THE FUTURE OF
DIGITAL
COLLABORATION

Ecosystem

/'i;tkduUsistom/
noun

a complex network
of interconnected
businesses and
systems that enable a
Principal to provide
customer offerings
and create value
through adjacency.




THE RISE OF THIRD
PARTY ECOSYSTEMS

From the baker who purchased flour from the miller, to the

global bank that must comply with the rules set by its regulator:

organisations have always had to work with third parties to
create and deliver customer value.

Indeed, a recent Deloitte survey found that 73.9% of
respondents believed that third parties will play a highly
important or critical role in the year ahead.

Over time however, the way those relationships are designed,
organised and managed has evolved from traditional linear
models, towards the more holistic established approaches we
see used today (as set out in the diagram below).

models represent a powerful opportunity to create
new value through leveraging data, platform technology and
adjacent third party relationships, to establish a Third Party
Ecosystem.

These Ecosystems extend far beyond traditional relationship
management activities or strategic partnerships. Instead they
represent the future of collaboration, enabling organisations to
defend against disruption, reduce customer volatility and
ultimately, create and enhance value, with customers at the core.

This short ebook sets out a blueprint for the future of third party
collaboration in a digital world - the Third Party Ecosystem.
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The Ecosystem Opportunity

In markets with increasing saturation and the spectre of
disruption looming universally, profits are under pressure and
customer volatility is on the rise.

Organisations need to create new value without breaking the
bank or disrupting operations.

Ecosystems offer a unique opportunity for Principals to create
new value through commissions on third party customer
transactions, and, enhance operations through a more
strategic approach to third party management and data
liberation throughout the Ecosystem.

Taking a holistic view of a Principal’s third parties, Ecosystems
provide a structured way to manage third parties based on their
role, delivered value and the Principal’s level of control.

This marks an important divergence from traditional
organisational design, where accountability is delineated
between buy and sell side third parties: frequently resulting in
different (if not conflicting) management approaches, resource
allocation and strategies towards buy or sell side third parties.

Fundamentally, Ecosystems allow management to see both the
woods and the trees: enabling better decision making and a
fuller appreciation of the separation between accountability
and control in relation third parties.
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Ecosystem

/'izkousistom/

noun

a complex network of interconnected businesses and
systems that enable a Principal to provide customer
offerings and create value through adjacency.

Create new value: Platforms

Ecosystems come in many different forms, however, the future
of digital collaboration lies in Ecosystem Platforms that connect
Customers to throughout the
Ecosystem.

The diagram below provides a basic operating model for
digital Ecosystems. The enables seamless
integration between Principal, Customer, Third Party and a clear
source of new revenue in the form of commissions and
customer payments.

Delivering new revenue for Partners and improved experiences
for Customers, the Ecosystem becomes self-reinforcing -
driving increased customer traffic and Partners to the Principal.
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In 2017, The Economist
proclaimed that data - not oil
- was the world’s most
valuable resource. This may
go some way to explaining
why many organisations are
loathed to share it.

Ironically, however, as a result
of a lack of internal co-
ordination, antiquated
systems and (perhaps most
of all) fear of a data incident,
many organisations are
sitting on piles of data that
they either can't use, or don't
know how to use.

Ecosystems, however, require
Principals to reject this status

quo and liberate data across

the Ecosystem.

Data sharing can play an
enormous role in generating
efficiencies and innovations
throughout an Ecosystem,

3 | Copyright © 2020 threecosystems

CONT.

and the upside can be
mutually beneficial (see
‘Value through data
liberation’ opposite).

If trust is the currency of data,
Principals must first establish
the necessary security
infrastructure and sharing
protocols across each ring of
the Ecosystem.

Thereafter, through third
party integration with
realtime data streams,
Principals can begin to
unlock value and
opportunities in operational
and financial datasets.

Data liberation across
Ecosystems represents stark
divergence from traditional
thinking. Whilst it may be
initially confronting, if
Principals architect
Ecosystems with the right
incentives and controls, there
are powerful opportunities to
be seized.

ADJACENCIES IN ACTION

Many organisations, like those set out below, are already using an
Ecosystem Platform strategy to drive new revenue and improve
customer experience through third party Adjacencies.

Vertical Adjacency Horizontal Adjacency Novel Adjacency

o0 0 1.'"'! @
W .-

Up-sellers Aggregators Market Makers
Qantas Uber Amazon Booking.com  Mall of America: Theme
*Hotels  eLuxury *Books *Hotels park in shopping centres
*Hire Cars cars *Electronics  *City-breaks Medibank: Discounts on
*Uber *UberEats *Toys *Cruises pregnancy & recovery wear

Up-sellers and aggregators frequently provide both roles to customers

VALUE THROUGH DATA LIBERATION

Whilst far from common, more Principals are sharing key datasets with
third parties throughout the Ecosystem, opening the door to
innovation and operational efficiencies.

Retailers & Logistics companies have long shared order
management and logistics data, frequently offering direct
integrations to Principal front-end apps to allow customers to track
their orders in real time.

Rolls Royce collects massive amounts of data from its aircraft
engines. Early detection of faults in-flight allows engineers to be
called out and on-site before the plane has landed at its destination,
allowing quick resolution and more hours in the air.

An energy company shared anonymised customer usage data with
part of its Ecosystem. One of its partners designed an algorithm that
detected abnormal customer behaviour, prompting the Principal to

call proactively call vulnerable customers to make sure they were
ok.



It can be easy to overlook the numerous moving parts, dependencies and challenges
associated with managing a large number of different third parties across the

THE ANATOMY OF ..

The Ecosystem model (set out below) helps Principals to categorise and manage third
parties on a consistent and coherent basis. Outer rings represent an increasing lack of

control; whereas those towards the centre, indicate closer proximity to customers and
greater alignment of incentives in mutual success.

This enables (particularly large) organisations to take a more holistic approach when
thinking about strategy execution, resource allocation and third party relationship
Please click here to access definitions for the terms in bold management.

Market Architects are external bodies that
determine the environment (rules,
standards and constraints) in which the
Ecosystem operates.

All the participants within this border are
within the Principal's Ecosystem. That is, to
one degree or another, within the
Principal’s control.

Market Architects

External Forces

Suppliers

Ecosystems start with a Principal as the
foundational owner of the Customer
and third party Platform necessary for
adjacent transactions.

Operational Partners Ecosystems are always subject to

other factors in the broader external
environment. Whilst the likes of
disruptors, competitors and bad
actors are outside of control, the
Principal must always be cognisant of
these factors - constantly reshaping
and adaptina the Ecosvstem

Strategic Partners

Principal
Strategic Partners represent the
most important third parties
within the Ecosystem, their role is
to create new revenue from
existing customers, through the
Principal’s platform.
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Ecosystems always exist as part of a
broader environment. Generally
speaking, a Principal can exercise varied
control over its Ecosystem, but may only
be able to influence and adapt to its
broader environment.

Core Offerin®®
There are three key types of Strategic
Partner, defined by the type of
customer value offered: horizontal,
vertical or novel.

M. “eS
©rizontal Adjacen™®

Operational Partners are key to
supply and support the Principal

generate revenue from existing
offerings, or other owned assets.

Suppliers are integral to a Principal’s
ability to deliver Customer value,
however they are distinguished in that
they support the Principal deliver value,

but do not directly create revenue.
4 | Copyright © 2020 threecosystems

Industry Standards



THE VALUE OF
ECOSYSTEMS

Working closely with Third Parties and strategic partners is
nothing new. As a result the explicit and inherent value of
Ecosystems can sometimes be difficult to recognise.

However, the long term opportunities and benefits associated
with Platform Ecosystems should not be understated.

The late Clayton Christensen's theory of
'Jobs to Be Done' was a game changer for
how many organisations thought about
their customer offerings.

One approach suggests that the more
customer jobs an organisation can deliver
on (well), the more satisfied its customers
will be and, by extension, the more
successful it will be.

Platform Ecosystems enable Principals to
do just that: delight customers through
expanding the number of customer jobs
that it can deliver, without increasing
customer complexity or effort.

Supermarkets first achieved this some 80
years ago, this tried and tested model is
ready for the digital age.
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Whilst it's true that Principals might only
take a small commission from each third
party transaction, organisations with large
customer bases will quickly benefit from
volume.

The Principal's key responsibility is to focus
on the operations, integrity and
composition of the Ecosystem and its
platform. R&D, product management and
order fulfilment all sit within the partner’s
domain.

In this way, Ecosystem revenue is semi-
passive: the Principal connects third party
offerings to customers.

Thereafter it's the customer's job to buy if
they want, and the partners to sell
something they need.

An Ecosystem allows Principals to begin to generate semi-
passive revenue from existing customers, whilst also

strengthening market partnerships and improving customer

experience.

Financial benefits aside, these consolidation effects also serve to

improve customer retention (defending against disruptors and

competitors) through the provision of more expansive and
comprehensive offerings, unavailable from different Principals or

Ecosystems.

The graphic below sets out some selected benefits, but one
potent question still remains unanswered, can there truly be

more than one dominant Ecosystem in any one industry?

Enhance risk
management

In ‘Skin in the Game’, Taleb drives home
the importance of carefully defining and
aligning incentives with accountabilities.

Well-architected Ecosystems are founded
on a system of co-dependent incentives.
This, combined with the oversight and
transparency delivered from the Platform,
serve to create the green shoots of a
healthy risk culture across even large third
party estates.

Effective risk management is further made
possible through the clear structure
offered in the Ecosystem model, allowing
for highly targeted assessment and
treatment of risks across each ring and
component level.

Disruptors and competitors are Principally
after one thing - your customers. Increasing
customer stickiness and reducing volatility is
key to building market confidence and
commercial growth.

Expanding offerings (albeit through third
parties) increases the frequency of
interactions and impressions between
Principal and customer; with each
engagement strengthening the practical and
emotional bonds. For example, if you stop
using Facebook, you also lose access to a
range of peripheral and third party offerings.

In addition, all Ecosystem participants stand
to lose out if the Principal’s customers leave
or is disrupted in some way. Powerful
incentives exist for participants to join forces
to defend the Ecosystem they have built.

®


https://www.amazon.com.au/Skin-Game-Hidden-Asymmetries-Daily/dp/042528462X
https://hbr.org/2016/09/know-your-customers-jobs-to-be-done
https://hbr.org/2016/09/know-your-customers-jobs-to-be-done
https://www.amazon.com.au/Skin-Game-Hidden-Asymmetries-Daily/dp/042528462X

KEY CONGEPTS

Adjacency: refers to a Horizontal, Vertical or Novel Adjacency:

a third party offering which satisfies a
customer job that generally comes before or after an
organisation offering.

Example: A car insurance provider has a vertical adjacency
with a car retailer, as customers purchase car insurance after
they have purchased a car.

a third party offering that enhances
or extends an organisation offering’s coverage of a
customer job.

Example: A restaurant may have a horizontal adjacency with
a vineyard, enhancing and extending its offering through
the addition of specialty wine over dinner.

a third party offering that a Principal’s
Customers may find attractive or influence customer
perception, despite there being little or no connection to
Principal’s offerings.

Example: An airline may have a novel adjacency with an
environmental charity, potentially improving customer
perception and attracting environmentally minded
customers, despite the charity being a tangential (and
potentially contradictory) offering.
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Customer: a buyer of goods and/or services, that is aligned to
a Principal through choice and/or commitment.

Ecosystem: a complex network of interconnected businesses
and systems that enable a Principal to provide Customer
Offerings and create value through Adjacency.

Environment: the Environment reflects everything outside of
an organisation’s Ecosystem. Whilst some organisations have
influence, the broader Environment is outside of the Principal’s
control.

Market Architect: are external bodies that determine the
environment (rules, standards and constraints) in which the
Ecosystem operates.

Offerings: are goods and/or services offered for sale to
customers.

Operational Partner: a Third Party that involved in revenue
generated and/or customer facing activities on behalf of the
Principal, through means other than a Platform Adjacency.

Platform / Platform Layer: technology infrastructure that
provides a digital interface for Customers, Principals and Third
Parties to engage and transact.

Principal: The owner of the Customer and Platform that are
necessary for the existence of an Ecosystem.

Supplier: a Third Party that provides goods and/or services to
a Principal in order to operate or enhance its business.

Strategic Partner: a key Third Party that a Principal has on-
boarded to its platform for the purposes of providing an
adjacent offering to its Customers.



About

THREECOSYSTEMS

A third party Ecosystem represents
the interdependent network of
suppliers, strategic partners and
other third parties through which an
organisation can create, deliver and
realise customer value.

In a digital future, all organisations
will be a part of an Ecosystem, but
only some will lead.

Other ebooks in this series:
Ecosystem readiness: a self assessment
The currency of trust in Ecosystems and data

Managing risk, commercial and relationship
management in Ecosystems

Ecosystem architecture: a blueprint for construction

Register for access
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Many organisations and professionals are well equipped and
experienced in engaging and managing Third Parties using
conventional means.

Whilst some leaders recognise the potential value in
Ecosystems, the complexities of designing, operating and
assuring these models are less well known.

Constraints imposed by legacy technology, organisational
design and gaps between accountability and control represent
some of the key barriers to entering and maximising value from
an Ecosystem.

Our mission is to help organisations architect, implement and
realise value from Third Party Ecosystems through sharing our
latest thinking, in briefs like this, and bringing industry leaders
together to exchange ideas and new ways of working, at our
threecosystems community meetups.

Please get in touch, or visit our website to join the conversation.

Tom Sykes
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‘ ' threecosystems

Chief Ecosystem Architect

tom@threecosystems.com | www.threecosystems.com
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