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Abstract. Goal of this paper is to demonstrate the need for a structured frame-
work and method to support and lead SME into the Digital Age. A framework
including all relevant business areas of an enterprise where technology is seen as
an enabler serves as a starting point for strategic discussion and possible reorien-
tation of the company. Hence, the framework-based method named Transfor-
mation Compass combines the aspects Customer Centricity, Operational Excel-
lence, Business Models, and Organizational Excellence. Since SME in particular
face many challenges transforming their business, a specific approach that takes
into account the challenges and opportunities of an SME has a high potential for
success.
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1 Introduction

Digital technologies are changing the way we work, consume, live, and interact with
each other. This ongoing change poses not only a major challenge for companies but
also great opportunities [1]. Therefore, companies should start as early as possible to
align their strategy to the new market situation and possibilities that the Digital Age
offers [2]. The goal of Digital Transformation is rather a ‘thinking outside the box’
approach in finding new ways to do business than transforming the whole company
into a fully digitalized environment.

Nowadays, small and medium-sized enterprises (SME) are facing more and more
the challenge and importance to transform their business into the digital age [3]. One
of the main challenges is that SME only have limited resources at their disposal [4].
Not only the budget for investments and projects is low, SME do not have the technical
equipment and expert knowledge needed [3, 5-6]. In addition, according to a study from
the University of Applied Sciences in Business Administration Zurich regarding the



digitalization of Switzerland, SME with more than 100 employees have difficulties re-
garding change management and unclear responsibilities [5].

Different studies have shown that SME are already making efforts in the direction
of Digital Transformation [3, 7]. However, the studies have demonstrated that most
companies are not satisfied with their current activities regarding Digital Transfor-
mation, despite the high demand from the industries for digital transformation ap-
proaches.

Nevertheless, most of the SME are aware of the importance of digitalization in dif-
ferent areas of their business such as processes or employees and culture [7]. Thus,
SME need external support to improve their transformation projects and efficiently and
successfully transform their business. Many of these projects are implemented bottom-
up and miss a strategic positioning of the top management. Hence, a top-down imple-
mentation is the key to success in Digital Transformation projects [2].

To achieve strategy alignment in the Digital Age, Digital Transformation Consul-
tancy (DTC) needs to be carried out. DTC is a way to support stakeholders such as
CEOs or other business leaders to benefit from the “efforts to leverage Digital technol-
ogies that enable the innovation of their entire business or elements of their business
and operating models” [8]. Therefore, in order to support SME a methodic and time-
efficient approach, which takes into account all relevant areas of a Digital Transfor-
mation that might have an impact on the organization, is essential [9]. Out of this, SME
can use the potential and benefits from increased sales through new digital products and
services, improved customer experience that leads to a higher customer loyalty, cost
reduction, and an increased efficiency in operation [5, 10].

The aim of this paper is to introduce the Transformation Compass, a structured
framework and method to support and lead SME into the Digital Age used for the def-
inition of the strategy alignment. The framework combines the aspects Customer Cen-
tricity, Operational Excellence, Business Models, and Organizational Excellence. It
considers all relevant business areas of an enterprise where technology is seen as an
enabler, serves as a starting point for strategic discussion, and possible reorientation of
the company.

The research for this paper was done by applying a design research approach, which
is a design oriented research strategy with the aim to develop an artefact [11].

The paper is organized as follows: in section 2, an overview of existing frameworks
and models that describe relevant elements of Digital Transformation are given. Based
on this literature, the structure of a specific framework and approach for SME towards
Digital Transformation is elaborated in section 3. Section 4 focuses on the evaluation
of the developed framework and method. The last section evinces the conclusion of this
research paper.

2 Frameworks and Models to Foster Strategy Alignment

In order to receive inputs for the development of a specific framework for SME to han-
dle their Digital Transformation, a literature research regarding frameworks and models
in the context of Digital Transformation has been performed.



The research revealed that many of these models use a technical starting point by
asking questions such as about the integration of tools in the organization or the auto-
mation degree of processes. However, Digital Transformation is much more than just a
shift from analog to digital [12].

This research is embedded within the topic of Digital Transformation and not on
digitization of a business, thus, the technical assessment tools are not being compared
as part of this research. Instead, the Digital Transformation methods for a holistic ap-
proach to be used by companies is being investigated. Thus, six major frameworks and
models for Digital Transformation were found suitable to match this requirement and
have been analyzed in detail for this research. Two of these frameworks have been
developed by universities, one has been developed during the creation of a scientific
book and three have been developed by well-established consulting companies.

The following table shows the six different frameworks which have been analyzed
for this research based on their purpose and whether they are SME specific or not:

Table 1. Overview of existing frameworks

Framework Publisher Purpose SME. .
specific
Digital innovation | Gerhard Oswald and | create a comprehensive digital | no
and transformation | Michael Kleinemeier strategy with the customer [12]
framework
Digital Transfor- | Capgemini &  MIT | help organizations navigate | no
mation Framework | Center for Digital | through their digital transfor-
Business mation [13]
Digital Portfolio Ernst & Young deliver integrated business solu- | no
tions that empower enterprises
[14]
McKinsey Model McKinsey the impact of technology on var- | no
ious areas in a business [15]
Digital Transfor- | Cognizant develop a digital transformation | no
mation Framework blueprint [16]
Digital ~ Maturity | University of St. Gallen | typical transformation stages | no
Model and the prioritization made by
the organization [17]

Each of the mentioned frameworks in Table 1 are based on different building blocks
that include various different aspects for navigating through the Digital Transformation
of a business.

In order to further compare the six frameworks, a cluster of building blocks have
been determined based on the majority of common or very similar aspects of each
framework. The comparison reveals that there are seven main building blocks a Digital
Transformation consists of. The following table shows an overview of the frameworks
and the building blocks that are covered in the frameworks:



Table 2. Overview of relevant building blocks based on existing frameworks
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Digital innovation and transformation | v/ v v v v v v
framework [12]
Digital Transformation Framework by | v/ v v v v v
Capgemini & MIT [13]
Digital Portfolio [14] V| v v v v
McKinsey Model [15] V| v v v v
Digital Transformation Framework by | v/ v v v
Cognizant [16]
Digital Maturity Model [17] ViV v v v

As the comparison reveals, only the first framework takes all the identified aspects of
a Digital Transformation into account. The second analyzed framework has been the
second best framework for covering the identified building blocks. It has almost all
building blocks covered, except the building block employee. Thus, these two frame-
works have been the basis for starting with the development of a SME specific Digital
Transformation framework, as none of these frameworks was developed with specific
concern of SME challenges.

Summarizing, most frameworks and models are not specifically tailored to the needs
of SME. Yet, they might be applicable on SME as well but mostly do not consider the
specific challenges and opportunities of SME. Furthermore, almost every model ends
with giving an evaluation about the current or target strategic focus but does not include
specific recommendations on how to improve the current situation.

3 Development of a Strategy Alignment Method

Based on the research results of chapter 2, this section focus on developing an approach
to foster strategy alignment in SME. The developed strategy alignment method, which
is suitable for Digital Transformation initiatives of SME, has been named Transfor-
mation Compass by the authors. The title should make SME understand that this frame-
work-based method helps them, just like a compass, to define their strategic alignment.
Since most SME will need to adapt their current business conditions, the method has
also the name Transformation in it, as the SME will most likely have to change their
current strategy to match their business to the conditions of the Digital Age.



3.1  Purpose of Transformation Compass

The Transformation Compass allows SME to define the current and targeted strategic
focus of a company and to align it with existing digital technologies and other activities
to foster Digital Transformation in the organization.

As many SME are overwhelmed by the opportunities and challenges the Digital Age
offers, the aim of the Transformation Compass is to inspire and direct a company into
the digital future. This takes place in showing SME different possibilities on how the
company can either optimize or change its current business.

3.2 Definition of the Building Blocks for the Transformation Compass

Customer experience is one key motivation towards Digital Transformation [13]. Cus-
tomer centricity on the other hand is the journey of a customer, which includes customer
experience [3]. A customer journey is split into phases of attracting the customer,
interacting with the customer, the experience of a customer and how a company
empowers its customers [12, 18]. Thus, a first building block of the Transformation
Compass is the Customer Centricity.

Another key area for SME is to improve operational processes [19]. Not only
processes but also the strategy and corporate management, such as the importance of
data within the organization, are important aspects of Digital Transformation [13, 20].
All these aspects are combined in a second building block of the Transformation
Compass hamed Operational Excellence.

A third building block is the Business Model. This building block represents innova-
tion in form of for example new products and services or Cooperation with other com-
panies as enabler for a market growth [12, 19, 21]. Acquisition might be a further aspect
but due to the usually very low number of acquisitions with SME, this category is not
included in the Transformation Compass [22].

As a fourth building block, Organizational Excellence addresses the organization with
its culture, the way people are managed and lead, as well as how employees are inter-
acting with each other [12, 20]. Another important aspect is how companies deal with
changes and implement them into the organization [12].

Table 3. Mapping of the four Transformation Compass buildings blocks

< 5 = "
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Building blocks of Transformation £ 3 £ = S % § Z| %5 3
Compass £18%/ 5 25|28/ 55 |2
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Customer Centricity v v v
Operational Excellence v v
Business Model v v v
Organizational Excellence v v v




Yet, the following question remains: How do these four building blocks for the Trans-
formation Compass compare to the seven building blocks shown in Table 2. After the
literature review was completed and the seven building blocks were defined, the goal
was to include all the identified seven building blocks for the to-be developed method.
Table 3 shows how the four defined building blocks have been mapped with the existing
seven aspects from the literature review.

The two aspects Offering and Digital Capacities might be the two building blocks
from the literature, which at first glance are not fully understandable of how their map-
ping has been done to new building blocks. The aspect Offering is included within
Customer Centricity and Business Model due to the fact that the services and products
a company offers need to be defined as part of the Business Model with the customer
in focus. The aspect Digital Capacities is part of each of the four new building blocks,
because these capacities are regarded to be relevant for each subcategory of the Trans-
formation Compass as enabling drivers for the Digital Transformation of the SME.

3.3  Framework of Transformation Compass

Each of the four building blocks, discussed in the previous chapter, consist of several
main categories, 15 in total. In order to achieve an optimal structure for a methodical
procedure, the 15 main categories are further divided into a total of 50 subcategories.

To determine the 15 main categories and its corresponding subcategories, a deep
literature search was conducted.

Thus, the Transformation Compass has a structure that takes into account the most
important aspects of Digital Transformation found in the literature in general and spe-
cifically adapted for the needs of an SME. Hence, all areas, processes, and stakeholders
of a company such as marketing, strategy, culture, and employees are included in the
framework. The literature reveals that “specific capabilities include consulting services
for digital strategy and transformation, digital operations, and digital customer experi-
ence” [8].

ORGANIZATIONAL CUSTOMER
EXCELLENCE CENTRICITY
s - Change Management « Customer Attention
% - Collaboration « Customer Interaction
iy « Kl -G i
- L ip Management = Ci
= Corporate Culture
OPERATIONAL BUSINESS
EXCELLENCE MODEL
@ a - Coop
& - Process Excellence - Innovation
g - Corporate Management « Market Growth
@
intern extern

Fig. 1. Overview of the Transformation Compass building blocks



In order to visualize, the four building blocks can be organized in a matrix, as shown in
Figure 1, where one axis represents the external or internal perspective and the other
axis the focus on a human oriented or business oriented strategic alignment. All of the
building blocks are linked with each other to illustrate that a change or optimization on
one category might have an impact on another category as well.

In difference to other existing models and frameworks such as the six described
frameworks in chapter 2, the building blocks are derived from an economic point of
view. For example, the question might be how a company applies Knowledge Manage-
ment in its organization and not what kind of tools are in use to support collaboration.
Therefore, one of the characteristics of the Transformation Compass is how technology
can enable a specific strategic business opportunity. Like a compass, the methodology
leads the organization into a specific direction while having the overall strategy of the
company as a goal.

The structure of Transformation Compass is visualized in Figure 2.

C (o) i B o
LEVEL 1 BASIS
C y Model Excellence 4 Building Blocks
DEFINE RELEVANCE
LEVEL 2 each 3 to 4 main categories
Cooperation Market growth Innovation in total 15 main categories
DEFINE PRIORITY
each 2 to 4 sub categories
LEVEL 3
Tracking of Type of Generation Introduction in total 50 sub categories
trends innovation of ideas. of innovation
DEFINE POSITION
each 4 statements &
LEVEL 4 4 corresponding examples
in total 200 statements &
A 8 c ) 200 examples

Fig. 2. Structure and application process at the example of Business Model

3.4 Working with the Transformation Compass

The main idea is to apply the Transformation Compass in workshops where a coach,
who is trained on this method, guides the companies in defining the relevance, priority,
and position of their current and targeted strategic alignment.

We start with following scenario. Customers are interested to analyze how their com-
pany can develop a new Business Model. Therefore, at Level 1 the building block Busi-
ness Model is the relevant one. In a next step, the workshop coach defines together with
the customer whether the main categories, represented in Level 2, such as Cooperation
or Innovation are relevant or not in the organization’s context. Following, if the discus-
sion reveals that Innovation is relevant for their business, the priority is defined for
every single subcategory of Innovation, such as ‘Type of innovation’, represented on
Level 3. The priority options rank from not applicable to low, middle, or high. In a last
step, based on the subcategories, the current and targeted position of the strategic align-
ment for the subcategory is selected. This finally represents Level 4.



To support the coach during the workshop, there are several instruments available
such as posters to every building block and fact sheets with relevant information based
on level 3 and 4 from Figure 2. In addition, a web-based tool allows the coach to enter
all the data such as the relevance, priority, current and target position to receive an
automatically generated output that is further elaborated in chapter 3.6.

3.5  Instruments of the Transformation Compass

As a support for the coaches to facilitate their workshop moderation, fact sheets for
each of the 50 subcategories have been developed. These fact sheets help to visualize
the content on a single page and combine all necessary information to answer the rele-
vance, priority, and positioning of the customer’s business. Figure 3 shows a fact sheet
for the subcategory *Type of innovation” with the corresponding statements.

3.33. TYPE OF INNOVATION
Business Model .. refers to the thata sets when ing or i ing a p or
Innovation a service and what kind of the company applies based on the given

situation.

competitive P .
advantage innovation management
future market

Challenge

fast | - digital way Advantages
faster

n c o)

continuously  optimize new direction
existing new market new business
new ftarget models

groups

Fig. 3. Fact sheet based on the example of the subcategory ’Type of Innovation’

Each of the 50 fact sheets is structured in the exact same way. The visualization and
organization of the four statements is done in form of a matrix. By combining both axis,
a general statement of where the company sees its strategy alignment, currently and in
the future, is made possible. In addition, for every single statement an example is avail-
able in order to support the explanation of the statement so that the customer can map
the own business in a facilitated way.

The content of the fact sheets have been developed by the use of sentence pattern. A
clear structure fosters an easier understanding of the content even for people without a
background in the given topic. In addition, it allows adapting and implementing new
categories or statements efficiently. The sentence pattern follows for every type of def-
inition, statement, or example a specific syntax in giving a clear structure how to define
the texts and what kind of information to enter or add. As an example, key words such



as Incremental Innovation are used to complete systematically the sentence pattern for
defining the statements. Key benefits of using a sentence pattern is standardized results
and a reduced risk of multiple interpretation [23].

In addition, the workshop coach can use posters, which have been developed as part
of this research, for organizing interactive workshops. The goal by using the posters is
to have the possibility to define the relevance, priority, and position and for summariz-
ing and classifying the workshop results within a matrix. The posters are supportive to
the final determination of the focus areas on which the customer wants to concentrate
their transformation initiatives. Following, Figure 4 illustrates an example of such a
poster based on the building block Business Model for evaluating the workshop results.

Focus areas
BUSINESS MODEL
3.0 32 0 33 0O
8.1)) COOPERATION 8.2)) MARKET GROWTH 33, NN
il i il
1 - 3° O
¥ y ¥
21 g1 i1
a g a g &
- o — F—
Priority Priority Priarity
Priority Priority Priodity
o o] QO 0 o o ] o o] o o 0
wa ow  middle  high na low  middle  high e low  middle  high
Notes Notes Notes

Fig. 4. Example of a poster for use during workshops

3.6 Outcome of Transformation Compass

As a result, from performing the Transformation Compass the gap between the current
and target position, as well as the priority lead to one or several focus areas and specific
recommendations are given to the SME. The recommendations are a combined set in-
cluding the relevant processes to either adapt or implement, necessary skills as well as
rolls an organization should define, and the technical support in form of systems or
tools that are applicable for the SME. In addition, the software tool evaluates automat-
ically the focus areas and gives out an overview in form of a spider diagram and a table,
a benchmark as well as the specific recommendations according to the focus area.

4 Evaluation of the Strategy Alignment Method

In order to evaluate the Transformation Compass, the tool has been applied on several
one-day workshops with various SME of different industries, such as retail or trustee,
and of different sizes. Each of the workshops held was identically organized and led by
an experienced coach with a profound knowledge of Digital Transformation and the
Transformation Compass. This coach guided the participants of the workshop through
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the Transformation Compass. In addition, the framework and its application method
have been applied as a case study in a class about Digital Transformation of a further
education program at the University of Applied Sciences and Arts Northwestern Swit-
zerland (FHNW). The 24 participants of this class were from different industries, SME
as well as big companies and with different backgrounds.

Although the workshops were quite successful, it is important to define in advance
the workshop attendees from the customer’s side. Depending on the topics discussed
during the workshop, it is recommendable to invite the key stakeholders of that topic,
such as the head of marketing if the topic is regarding Customer Centricity. This con-
tributes by adding value to the discussion and includes the specific people that have a
deeper knowledge of the corresponding building block or category.

In some cases a pre-selection of the 15 main categories by the workshop coach is
necessary. That is another outcome and definitely the case for workshops where man-
agers cannot afford spending too much time in applying the Transformation Compass
with all its categories. A pre-selection allows a more concrete workshop on the topics
identified as relevant and assists in defining the participants of the workshop.

The material provided for the workshops as well as the structured approach has been
proven to be successful through the evaluation from the workshop participants. As a
supportive instrument for the coaches, the fact sheets help the participants to understand
what kind of strategy they currently apply. In addition, it fosters participants to broaden
their horizon in exploring what other options exist in this specific area. The posters
provide a good overview of the current discussion and results can be reused in a further
workshop.

5 Conclusion

As the Digital Transformation is omnipresent and poses a high potential, SME are fac-
ing the challenge of taking steps into the Digital Age by performing a Digital Transfor-
mation on their business. However, due to the limited resources that SME have at their
disposal, there is a high need for an approach that guides SME efficiently and system-
atically towards Digital Transformation. Whenever an SME is faced with moving from
the well-known into something new or even disruptive, it is essential to get on the path
and start the journey towards the Digital Age. The Transformation Compass offers a
way to incrementally optimize or change the organization by taking small steps and if
needed to reflect from time to time if the way is still applicable due to the current and
future situation.

The structured method with its scientific background convinces through a standard-
ized approach and user-friendly design. It allows the user to understand the concept of
its procedure easily and apply it to the own company. As the key words of the state-
ments are based on generally well-known economic concepts or terms and come with
examples, the interaction with the top management is facilitated. The focus areas and
recommendations that are defined together with the participants, serve as a basis to
define a concrete Digital Agenda in a further workshop where a so-called Digital Nav-
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igation Canvas is applied. This canvas includes relevant elements such as the techno-
logical and economical environment, organization, operations, competences, and re-
sources.

To conclude, the Transformation Compass ensures a transfer of knowledge in order

to develop a deeper understanding of the key areas and aspects of a Digital Transfor-
mation with regards to SME. The Transformation Compass is not a tool that measures
the maturity of an organization, but it supports an SME to set their individual strategic
focus in the Digital Age.
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