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EASURING UP: DIGITAL STRATEGY
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has the right to make a recommendation to a client
on a path to purchase? Does a customer qualify for
a promotional offer? What were a client’s last three
NPS ratings? Effective KPI data governance means
these questions aren’t hypothetical; they are essen-
tial to meaningfully measuring success. The ability
to reliably answer these kinds of questions is the

surest signal of transformation success.

4. Commit to Continuous

KPI Improvement

Because digital transformation is a process, not a
destination, KPIs are waypoints, not endpoints.
Culturally and operationally, leaders must accept
that KPIs have to continuously evolve in order to
continue to drive value creation.

For example, a telecom company embraced cus-
tomer churn as a strategic KPI. Its marketing and
finance teams collaboratively created a CLV metric
to identify, segment, and score customers at risk of
canceling their service. More-valuable customers
would be targeted with promotional offers or up-
grades to increase retention. Analytics subsequently
identified some previously undervalued customers
as social media influencers who deserved higher
scores. Incorporating that data into decisions on
whom to target with special offers reduced churn
rates among high-value customers at very low cost.

KPIs continuously improve when linked to bet-
ter data, better analytics and machine learning, and
better experimentation. Leaders and teams that
own transformational KPIs should always seek to
make them more valuable by searching out addi-
tional data held by the company or third parties. If
NPS and customer satisfaction are critical, then
ever more granular data on on-time delivery, re-
turns, and customer service queries provides useful
leading indicators. If a perfect order rate is para-
mount, then data sets providing better visibility
into suppliers’ reliability are key. Digitally integrat-
ing dynamic analytics into a strategic KPT is what
transformation is all about.

Digital platforms transform the economics of
rapid and scalable experimentation; advanced or-
ganizations typically run thousands of digital A/B
experiments a week. They're keen to learn more
about customer, prospect, and lead behaviors.
For example, digital marketers increasingly run
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experiments to refine messages, segment custom-
ers, and build loyalty. Such experiments might
determine when or whether better segmenting
customers is more valuable in reducing churn or
increasing sales than better personalizing offers for
them. For some companies, better segmentation
will boost retention and CLV; at others, personal-
ization represents the better digital investment.

Some practitioners may also clone real-time data
sets, data flows, and the analytics composing them in
order to simulate different scenarios and experiment
with options for improvement. They might test
whether more granular data might lead to better
performance or how changes in one KPI might affect
or influence the performance of another.

TAKEN TOGETHER, this framework’s four compo-
nents enable a virtuous cycle. Better data and
analytics improve and enhance KPIs; better data
orchestration encourages the discovery of and
access to new data sources that strengthen strategic
metrics; seeing KPIs as dynamically evolving en-
courages leaders to look for new KPIs to track new
kinds of value the company can create; and ongoing
improvement and growth is baked in, so digital
transformation is ongoing.

Too many organizations fail to see transformation
as an opportunity to rethink strategic priorities and
operations. Our most important insight about trans-
formation is that successful leaders privilege
performance and capability improvements over cost
and head count reductions. These leaders champion
KPIs as a way of holding themselves and their em-
ployees accountable against strategic goals. They look
to metrics and measures that inspire new thinking,
new customer insights, and new growth opportunities.
Their KPIs are as innovative and empowering as the
products, services, and user experiences they sell.
These are the transformations that win.

Michael Schrage is a research fellow at the MIT Sloan
School of Management'’s Initiative on the Digital
Economy. Vansh Muttreja is strategy manager at
Deloitte Consulting. Anne Kwan is a principal and

the transformation strategy offering leader at
Deloitte Consulting. Comment on this article at
https/sloanreview.mit.edu/x/63321.
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How \Well-Designed
Work Makes Us Smarter

Work that permits autonomy, demands problem-solving,
and meets other criteria for good design can bolster

3 o e . . . :
employees’ cognitive skills and ongoing learning. ‘
BY SHARON K. PARKER AND GWENITH G. FISHER A 3

romoting worker learning is
an increasingly urgent prior-
ity: To succeed at executing
technology-driven strategies,
a company must have a
workforce that can rapidly

adapt to and master new
tools, processes, and roles. As
Al systems automate more
manual and routine tasks,
humans will likely take on work that is more cogni- .
tively challenging.! All of this makes it increasingly A
critical that managers understand how to foster cogni-
tion and accelerate learning in the workplace.?

We already know that both on-the-job learning and
expert knowledge are strong drivers of higher worker
performance.? But how can we further enhance work to
promote learning? Is it possible to speed up people’s infor-
mal learning at work? Can some types of work make people
more (or less) intelligent over time? Our research addresses these
important questions. The results show that not all work is equal
when it comes to fostering learning — but the differences do not result
from the type of work being done. From a review of research studies across
multiple disciplines (including organizational psychology, occupational health,
ergonomics, and gerontology), we identified the powerful role of work design for enhancing workers’ cognition.*
This means that, irrespective of a person’s occupation, more learning will happen when work is well designed.

Work design is about the nature of people’s work — for example, which tasks workers do and how many
tasks they have — as well as how the work is organized, such as whether people work on a team or indepen-
dently.” In this article, we’ll describe five aspects of work design that we identified as shaping worker
cognition, and ways to maximize them to boost learning. We'll also discuss the implications that this re-
search has for an aging workforce and provide recommendations that managers can put into practice. But

first, we'll explain what is meant by cognition, and the two types of intelligence that are important for
worker performance.
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.
The authors systematically
gathered research on work
design and cognition from
across multiple disciplines,
including neuroscience,
public health, aging,
experimental psychology,
gerontology, and
management.
v
They identified over
180 articles through this
process, which they
synthesized into six distinct
perspectives: work design,
learning, human factors,
lifespan/aging, occupational
health, and neurology.

Based on an analysis of
the research within these
perspectives, they
identified short-term and
long-term processes by
which key aspects of
work design affect
workers' cognition.

Crystallized and Fluid Intelligence

There are two key types of human cognition, both
of which are crucial for worker performance:
crystallized knowledge and fluid cognitive abili-
ties. Knowledge includes the facts we know, our
understanding of how to do things (procedural
knowledge) and what is referred to as tacit knowl-
edge (noncodified knowledge that’s informally
acquired and hard to explain, like driving a car).
When people learn, they acquire new knowledge.
Across a whole career or lifespan, knowledge typi-
cally increases as people gather experience and
develop expertise and wisdom. (See “Fluid and
Crystallized Intelligence Across the Lifespan.)
This change is referred to as a growth in crystal-
lized intelligence.®

Consider a sales representative who applies

their knowledge of a product’s features to sell it to
clients. With repeated sales, they will learn more
about the product and the clients, developing
expertise. Over many years, their accumulated
knowledge makes them an unusually effective and
wise judge who can manage challenging clients and
complex product issues. The sales rep’s knowledge
(crystallized intelligence) has grown.

The second type of cognition is fluid cognitive
abilities, which is our capacity for paying attention,
reasoning, and processing information. People
use their perception and working memory, for

example, to reason, solve problems, and make deci-
sions. For the salesperson described above, the
underlying working memory capacity and speed of
processing complex information enable them to
solve a client’s problem. In contrast to knowledge,
which accumulates and continues to increase
across the lifespan, on average these fluid cognitive
abilities, sometimes referred to as fluid intelligence,
tend to decline as people age.”

Our research suggests that work design can shift
both the crystallized and fluid intelligence curves.
We identified the following five aspects of work
design as important for cognition:

« Job autonomy, or job control, refers to how much
opportunity workers have to make or influence
decisions and choose when they work on particu-
lar tasks, and how they go about doing their work.

« Feedback is the information a worker receives
about the effectiveness of their work behaviors.
Feedback can come from the job, such as when
a customer offers praise or criticism, or when a
sales rep can see how many orders they have
booked; from formally structured systems, such
as performance appraisal systems; from others in
the environment, such as peers and supervisors;
from electronic systems; and from the worker’s
own efforts to obtain feedback.

FLUID AND CRYSTALLIZED INTELLIGENCE ACROSS THE LIFESPAN .
Although fluid intelligence — which includes working memory and reasoning - typically begins tg decllne_
in early adulthood, crystallized intelligence {or wisdom, knowledge, and expertise) does not deteriorate with

age and often increases.

COGNITION
SCORE
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s Job complexity refers to the extent to which a job
puts mental demands on a worker that require
aptitude, skill, training, thought, creativity, and
independent judgment.

« Relational aspects of work concern the social con-
text within which tasks are executed, such as the
degree of social contact, social support, task inter-
dependence, and interaction with people outside
the organization relevant to the job.

« Psychosocial job demands, such as workload and
emotional demands, include those social and orga-
nizational elements of a job that require sustained
physical or mental effort and incur physiological
or psychological costs such as increased cortisol
release, fatigue, and/or feelings of anxiety.?

Enriched Work Design

Boosts Cognition

When work is well designed, it gives workers a
chance to use their cognition by applying their
existing knowledge and abilities and to further de-
velop them. For example, if a salesperson has a
highly complex job in which they repeatedly sort
out challenging contracts, they have the opportu-
nity to apply their knowledge of contracting, and
they engage in problem-solving, which relies on
cognitive processes like working memory.

But if the sales rep has no autonomy to address
customer complaints and instead is required to
refer every small problem to their supervisor, this
reduces the salesperson’s chance to apply their
product knowledge or engage in problem-solving
that draws on their expertise. As we will see shortly,
these diminished opportunities for using cogni-
tion not only affect learning in the short term but
can influence whether fluid intelligence declines as
one ages.

The way that work is designed does more than
shape whether people have the opportunity to use
their cognition: Work design can also accelerate
learning. Especially important is having complex
and challenging tasks, job autonomy, and feedback.
Complex, challenging tasks stimulate the need for
employees to explore effective work strategies to
achieve their goals. Job autonomy then allows peo-
ple the chance to explore and experiment with
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different strategies. And finally, feedback provides
information regarding which strategies are effec-
tive. Together, these aspects of work design speed
up workers’ learning.

Some of the best research supporting the idea of
accelerated learning comes from the University of
Sheftield.? In a series of studies in manufacturing,
the researchers showed that machine operators
learned to anticipate and then prevent faults when
they were given greater job autonomy. Using a
novel methodology in which they analyzed the
pattern of machine breakdowns before and after
the intervention, the researchers showed an initial
decrease in machine downtime of 20%, followed
by a larger decrease in downtime of 70% in the
long run. The initial decrease in machine down-
time was due to the fact that when operators were
given the autonomy to solve problems themselves,
they could respond more quickly than when they
had to call on specialists like engineers. But the
lagged and larger decrease in machine faults
occurred because over time, operators’ greater
autonomy meant they were able to learn how to
prevent faults from occurring in the first place.

Examples of how poor work design can impair
learning have also emerged in the context of automa-
tion. Sometimes workers become passive monitors
of the machines, with their main role being to watch
the machine in case it breaks down. In such jobs,
workers have low active engagement with the auto-
mated system, with little autonomy to influence its
operation, little opportunity to use knowledge and
solve problems, and little feedback based on their ac-
tions. The consequence is that workers lose touch
with what is happening; they are left out of the loop.
When the automation fails (as it invariably does,
since no automation is 100% reliable), the workers’
limited awareness regarding what is happening with
the machine makes it impossible for them to recover
the situation effectively.!®

Aviation provides a classic example of this sort
of failure. Analyses of several plane crashes have re-
vealed situations in which the autopilot failed, and
the work design of the pilot meant that they had in-
sufficient situational knowledge to quickly address
the problem and recover the plane.

Another pathway by which work design affects
cognition is motivated exploratory learning.
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Well-designed work generates motivation, such as
feelings of enthusiasm and commitment that in
turn foster engagement and learning. A motivated
sales rep who is interested and engaged in their job
will do things that boost learning, such as ask
questions, observe other salespeople to see what
strategies work for them, try new approaches, and
seek out novel projects. All of these motivated
behaviors — inquiring, observing, exploring, and
taking on stretch work (tasks that exceed their ex-
isting competencies) — will boost the salesperson’s
knowledge and provide opportunities for using
increasingly complex cognitive abilities, such as
reasoning, problem-solving, and creativity.

Several aspects of work design have been impli-
cated in this motivational pathway. When people
have job autonomy, they develop a strong sense of
ownership over their work, which motivates them
to go above and beyond to solve problems in their
jobs. When jobs are complex, it gives motivated in-
dividuals the chance to demonstrate and reinforce
their sense of competence on the job. A supportive
social context also motivates learning, because
workers feel psychologically safer to try new things.
In other words, they have an opportunity to apply
their knowledge and engage in problem-solving,
with little risk of negative consequences if they
make a mistake. In one study, researchers reported
that support from peers/managers predicted en-
gagement in informal learning behaviors, which in
turn predicted knowledge and skill acquisition."

Interestingly, from a motivational perspective,
feedback can be a double-edged sword. Sometimes,
too much feedback can become a crutch, focusing
workers attention on the goal of getting positive
feedback and shortcutting one’s actual learning.'
In addition, when feedback is strongly evaluative
and focused on the person more so than on the
task, feedback can become negative for learning.
Strong evaluative feedback, such as personal judg-
ments about how well one is performing, causes
people to focus on themselves in an anxious way,
which can become demotivating and distracting.
The reduced motivation from highly evaluative
feedback explains why feedback from the job —
such as direct feedback from customers — is
sometimes more powerful for learning than feed-
back from others, such as peers or supervisors.
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Such findings have led researchers to advocate for
the importance of having a supportive feedback en-
vironment in which, for example, feedback comes
from credible peers or supervisors, involves ac-
knowledging positive performance, is specific and
provided frequently, and is delivered in a support-

ive and task-oriented manner.'?

Excess Demands Impair Cognition
Although complex and stimulating work is gener-
ally positive for learning, it is important that this
challenge does not become too great. Highly de-
manding work can invoke a physiological stress
response that interferes with learning and workers’
abilities to focus attention, via the process of strain-
impaired cognition. The stress response includes
the more rapid secretion of cortisol and other
glucocorticoids in the body, which increases the
amount of sugar, or glucose, in the bloodstream.
Although the boost of glucose increases energy and
may improve short-term memory at the time, over
longer periods this stress response can impair
longer-term memory and block learning. '

Aspects of work design that can result in strain-
impaired cognition include a lack of job autonomy;
a lack of social support; and excessive psychologi-
cal demands, such as long work hours, a high
workload, time pressure, high levels of role conflict
(being pulled in different directions to fulfill differ-
ent work goals), or exposure to interpersonal
conflict such as incivility, harassment, or bullying.
One study, for example, showed that when workers
experience disrespect and rudeness from others at
work, their ability to pay attention is reduced,
interfering with cognition and impairing problem-
solving and creativity.'®

In a final process that we refer to as depleted
cognitive capacity, excessive complexity can be a
particular block when workers are learning a new
task. Humans’ working memory and attentional
capacity are finite, so when tasks are too complex,
an individual is no longer able to absorb informa-
tion, and learning is impaired. The implication is
that when teaching someone a highly complex
task, it is important to break it down into simpler

steps or subtasks. It is also important not to add to
the cognitive burden, such as by providing poor

instructions.
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Implications for Supporting
Effective Aging
To this point, we have considered the short-to-
medium-term processes by which work design
shapes learning, which is important for promoting
high job performance. But there is a further impor-
tant, longer-term value of well-designed work: the
intriguing idea that, over time, well-designed work
can help maintain workers’ cognitive abilities and
reduce age-related decline, likely as a result of
changing brain structure or function. This cogni-
tive preservation pathway dovetails with the “use it
or lose it” process discussed by neurologists:
Individuals who are consistently mentally active
can preserve their cognitive function (and forestall
loss of their cognitive abilities/fluid intelligence)
through increased neuronal development in the
brain.’® Research supports the idea that job auton-
omy, job complexity, and relational work design
can help preserve cognition. Through studies in
occupational health and lifespan gerontology, work
design has been linked to long-term cognitive abil-
ity outcomes, such as the prevention of cognitive
decline or decreased risk of Alzheimer’s disease.
With this domain of research, it is important to
rule out the possibility that people with higher cog-
nitive abilities choose more complex or autonomous
jobs (that is, the reverse causal pathway of our focus
here). Thus, the strongest evidence for a “use it or
lose it” process triggered by work design comes from
showing a link between work design and a later
change in cognition.
In one study of this type, researchers analyzed
data collected over an 18-year period from the
University of Michigan Health and Retirement
Study.!” The researchers found that workers in
more mentally demanding jobs had higher levels of
cognitive functioning (as measured by tests of epi-
sodic memory) and declined less compared with
those in less-complex jobs. Another example comes
from Sweden, where researchers tracked more than
2,000 dementia-free 60-year-olds for nine years
and found that those with high job autonomy and
high demands (that is, an active job) in their lon-
gest-held job had lower cognitive decline compared
with individuals with poorer work designs.®
Moreover, the longer that a worker had been in an
active job, the better the cognitive outcomes.

SLOANREVIEW.MIT.EDU

It’s likely that good work design, in addition to
shaping people’s fluid intelligence over a career,
also influences crystallized intelligence over the
long term. Previously, we discussed how job auton-

~ omy, complexity, and feedback carf accelerate the

acquisition of deeper and broader knowledge. It
makes sense, therefore, that long-term exposure to
such work designs should result in an accumula-
tion of knowledge, such as the development of
expertise and even wisdom. Few studies to date
have linked work design to these sorts of crystal-
lized intelligence outcomes, but it is interesting to
note that there is strong evidence that job perfor-
mance does not decline with age, even though
people often have age-related declines in fluid cog-
nitive abilities such as memory and reasoning.”
One explanation for this result is that declines in
memory and processing speed are potentially offset
by increasing crystallized intelligence.

Finally, just as good work design likely promotes
positive changes in cognition over a career, poor
work design can drive negative outcomes by im-
pairing health. Although research is still quite
scarce, long-term exposure to chronic stressors ap-
pears to be associated with a higher prevalence of
cognitive decline (including memory impairment
and dementia) among older adults. An analysis of a
population-based study of dementia in Swedish
twins found that if a twin had low job autonomy in
combination with low social support and high job
demands, they were more likely to get dementia in
old age than their twin with better-quality work.2°

These findings linking work design to long-term
cognition are very important. We have an aging pop-
ulation and a growing mature workforce for whom it
is vital to maintain cognitive functioning as they
continue to work longer than previous generations.
Well-designed work may be a powerful protective
factor that helps older workers learn new skills,
boosting crystallized intelligence and reducing im-

pairments in fluid intelligence as workers age. (See
“Influencing Cognition Across the Lifespan,” p. 46.)

Work Design for Cognition Needs
Attention From Leaders

Unfortunately, the quality work designs we have dis-
cussed as promoting learning tend to be thin on the
ground. For instance, one European survey of over
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44,000 workers showed that 20% of workers holda
“poor quality” job (with low skill use, little auton-
omy, and poor work conditions), and a further 13%
have a high-pressure job with excess demands.”!
Moreover, Gallup’s recent analysis of U.S. work
shows that job quality during the COVID-19 pan-
demic has declined for at Jeast 40% of workers, and
the decline has been greatest for those who had the
poorest-quality jobs to begin with.22 These studies
suggest that good work design is not widespread,
with spillover consequences for worker learning, job
performance, and the long-term cognitive function-
ing of large numbers of people.

The increasing use of Al systems to perform su-
pervisor tasks also poses a risk for good work
design. Research shows that although digitalization
can increase job complexity as a result of more rou-
tine tasks being performed by machines, it also has
the potential to increase computer-based control in
the workplace and to create passive “monitoring”
jobs with limited autonomy and reduced opportu-
nities for learning. (See “How Algorithmic
Management Affects Work Design. §)

Fortunately, there is plenty that organizations
and managers can do to address these issues.

1. Develop and train managers who under-
stand how to create high-quality werk. For
example, managers should aim to design and

structure work in a way that gives workers auton-
omy and control over their activities, promotes
their engagement in decision-making, and allows
them to engage in problem-solving. Managers
should also reduce job stressors and fatigue at
work, and provide emotional and practical support
to help alleviate potential stressors.

This must start with training and awareness-
raising for managers. Our own research shows that
managers often do not think about designing inter-
esting and stimulating work for people.” Managers
also often need support to develop the skills
required to lead with an empowering rather than
autocratic style. Investing in training managers in
work design is a necessary component for acceler-
ated learning. A practical approach for improving
work design is to appl?y the SMART model, which
synthesizes the key aspects of work design into a

holistic framework:*

S — Stimulating (complex and varied work)

M — Mastery (providing job feedback and role
clarity to aid mastery)

A — Agency (job autonomy and control)

R — Relational (social contact, social support,
and interaction with others)

T — Tolerable (manageable levels of job demands
such as workload and time pressure)

INFLUENCING COGNITION ACROSS THE LIFESPAN

oincrease and prevents fluid intelligence

Good work design helps crystallized intelligence continue t

from dropping off steeply as workers age.
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2, Organize work differently to improve work-
ers’learning. There is a long history of work design
interventions such as job enrichment, empowerment,
and self-managing teams, with evidence that these
initiatives can improve both worker well-being and
performance.? Job enrichment, for example, involves
not only expanding the variety of tasks that workers
perform, but also granting workers greater decision-
making responsibility. Decisions that might once have
been made by specialists or managers are delegated to
workers, with efforts to ensure that they have the
training and skills to exercise their greater authority
wisely. Tasks that connect with one another can be
grouped to form a single job with skill variety instead
of being fractured into multiple distinct, narrow jobs.
Excessively standardized protocols, such as when
teachers are required to follow highly prescribed
lesson plans, are avoided where possible. Such steps
will help create learning-oriented work design.

3. Develop work policies and culture to align
with enriched work design. For example, health and
safety policies should explicitly include consideration
of work design. Mental health policies often focus
on the provision of counseling services to stressed
employees but pay little attention to the work-based
causes of stress, such as excess job demands. Career
planning sessions could include explicit discussions of

work design as a vehicle for development. A support-
ive, open, and learning-oriented culture goes hand in
hand with efforts to harness the learning benefits of
good work design.

4.Promote individuals’ efforts to improve the
design of their own work. Workers often see formal
training as the best or only pathway for their personal
and professional development, so it is important to
raise their awareness that well-designed work can en-
hance their learning and cognitive health. Workers
can be encouraged to craft their work so that they
have more challenging projects, more chances to take
the initiative, and stronger social networks. A great
deal of research evidence shows the value of such job
crafting for creating more satisfied employees in
higher-quality jobs.?®

Workers can deliberately engage in stretch work to
build skills over their careers.”” Seeking promotions,
moving to new jobs, or changing occupations will also
help to foster positive cognitive outcomes if these
moves result in better-designed work. Importantly,

HOW ALGORITHMIC MANAGEMENT

AFFECTS WORK DESIGN

Organizations concerned with how work design affects cognition will want to
keep a close eye on the adoption of Al tools that autornate employee manage-
ment tasks. Research that one of us (Sharon Parker) has conducted into so-called
algorithmic management finds that these systems may degrade the quality of
work experiences to the detriment of employees’ cognitive development.

Xavier Parent-Rocheleau and Parker recently analyzed 45 studies of algorith-
mic management and found that management tasks undertaken by these
systems — monitoring, goal setting, performance management, scheduling,
compensation, and termination — can directly affect work design for
employees.| Namely, each of these functions affects both job resources (such
as autonomy, feedback, and complexity) and job demands (such as workload) —
all of which can be important to well-designed work that supports cognition.

Algorithmic management most commonly lowers employee autonomy; this
effect was seen in every function of the six listed above, except for termination.
Automated monitoring and goal setting tend to reduce job complexity, and mon-
itoring also degrades problem-solving opportunities. Higher workloads, lower
social support, and greater job insecurity can be further consequences when
algorithms take over employee management tasks.

such strategies need to be balanced alongside the
awareness that making one’s job too demanding or
stressful can cause strain, deplete cognitive resources,
and lead to impaired cognitive functioning.

FINALLY, BEYOND CHANGES within the organi-
zation, leaders must recognize that work design is
embedded within a broader public policy and legis-
lative context. Change at this level might well be
needed to bring about improved work designs that
foster cognition over longer time spans. National
policies on issues such as precarious employment
and digitalization should be considered from the
perspective of the cognitive well-being of members
of society. To maintain a skilled and knowledgeable
workforce, policy discussions about the implica-
tions of digital technologies need to go beyond the
current emphasis on ethics (related to biased
decisions made by algorithms, for instance), or
projected statistics on jobs lost to automation, to
include how new technologies affect the quality of
people’s work design.

Sharon K. Parker (www.sharonkparker.com) is a John
Curtin Distinguished Professor at Curtin University,

an Australian Research Council laureate fellow,
director of the Centre for Transformative Work Design
{@wetransformwork), and a chief investigator for the
Centre of Excellence in Population Ageing Research.
Gwenith G. Fisher (@gwenithgwyn) is an associate
professor in the Department of Psychology at Colorado

State University, an adjunct associate professor in
the Colorado School of Public Health, and an affiliate
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investigator with the Centre of Excellence in Popula-
tion Ageing Research. Comment on this article at
https://sloanreview.mit.edu/x/63319.
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When Losing Money

|s Strategic—and \When

't Isn't

A simple but often overlooked analysis of unit economics can hel
t
know early on whether they are driving for unhealthy losses. elp entrepreneurs

BY RAMON CASADESUS-MASANELL, DORA HORVATH, AND S. RAMAKRISHNA VELAMURI

he bike-sharing company Ofo was

founded in 2014 by members of a

Peking University bike-riding club

without much fanfare. They ini-

tially focused on bike tourism but
swiftly switched to what they saw as the bigger
prize: a bike-sharing app. In the next three years,
the company’s growth exploded. By 2016, Ofo had
a fleet of 85,000 bicycles in China, and it soon
began to open locations around the world, includ-
ing India, Europe, Australia, and the United States.
The company would eventually raise a staggering
$2 billion in funding. But by 2018, facing stiff com-
petition and cash flow stress, its leaders considered
filing for bankruptcy several times. A year later,
Ofo was out of business,

What went wrong?

Ofo, like many new ventures — especially those
backed by venture capital — focused on growth in
its early years. Often, that means a venture will lose
money. That’s not unexpected in a startup, of
course, but the key question is whether such losses
are healthy or unhealthy.

If the business model anticipates both creating
and capturing value, the losses occur purely because
the entrepreneurs are investing in growth and scale.
Over time and with scale, the losses should take care
of themselves. These are healthy losses.

But if the business model is fundamentally flawed
and fails to capture a part of the value it creates, then
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