization
sufficiently yet.

But differentiated customer communication and
intelligent customer relationship management are not
everything. @ For social CRM to function well in prac-
tice, additional prerequisites must be in place:
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BIG DATA MANAGEMENT. Social media gener-
ates myriads of data. Companies who manage to identify
true customer insights from this huge amount of mostly
unstructured raw data are in a position to base their de-
cisions on evidence instead of mere intuition. Those days
of gut feeling are definitely over in marketing!

EMPOWERING CULTURE. Employees must live
and breathe social media. Companies need analysts
with the right skills to analyze data, interpret the find-
ings and put them to good business use. And they
need suitably qualified and authorized customer-facing
staff who are in a position to use great decision-
making scope within defined guidelines (code of con-
duct) when solving a customer's problem.

LEADERSHIP. Social media has to be present
throughout the company. Every employee dealing with
customers must be able to use social media. Ideally,
the top management should act as a role model. Man-
agers who actively participate in and use social media
as a management tool have greater impact and are
more effective leaders. A recent study found that 70%
of addressed employees confirm this.

RESULTS MEASUREMENT. Some skeptics
transfer the so-called productivity paradox in IT to
Web 2.0: "We see social media everywhere except in
ROI statistics." But such criticism is largely unfound-
ed, as we will see later on (proposition 9). There are
generally accepted key performance indicators for
social media measurement.

Companies who follow these best practices need
not worry about their social media marketing: The
positive effects will soon be apparent in their balance
sheets. They can even use crises to their advantage,
e.g. for generating customer insights, improving prod-
ucts or discovering new business models. And for
establishing close and lasting dialog with customers.

5. Social media influences
purchasing behavior - directly and
to a greater extent indirectly.

Just like Web 1.0, social media has undergone an
accelerated maturing process, starting with a phase

"No matter how
careful you are, it's
not always possible
to predict how peo-
ple will interpret or
react to a campaign
or tweet. You need
to realize, consider
and accept this risk.
And learn from any
mistakes."

MICHAEL WEINREICH, BOARD MEMBER AT
ARVATO, BERTELSMANN GROUP

ROLAND BERGER STRATEGY CONSULTANTS
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of experimentation characterized by a culture of
giving and followed by a kind of gold rush with
unrealistic expectations of commercialization. When
these hopes were dashed, phase three ushered in a
realistic assessment of the medium's opportunities.
That's precisely where we are today.

Regarding how social media can be used to boost
sales, marketers have undergone a reality check.
Studies in the US show that the number of social
media-triggered online sales on Black Friday did
not exceed 1% and even Facebook's hopes of show-
ing customized ads next to the newsfeed based on
users' surfing habits outside its own domain have not
been fulfilled. The "F-Commerce" initiative seems
already to have failed, with many retailers like Nord-
strom and GAP closing down their Facebook stores.
This is partly because it turns out that e-mail market-
ing has a conversion rate three times higher than
social media.

Much ado about nothing? Not quite. The indirect influ-
ence of social media on buying behavior is certainly
significant. Social interaction can actually promote
sales. And the fact that 90% of all purchase decisions
are socially influenced in some way indicates un-
tapped potential, at least looking not only at the final
business transactions but at the whole customer jour-
ney. If you extend your perspective it becomes clear
that today, over 6% of German customers already base
their purchase decisions on information from social
media. € Depending on the industry, this influence
may even be almost 10%, e.g. for media products or
restaurants.

By definition, social commerce is about "exchange-
related activities that occur in, or are influenced by,
an individual's social network in computer-mediated
social environments". What does that mean? Are
people more likely to buy things if a consumer has
liked a brand on Facebook? Are there any long-term

o

HOW CONSUMERS ARE INFLUENCED BY SOCIAL MEDIA

Significance of various channels for the purchase decision

5.0% Public advertising

20.2%
Word of mouth
(0)
5.0%
Direct marketing =)
(+)
11.6%
Personal
selling
(++)
18.5%
Traditional internet
(++)=+10% (+)=+5% (0)=+2% (-)=-5%

18.4%
Information at the point of sale
(n/s)

Social media

2.9%  Product reviews
(+) 6.2%
2.0%  Word of mouth
e 0y
=) 5.0% e Advertising
) v
(+) 3.2%
Radio

6.9%
Newspapers & magazines

(--) -10% Change year-on-year

Source: German Social Media Consumer Report, representative survey of German internet users in December 2013 (previous study: July 2012)
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effects beyond basic causality that are not reflected in
studies? And what social medium is best suited for
each different purpose?

The fact is that brand perception and purchase
decisions can be influenced by social media and
corresponding consumer influence metrics. Empirical
studies support this correlation although the context
seems to vary greatly by product and stage in the
purchasing process. The key findings are:
> Need recognition works well for image-forming
products.
> Influencing pre-purchase activities has an effect,
especially on products with a high procurement risk.
> Influence on the purchase decision seems most
promising for products that are difficult to procure.
> Influence on post-purchase activities is possible
if there is strong identification with the products and
if expectations are clearly met.

It's apparent that the purchase process is no lon-
ger linear, but split into many iterative loops. A cus-
tomer journey @ now consists of up to 30 stages,
from initial consideration to purchase (or re-pur-
chase). And at each of these stages, conversion may
fail. But each of them also offers the opportunity to
influence customers for one's own benefit.

NEED RECOGNITION. Social signals - what do
other people buy, what are they talking about, what
image does a product have - represent an increas-
ingly bigger part of the purchase process, especially
in the need recognition phase. This influence is sig-
nificantly strong for products consumed in public or
which have a considerable external impact, such as
luxury goods and status symbols. And the opportuni-
ties for exerting influence are best in networks where
loyalty among members is high.

INFORMATION AND SELECTION. Acquiring
expensive goods involves high risks not only with
regard to performance and quality. The psychological
risk of making an "inappropriate" purchase or the
financial risk of a mistaken investment is just as high.
Especially at this moment, the potential buyer
depends on independent information to minimize
these risks. The biggest impact is likely to come from

independent reviews, ratings or recommendations, in
particular those from close friends.

PURCHASE DECISION. When actually making a
purchase, customers apply a simple cost-benefit anal-
ysis: How difficult is it to buy a product compared to
the expected benefit? At this point, trustworthy and,
ideally, personalized information is required to support
a decision and reduce acquisition cost. The higher the
cost and the more "social" a purchase is (e.g. in the
case of gifts), the more important word of mouth is.

AFTERSALES. After completing a transaction,
word of mouth remains important. Now is the time for
the customer to express satisfaction or disappoint-
ment. A positive customer experience is shared and
pride of ownership expressed, but anger and frustra-
tion may also be vented when the product or service
does not meet expectations. Shared feelings of happi-
ness or expressions of displeasure carry considerable
weight when products have a high identity value. In
other words, buyers talk about them to friends or even
use these products to define their own lifestyle.

One example of what this gradual influence in
social commerce of the future might look like is the
social technology-based online fashion store About
You, operated by German Otto Group. Fashionistas
can pick from a large number of apps in "their" bou-
tique (or create them themselves and invite friends)
and then receive offers that suit their personal style
perfectly, including outfit suggestions for special
events or evenings out, based on preferences, shop-
ping habits or recommendations.

Regardless of the purchase phase, the opportuni-
ties for influence are especially great when there is a
strong social connection, i.e. major tie strength. Social
media marketing on platforms for close friends thus
seems more promising than commercial activities in
professional networks. But the downside is that adver-
tising on personal networks might be seen as en-
croaching on private territory.

One thing remains key to making a sale: winning
customer trust and sustainably reinforcing it. This sets
natural limits on all attempts to make social links into
virtual shopping malls. Among the winners, however,
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are companies that manage to use social media to
strengthen the client relationship and not jeopardize it
with aggressive hard selling.

6. Social media is driving a
fundamental change in brand
management.

A key change in social media marketing is that brand
managers are no longer in command of the process -
or at least not entirely. How a brand is perceived and
how the brand story is developed is largely driven by
the users. In some cases they create their own brand
stories that are not in line with the original intention of
the brand manager. Social media is triggering a gradu-
al loss of control (a perception that is terrifying many
traditionalists). The brand story no longer belongs
(solely) to the company. Instead, fans and customers
are a part of this, which means there is the threat of
the (intended) brand identity and (actual) brand image
drifting away from each other.

However, the drawbacks or at least the risks of
social media marketing are more than compensated
for by the advantages and opportunities. For instance,
clever placement can make ads go viral in record time
and reach an audience of millions. One example is the
success of the "Supergeil" video by German super-
market chain Edeka. The zany electro beat clip featur-
ing Berlin artist and musician Friedrich Liechtenstein
got four million hits worldwide within a week and even
received praise from US media. And the best thing is
that such brand messages and/or product presenta-
tions are generally cheaper to market because expen-
sive advertising media space is "above the line".
What's more, these "below the line" campaigns can
also be very effective because they often come across
as more authentic, personable and credible than high-
gloss advertising in a magazine or unrealistic, glorify-
ing TV and cinema commercials.

But as we can see at Edeka, viral campaigns on the
web run the risk that users like the advertising but not
the advertised company as well. If the key question of
every ad is whether it actually gets recipients to buy,

this is the proof of the pudding particularly in social
media marketing - clicks are non-binding and thus not
necessarily a good yardstick for measuring success.

At the end of the day, what makes social media
marketing commercially successful? How is it possible
to grab people's attention and then get them to buy
your product and become loyal customers? And how
can companies manage risks and avoid or minimize
possible negative effects? We look at these questions
in the following.

WHAT DOES A BRAND STORY INVOLVE? To
work properly, every story needs three ingredients: a
plot with an interesting cast of people, a storyline
with a (preferably dramatic) turning point and an
(ideally surprise) ending that draws users in and
leaves a lasting impression. A narrative that meets
these requirements can help make people aware of a
brand story, ease their understanding of it and fill it
with meaning.

WHO ARE THE KEY PLAYERS? While brand
stories in the past used to be dreamt up by marketing
strategists and highly paid creatives, now they arise in
the context of social media in a co-creative process
with many people involved, including individual con-
sumers and customer groups or intermediaries. This
type of brand story co-created by external people is
extremely dynamic and can change dramatically over
time. That's why companies need to devote a lot of
time and attention to committed players.

WHAT MECHANISMS WORK? The rules by which
brand stories in the social web operate are well known:
the most effective communication strategies are those
that deliberately polarize opinions ("us vs. them") and
those that cultivate an underdog image for the brand
("small vs. big"). At the same time, emotionally charged
and positive content spreads much faster and further
than dry, matter-of-fact or negative critical statements.
And last but not least: less is more. Blatantly over-man-
aged or unilaterally constructed campaigns often don't
achieve their purpose and may deter critical-minded
recipients. On the other hand, stories with a good
punchline even do the trick if they only trigger a brief
but intense moment of joy.
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"The ability to
exactly define and
address target
groups makes
advertising on social
media platforms
much more efficient
than traditional
advertising forms
without comparable
targeting."

DR. LARS FINGER, DIRECTOR E-COMMERCE,
OTTO GROUP

HOW CAN UNCERTAINTIES BE ADDRESSED?
When dealing with dynamic events of all sorts and the
response to negative brand stories in particular, best
practices have emerged as well. If something is to be
denied, an analytical form of presentation generally
achieves the best results. If another perspective is to
be conveyed, a narrative seems to be the more appro-
priate format. In any case, "highly empowered and
resourceful operatives" (HEROes) are needed. It is the
task of these especially gifted and trained employees
to assess the incident in social media crises, acknowl-
edge the issue, formulate an appropriate response
(possibly offering compensation) and to operationally
implement this decision. By responding quickly and
unbureaucratically to a negative incident, companies
often manage to even improve their profile. Three fac-
tors are particularly important:
> Listen to customers and respond to their needs.
> Develop an in-depth understanding of the cultural
environment to trigger responses by the target group.
> Create branded artifacts, social rituals and cultural
icons to have customers act on behalf of the brand.

As regards dynamics, social media is very much
like playing pinball, with companies shooting brand
messages, but without being able to control the direc-
tion of the rebounds or even forecast how the game
will evolve. Still, it pays off to understand some gener-
al principles, remain constantly on the alert and be
prepared for possible responses.

It is a fact that social media is profoundly changing
brand management. The strengths of networks -
openness, ubiquity and reach - make mobilizing con-
sumers much easier and cheaper for marketers. But
these strengths can potentially work both ways: social
media may generate buzz, but can also create flame
wars. Companies that manage to portray their brands
as approachable, human and authentic ("a brand like
a friend") and who are willing to forego overly con-
trolled image advertising in favor of opening up to
content that is (co-)created and further distributed by
users will come out on top. The future of the social
web belongs to those who are willing to include others,
collaborate and share.

ROLAND BERGER STRATEGY CONSULTANTS 17



THINK ACT

;/IIIIIIIIIIIIIIIIIIIIIIIIIIIII/

SOCIAL MEDIA

e
THE CUSTOMER
IN THE SOCIAL MEDIA AGE

EXAMPLE OF A DIGITALLY SUPPORTED
RETAIL CUSTOMER JOURNEY

AT HOME - BEFORE THE PURCHASE

ooooooooooooooo

ooooooo

Individual advice
based on customer
history

12

ooooooo

oooooooooo

v

oooooo

Redeeming a 13 Thank-you e-mail 14 Digital coupon for 15
d|scount Coupon eeecgeccccce o> and statement Of oooooooooooooo > thg b ur:'chase oooooooo
using a QR code points earned P

LLLLLTLGLTGT LT A T VT N T T W W W Y S WY v v Y Y W MW YW YW W W W W W wW W A

N

RRRRRRR

TTTTTTTTTTTTTTTTTTTTTTTT

IIIIIIIIIIIIIIIIIIIIIIIIIIIIIII



448l Ll Ll L Ll L L LS

A better way to shop
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Digital media allows for new types of interaction between customers and companies, to the benefit of both.
While the customers receive tailored offers, the provider gleans valuable details about the preferences and
buying habits of their clientele. But to leverage this treasure trove of data, companies need an integrated

management of all channels and touchpoints.

ON THE WAY TO THE STORE

Offer of

oooooooooooo

loyalty points

Downloading a
shopping app

BROWSING IN THE STORE

Ordering a snack

Information about
special offers

ENTERING THE STORE

Push notification
when arriving

Navigating the
store with the app

oooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo
.

> Cross-selling offers
from partner shops
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oooooooooooooooo

ROLAND BERGER STRATEGY CONSULTANTS

VO 0 0 00000000000l l Ol 00000l Sys

—_
(o]

N\

NN NN N\ N\ N\ \ \\ "\ \"\"\“"“"\“"““"‘“‘““"‘“"“"“"‘“"““\“"'\"\"\"\“"“"“"\“"\"\"\"\\7\



THINK ACT
SOCIAL MEDIA

1. Social media revolutionizes
collaboration in companies.

Both researchers and practitioners see the benefits
and the applicability of social media primarily still in
marketing. The opportunities social media may open
up in the dimensions of customer interaction, customer
value and brand management have been highlighted in
the previous sections. But social media offers at least
the same if not even higher value creation potential
when used in company-wide collaboration, cross-func-
tional knowledge sharing, interdisciplinary innovation
management, pre-adaptive agility improvement as well
as for activating change management.

To dispel a wide-spread misconception, this inter-
nal application of social media is by no means a "Face-
book for business". Quite the contrary: the value of in-
ternal social media is neither in entertaining employees
nor in promoting personal exchange as an end in itself.
No, it is quite specifically about reducing transaction
costs and improving innovation processes, creating
new interfaces between knowledge holders and
improving the firm's ability to adapt to a changing
business environment. And what's more, social media
mobilizes activation potential at the corporate level
that may not entirely solve, but at least significantly
mitigate the problems of alienation and lack of com-
mitment - and even widespread hidden obstruction
and mental resignation - among employees.

COMPANY-WIDE COLLABORATION. Social
media has already revolutionized many business pro-
cesses. Thanks to Web 2.0 technologies, employees
can contact each other throughout the company, share
and evaluate information, exchange and archive docu-
ments, expand and refresh their knowledge, informally
support each other and jointly create content. Several
studies have found that this increases the productivity
of knowledge workers by up to 25%. @ And they have
the opportunity - almost without transaction costs and
limiting factors such as having to observe hierarchies
or official channels - to tap a continuously increasing
and fully documented knowledge pool to which all
entities and regions of a global company contribute.

CROSS-FUNCTIONAL KNOWLEDGE SHARING.
More important still than the potential to improve pro-
ductivity seems the qualitative change that has taken
place. Employees are working in mixed teams without
functional barriers; they no longer get lost in too many
details, but are able to see how everything connects.
Social media can thus contribute to solving one of the
biggest problems of organizational development: over-
coming thinking in silos. People often focus too much on
org charts and vested rights instead of keeping in mind
what benefits the company as a whole. Because every-
one thinks of themselves first, business and innovation
opportunities go untapped. Social technology shows the
big picture - and this not only intensifies knowledge
sharing across departments, but also increases the
chance that all parties involved set their group egoisms
aside and pull together in one direction. The days of "not
invented here" are definitely over - what counts now is
actively contributing to joint success.

INTERDISCIPLINARY INNOVATION. Today, new
things are created especially at interfaces. Where ideas
and experts from different knowledge areas meet, where
insights and experience are placed into an entirely new
context, opportunities for trailblazing innovation arise.
Book printing was derived from the principle of the wine
press and in the end, the internet is nothing else but
putting distributed computer intelligence to good use for
human communication. The use of social technologies
in knowledge management exponentially increases the
probability of such transfer. They put more puzzle pieces
on the table from which something new can be created,
and every one of these pieces is important and may lead
to a great idea - or a revolutionary thought - in another
context. In the protected space of a community that
trusts one another, these ideas (and their authors) also
have the chance of developing much like in an innova-
tion incubator instead of immediately being obstructed
by the top dogs.

PRE-ADAPTIVE AGILITY IMPROVEMENT.
Companies that use social technologies have a unique
early warning system. In many traditional companies,
weak signals that often indicate structural breaks are
lost in hierarchies or silos. The wisdom of the crowd
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offers the opportunity to spot trends or risks early on
and prepare for them. One of the key features of weak
signals is that they are commaonly overlooked in day-to-
day business, but when discussed several times on a
broad basis create a response rather quickly. They are
recognized only at a second glance. Social media
offers the best possible guarantee that relevant infor-
mation is vetted and used. Like prediction markets it
reliably maps which future topics are currently en
vogue or most ardently discussed. This expanded radar
screen is the basis for the increased adaptivity and
agility of a "socially enabled enterprise": Changes are
identified earlier and more attention is paid to them.

ACTIVATING CHANGE MANAGEMENT. At the
same time, social media creates enormous activation
potential for addressing these changes. Organizations
tend to establish too many routines and structures
They become rigid over time and then suffer from iner-
tia and even resistance to change. Knowledge-inten-
sive processes characterized by a high degree of divi-
sion of labor often result in employees becoming stuck
in their ways or, even worse, turning into recluses and
thus disappearing as a productive force for the compa-
ny. Social media combats this trend, as it offers an
opportunity to work on one's own ideas but still feel as
part of a community. The condition is, however, that
the projects which employees work on in Web 2.0
match their personal interests and skills. "Socially en-
abled enterprises" are well-advised to grant ample
leeway within a clearly defined framework. Individuals
who are able to develop in line with their personal
preferences will identify more strongly with their envi-
ronment and feel that they are much more a part of the
big picture than simply a cog in the machinery. And,
ideally, the employees will even become the driving
force of a change they themselves have helped initiate.

For companies to leverage this untapped potential,
a variety of technical and organizational conditions
have to be created. If this doesn't happen, social
media will likely suffer the same fate as the majority of
all collaboration and knowledge management projects.
Change is preached and hoped for, but doesn't occur
in 90% of all cases. At least not by itself.

BOUNDLESS

Internal social media applications create a joint knowl-
edge and innovation platform for employees from all
regions, functions, disciplines and hierarchical levels.

25%

higher productivity - that's the potential to be tapped by
knowledge workers using communication and collaboration
tools based on social technologies.
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"Companies must
be ready to learn
from their clientele
and incorporate
customer experi-
ences into internal
decisions."

DR. SONJA GENSLER,
INSTITUTE FOR VALUE-BASED MARKETING,
UNIVERSITY OF MUNSTER

8. Social media by no means
guarantees sure-fire success.

In proposition 6 we showed how Web 2.0 brand mes-
sages can be conveyed and marketing campaigns
developed. To make the introduction of social technol-
ogies successful within companies, a good reason to
apply them is needed as well as a solid, scalable and
universal technical platform and intangible and possi-
bly also tangible incentive systems. And finally, clear
goals, rules and role models for honest and trusting
collaboration.

BENEFITS OF USAGE. Social technologies
should not appeal solely to employees' altruistic
streak; instead, they must bring about a direct benefit
in day-to-day business. One advantage for an employ-
ee might be to use a personalized newsfeed not only
just for chatting and blogging but to read daily, tai-
lored information from trusted people on topics of in-
dividual interest - ideally backed up with links to doc-
uments or related topics that would otherwise have to
be laboriously researched.

HIGH SCALABILITY. Social technologies must
grow in line with the company. For example, after
mergers or restructuring they can contribute to a more
close-knit relationship between the units within an
organization across all geographical and cultural
boundaries. In practice, it makes sense to start with
clear, often experimental applications within a small
group and rapidly extend them once successful - as
far as to the emergence of global, self-organizing
communities. Whether in communication, knowledge
management, marketing, customer service or HR, the
processes of nearly all corporate functions can be
mapped step by step on the social web.

STRONG INCENTIVES. Social media meets
many basic human needs: inquisitiveness, sharing,
communication - not to forget visibility and recogni-
tion. One of the strongest reasons for getting involved
in a community is the chance to boost one's own
social status. This urge can be triggered by awards
(badges) or other playful elements (gamification). In
knowledge-intensive fields, it may make sense to
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reflect the contribution focus in employee appraisal
systems. That way, sharing knowledge then becomes
an objectively measurable career factor. Not least
because you can immediately see who is creating a
buzz, and with what, in the social web.

COMMON GROUND. Every community is defined
via a shared purpose. All members need to have a
common understanding of how the individual interacts
and communicates in his or her own community. And
how everyone contributes jointly to success. It's about
finding a balance between one's own interests and
altruism. Nobody should be put at a disadvantage by
sharing knowledge; and nobody should compromise
the values of a community for apparent (short-term)
success. True collaboration only works if the talents of
every individual member are interlinked with the
strengths and resources of the community. That's why
trust is the basis for an ethic of contribution.

RULES AND ROLE MODELS. To ensure a suc-
cessful balance between individuals and community,
self-fulfillment and contribution focus, there need to
be clear rules of play. Everyone should be able to
contribute and develop their strengths and abilities
and not just a few communicative high-flyers or
talented writers. The magic word is participative cen-
tralization - social media becomes a universal com-
munications platform and ideas forum that makes
valuable contributions visible across the company
regardless of the person's standing. Posts are neither
selected nor censored, unless there is a good reason
such as major infringements of the rules. This merito-
cratic principle starts with the CEO who, thanks to
social media, becomes first among equals and has to
face a dialog with employees - but also the opportu-
nity to gain true followers due to personal authority
and not position. This will work if the CEO manages to
achieve relevance, create resonance and moderate
opinions. And to do so with genuine contributions
and not with slick sound bites.

SCOPE FOR PERSONAL RESPONSIBILITY.
When designing an internal social media platform it is
important to break up hierarchies and silos and moti-
vate employees to take part, especially those who would

not contribute their skills, knowledge and commitment
offline for the commons - the hidden champions. After
all, the best digital evangelist in a company may well be
an employee who previously kept a low profile.

But how can you achieve honest, confidence-based
collaboration, even beyond your personal network of
trusted colleagues? How can you pave the way for
authenticity and creativity? Ideally, based on self-regu-
lation within the governance outlined above. A high
degree of autonomy and short decision-making pro-
cesses with clear responsibilities are the ingredients of
a properly working social network. Communities are
best formed by themselves - and once trust has been
achieved, they multiply rapidly. And of course you
mustn't forget the fun side of things. After all, social
media is about people and their needs. That's why it's
helpful if companies' internal platforms also support
the sharing of personal information and pursuit of indi-
vidual interests. Finally, a climate of openness and trust
is the best basis for opening your mind to new things.

9. Social media follows its own rules.

Set up a company that is customer-centric and knowl-
edge-oriented across all functions - This is what the
strategic deployment of social technologies at a com-
pany promises. However, to make it a top priority of
management, the success of such activities must be
measurable based on defined KPIs. But this is a tall
order, because social media consists of dynamic,
egalitarian and interactive organisms that make mea-
suring success difficult. A functional metric should
answer the following questions:

> What are the motives of the players involved? What
intellectual, social and cultural value does social
media generate?

> How vivid, interactive, informative, entertaining or
emotional are the contents?

> What are the tie strengths? How large, connected
and branched is the network?

> What roles do the players play? What kind of social
interaction is there: sharing, gaming, expressing,
networking?
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Companies need to decide case-by-case on the
weighting of each of these individual elements and
what KPIs should be included in a social media dash-
board. There's no silver-bullet kind of metric that works
universally. To select the right parameters it's also key
to consider the company's goals and what channels
are to be used. Nevertheless, there are still some
generally accepted principles that should be observed
when monitoring social media.

INFLUENCE INSTEAD OF CONTROL. In contrast
to traditional channels, you can't buy social media
reach, but only earn it together with other, equal
players. The dynamics and interactivity of such
multi-channel communication means loss of control
over the brand message. Social media is not a one-way
street. Therefore, sending a consistent message to a
defined target group is not enough. Instead, it's equally
critical to be able to listen to the addressees (who, in
turn, are also senders) and respond to their interaction.
And the ability to do so must be mapped in the KPIs.

PROCESSES INSTEAD OF STATES. Because
social media communication takes place in such a dy-
namic environment, there's little point in trying to use
status reports to measure social media's performance.
Instead it's much more important to make processes
and distribution transparent. For instance, a network
that has surpassed its zenith can, despite a (still) very
high number of participants, lose its relevance in a
flash. What does this mean for companies? It means it
takes time to set up a truly dedicated fan base. Many
followers who are interested in individual marketing
activities but not in the company itself, move on to the
next party from one day to another. Suitable metrics
(comparable with Facebook's EdgeRank) map these
dynamics in real time.

DIVERGENCE INSTEAD OF CONVERGENCE.
The success of a social media campaign does not nec-
essarily depend on raising the brand's appeal among the
entire population. On the contrary, differentiation can be
a key success factor. There are even brands, such as
Abercrombie & Fitch, that focus precisely on exclusion-
ary advertisement because it strengthens the awareness
of its followers that they are different. A comprehensive

metric should therefore measure not only (positive)
sentiment, but also negative feedback in order to obtain
information about the level of differentiation.

QUALITY NOT QUANTITY. Likes are an unstable
currency. One day you can be everybody's darling and
the next day you're the culprit. However, sharing or
commenting on something indicates more engage-
ment and a more stable fan base. But such long-term
participation and commitment cannot be bought;
instead, users need to be constantly fed relevant
content to turn them into loyal followers who can act
as advocates should a flame war erupt. This is why it's
important to have a metric that measures (also) value
and not only volume.

THE LAW OF FEEDBACK. It's both a blessing and
a curse: The success (or failure) of a social media cam-
paign cannot be concealed. Each interaction on Face-
book, Twitter or YouTube is traceable - for both senders
and recipients. This leads to distortions because partic-
ipants feel they are being watched and have to behave
according to how they think others expect them to. Be-
sides behavior that conforms to these roles, also play
instincts can trigger (often very desirable) feedback ef-
fects. Users start to play with scores such as links or
likes and try to boost them. This is a bias that a metric
should also consider.

THE BALANCING CHALLENGE. Taking every-
thing that's been said so far into account, it becomes
clear that social media must strike the right balance
between various aspects. It needs to connect both
quantitative and qualitative parameters, it needs to
consider strong and weak ties and must separate the
wheat from the chaff by recognizing fakes or lurkers
and adjust for typical variations in times or special
effects. For instance, it's well known that early
adopters tend to use new technology especially often
and intensely. What this means is that as a platform
grows, both interaction frequency and intensity
generally drop over time.

PAYING ATTENTION TO SPECIFICS. Each
social media platform has its own characteristics. For
instance, people like to use Twitter, an asymmetrical
channel, to voice complaints and thereby provoke a
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"Internal social
media application
requires a structure
and environment
that makes employ-
ees feel secure and
allows for critical
feedback without
worrying about

any negative
consequences.”

MICHAEL BUCK, MANAGING DIRECTOR &
FOUNDER, CONVIDERA; FORMER HEAD OF
GLOBAL ONLINE MARKETING, DELL

quick reaction from a company. On the other hand,
Facebook, a symmetrical medium, is more suited for
bragging to friends about your latest achievement.
There are also different types of interaction within a
medium, which range from simple likes all the way up
to co-creation. A meaningful metric should make these
various levels transparent.

COMFORT ZONE NOT MICROMANAGEMENT.
If the nature of social media lies in direct contact and
in spontaneous interaction between the users, then it
follows that individual deviations from typical behavior
patterns are the norm rather than the exception. There-
fore, companies must resist the temptation and reflex
to react to each deviation by intervening. A good metric
defines a comfort zone where variations are tolerated
and leaves it up to the target group to move freely
within this range.

Because social media is a platform where individu-
als share, off-the-rack KPIs such as those offered by
many commercial providers are of little use. KPIs for
engagement level, referral traffic or share of voice,
which are very common today along with simple reach
measurement, are each valid individually. However,
they can serve as a valuable tool for top management
only after they have been consolidated in a dashboard
and interpreted by data scientists.

10. Social media is a comprehensive
organizational principle.

The importance of social media has long surpassed
its mere use as a marketing channel. It's clear that it
enables co-creation, conveys authenticity and estab-
lishes trust - dimensions all of which have room for
improvement in traditional marketing. However, its
full potential can be unleashed only if social media is
embedded in a corporate strategy and understood as
a comprehensive organizational principle.

Companies can profit from a culture of sharing in
four ways:

DIVERSITY. According to Ashby's Law, the
existence of a system is threatened when its com-
plexity is no longer sufficient to provide enough
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variety to deal with environmental changes. This prin-
ciple represents a challenge for monolithic organiza-
tions because they either can't create the necessary
variety or they get bogged down in chaos as a result
of the numerous interfaces. Social media makes it
possible to map external complexity (e.g. the diversi-
ty of customer requests) from within an organization
without losing any power. It combines the benefits
of a fluid network structure with those of central
management.

DYNAMICS. "Socially enabled enterprises" have
a decisive evolutionary edge: Weak signals are identi-
fied earlier and addressed faster. The rigidity of lines
and silos are overcome by the flexibility of a collabora-
tive self-organization where everyone contributes their
ideas and - at least for a time - works on topics of their
own. Innovator dilemmas (self-satisfaction through

success), competency gaps (more of the same) or
organizational inertia (routine as an end in itself) can
be tackled by market intimacy, information processing
capacity and resource flexibility. In short: companies
become more dynamic and agile.

LEADERSHIP. Trust, reciprocity and a voluntary
nature, the basic values of every "socially enabled
enterprise", are by no means irreconcilable with strong
leadership. Quite the contrary: social media shows the
way forward to a future in which relevance and reso-
nance are more important than the position in the
company's hierarchy. Whoever adheres to this
meritocratic principle can build upon a greater number
of followers - regardless of what the org chart looks
like. And those that can listen to customers' requests
and moderate them will be perceived as opinion and
innovation leaders even by the outside world.

0

A DIGITAL TRANSFORMATION HAS TO BE INITIATED AND LED BY THE CEO

Implementation of a integrated corporate strategy

Leadership

@@

THE DIGITAL CONNECT,
COMPANY COMMUNICATE,
COLLABORATE

> Build up stable relationships
> Improve the brand image
> Encourage word of mouth
> Arouse interest of the media
> Increase customer loyalty

EXTERNAL (with customers and stakeholders)

INTERNAL (among employees)

> Increase productivity through social
communication and collaboration tools

> Qvercome silo thinking and improve teamwork
across functions

> Establish an open corporate culture

> Make knowledge available and share it

> Facilitate collaborative self-organization
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IDENTITY. Social media is based on autonomous
decisions, encourages personal responsibility and
makes it possible to experience self-efficacy. This
provides an ideal basis for avoiding identity crises and
disengagement problems that are regularly experi-
enced by hierarchic organizations. The separation be-
tween private and professional interests disappears
and all employees can feel like co-entrepreneurs be-
cause their ideas are heard and receive positive feed-
back - if they're good.

However, many questions remain unanswered: How
do you get a handle on the phenomenon of social
stratification that is also evident in online networks?
How can you activate the lurkers of a community? How
can you circumvent the over-personalization of news-
feeds that end up triggering exactly those filter bub-
bles that social media is supposed to avoid? How can
you establish governance that ideally creates the same
conditions for all participants? And how can the stated
mechanisms possibly be used also outside of expert
organizations?

Not all of these questions can be answered. How-
ever, companies ultimately have the opportunity to
reach the next level of value creation where apparently
conflicting goals can be achieved: reconciliation of
cooperation and competition, autonomy and leader-
ship, stability and dynamism without (or minimum)
target conflicts. Social media might be the key to the
organization of the future. @
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Digitalization and social media

are changing the way we communicate,

consume and create. Those that get

a handle on the network economy early

on can tap new value-creation potential.

"Connect, communicate, collaborate" is the harmonic
triad of the "social" network economy of tomorrow,
which will be shaped by the availability of knowledge
anywhere, anytime. Industry 4.0, big data and social
media all point in the same direction: more autonomy,
more connectivity, more collaborative self-organiza-
tion. However, at the same time (and this is not a con-
tradiction in terms), also more leadership. @

The winner of the global economy's new digital
architecture will be those who know how to leverage it.
Today, technology and the related strategic options are
already considered a company's most important exter-
nal success factor. The substitution of products as is
found in book retail, publishing and the music industry
or the virtualization of sales channels such as retailers,
financial services providers or carmakers are experi-
encing is only the beginning.

Digitalization is creating new potential for innova-
tion and value creation in all industries - just think of
self-driving cars, intermodal traffic or connected
production robots, so-called cyber-physical systems
(CPS). Information speed and depth will enable new
dimensions of agility and customer centricity.

However, to seize these opportunities companies
need a different way of communicating, capable peo-

ple, innovative processes and systems and new
organizational structures.

But how does digital transformation work in
practice? How can a company embed the structural
principles of digitalization (information, connectivi-
ty, autonomy) in its existing organization? In this
vein a new blueprint is emerging: In the market-
oriented digital company of the future, all functions
will be grouped like satellites around the strategic
core, comprising brand, customer and value man-
agement.

Information will be consolidated in this core,
which will trigger and coordinate all value-adding
activities. Employees can contribute at any time to
increasing the knowledge and will be included in key
decisions. The digital company will communicate
with the outside world (besides consumers, also
retailers and partner companies) using a diversity of
channels.

In the future, companies will act less like closed
systems and more like transparent entities. Stringent
structures will blur and silo-thinking will fade, new
contacts will be made and existing connections
strengthened. The digitalization age has begun with
social media's success as its vanguard.
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