Roland Frank - Gregor Schumacher -
Andreas Tamm

Cloud
Transformation

How the Public Cloud is changing
businesses

@ Springer




Cloud Transformation



Roland Frank « Gregor Schumacher
Andreas Tamm

Cloud Transformation

How the Public Cloud is changing
businesses

@ Springer Gabler



Roland Frank Gregor Schumacher
Mediadesign Hochschule Miinchen Berlin, Germany
Miinchen, Germany

Andreas Tamm
Miinchen, Bayern, Germany

ISBN 978-3-658-38822-5 ISBN 978-3-658-38823-2  (eBook)
https://doi.org/10.1007/978-3-658-38823-2

© The Editor(s) (if applicable) and The Author(s), under exclusive licence to Springer Fachmedien Wiesbaden
GmbH, part of Springer Nature 2023

The translation was done with the help of artificial intelligence (machine translation by the service DeepL.com).
A subsequent human revision was done primarily in terms of content.

This work is subject to copyright. All rights are solely and exclusively licensed by the Publisher, whether the
whole or part of the material is concerned, specifically the rights of translation, reprinting, reuse of illustrations,
recitation, broadcasting, reproduction on microfilms or in any other physical way, and transmission or information
storage and retrieval, electronic adaptation, computer software, or by similar or dissimilar methodology now
known or hereafter developed.

The use of general descriptive names, registered names, trademarks, service marks, etc. in this publication does
not imply, even in the absence of a specific statement, that such names are exempt from the relevant protective
laws and regulations and therefore free for general use.

The publisher, the authors, and the editors are safe to assume that the advice and information in this book are
believed to be true and accurate at the date of publication. Neither the publisher nor the authors or the editors give
a warranty, expressed or implied, with respect to the material contained herein or for any errors or omissions that
may have been made. The publisher remains neutral with regard to jurisdictional claims in published maps and
institutional affiliations.

This Springer Gabler imprint is published by the registered company Springer Fachmedien Wiesbaden GmbH,
part of Springer Nature.
The registered company address is: Abraham-Lincoln-Str. 46, 65189 Wiesbaden, Germany


https://doi.org/10.1007/978-3-658-38823-2

Foreword

Anyone who thinks that Cloud Transformation: How the Public Cloud is Changing
Business (Cloud-Transformation: Wie die Public Cloud Unternehmen verdndert) is just
another attempt to get CIOs to use cloud infrastructure services instead of their own data
centers is completely wrong. The three authors combine a rare blend of economics, corpo-
rate strategy experience, and modern IT architecture in one book. It is therefore particu-
larly aimed at interdisciplinary readers, both in established companies and in start-ups.

At the beginning of the cloud computing era, many IT leaders in Europe particularly
thought of public clouds as a continuous evolution of traditional IT operations and out-
sourcing offerings. However, the “Infrastructure as Code” approach, which offers fully
automated procurement of infrastructure via an API in a matter of minutes or even sec-
onds, showed how radical and innovative public clouds were. Although their IT infrastruc-
ture was comparable to traditional IT services at the beginning, the business model is the
real disruptive innovation. Thus, “cloud transformation” has become the key enabler of
innovative digital business models in most industries.

The current work by Frank, Schumacher, and Tamm helps corporate strategists to navi-
gate the standard American literature of the tech industry and to find the sensible direction
of their digital strategy in the context of their industry. This is not just about new digital
products, with which — detached from the core business — hardly any conservative investor
or owner in Europe can be convinced. In established companies, the digitization of exist-
ing products or services is the key to success. In the process, existing products can take on
a different “digital intensity.” Especially when an industry is seriously transformed by
offerings of a very high digital intensity, as online retailers have experienced in retail,
companies need to radically question their value creation. If necessary, an established
company must cannibalize itself to avoid disruption by a newcomer. That’s why, for exam-
ple, competing automotive giants like Daimler and BMW are jointly driving forward digi-
tal mobility solutions. Even if fewer cars are sold as a result, a new user group is addressed
that prefers to rent vehicles on a short-term basis rather than buy them.

Books like Cloud Transformation, which master the bridge between technology and
business, are so important for realigning any industry. The fundamentals of digital busi-
ness models are the same everywhere, whether they’ve been selling computer
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infrastructure or cars. The general availability of cloud-native technologies, with machine
learning and IoT backends, is accelerating market transformation. This makes their digital
strategy not just a corporate strategy but a survival strategy — even as a current mar-
ket leader!

Dr. Ried

Dr. Ried is a principal analyst at the independent analyst firm Crisp Research and con-
ducts market research around cloud computing and IoT. In addition to leading roles at
software vendors, Dr. Ried was responsible for global market research and strategy con-
sulting for cloud providers at Forrester Research for over 7 years.

Images: https://www.stefan-ried.de/#publicimages.
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Preface

In 2010, the animated film Cloudy with a Chance of Meatballs was released in the German
version: Wolkig mit Aussicht auf Fleischbdllchen. This film is about an ingenious inventor
whose ideas have not been appreciated until now, be it spray-on shoes or devices that can
read the minds of monkeys. It is only when he invents a machine that can turn water into
food, which suddenly takes on a life of its own and eventually disappears into the clouds
(“Cloud”), that he gains the public’s attention. Because everyone can now reap the benefits
of the “Cloud,” every resident of the city gets an account with which they can trigger food
orders. Pizzas, hamburgers, spaghetti with tomato sauce, and meatballs are now available
to everyone and at any time.

It’s a similar story with the public cloud: Software and IT infrastructure from the public
cloud mean an incredible gain because they are available to everyone at all times — and that
applies to both the private users of these services and companies. Dropbox, Lieferheld,
Spotify, and Co. have become an indispensable part of our everyday lives. All of these
cloud applications have integrated themselves inconspicuously but firmly into peo-
ple’s lives.

The same applies to numerous enterprise applications that are available via the public
cloud: The increase in efficiency and convenience are so great that companies that have
already dared to move to the public cloud can no longer imagine returning in many cases.

Surprisingly, however, these advantages have not yet led to companies making inten-
sive use of the cloud. According to a survey by Bitkom, 73% of companies in Germany
already use cloud computing, but so far the use is generally limited to the areas of data
storage (61%), e-mail applications (48%), or office applications (34%). The real benefits
that can be realized by using the cloud play only a minor role: for example, agile software
development, digital business models, new work processes, and flexible cost structures.

So, it’s no wonder that for many managers the topic of the public cloud is still more of
a duty than a freestyle part of their daily work. In many cases, individual technology-savvy
employees have to drive the majority of the company ahead of them. Cloud Transformation:
How the Public Cloud is Changing Businesses aims to help cloud experts better commu-
nicate the benefits of the new technology — and help managers get to grips with the
new issues.

Vil



Vil Preface

Expecting a sales employee to understand and judge all legal contract details would be
asking too much. Similarly, it doesn’t make sense to have the accountant create the UX
design of their new analytics software themselves. The specialization benefits in these sub-
areas are so great that it is a full-time job to professionally implement the activities behind
them. The starting position for managers, however, is different: While even they cannot be
expected to develop software themselves or to be able to evaluate the code of their devel-
opers — they should know and be able to correctly classify the major economic and busi-
ness contexts of the IT architectures used. Because this results in decisions that strongly
influence the competitiveness of their digital business models — and ultimately the conti-
nuity of all the other tasks and activities in a company depends on this.

To be able to take on a responsibility of this scope, fundamental knowledge in the areas
of digitalization of business models, cloud computing, and software and organizational
development will be increasingly expected in the future. If managers succeed in gaining
this overview, they will be able to mediate between the different departments as contact
persons — and last but not least: make the right decisions.

This book is dedicated to these four areas — digital business models, cloud computing,
software, and organizational development. It provides managers with a tool that enables
them to (re)start the dialog with the business departments and drive the cloud transforma-
tion within the company. The book is written in such a way that IT laymen can follow the
explanations — but at the same time, IT advanced users can also take away new ideas and
concepts for the management and realignment of companies for their daily work.

Several people were involved in the creation of this book, and we would like to take this
opportunity to express our sincere thanks to them:

* Many thanks to Ms. Wiegmann, our editor at Springer, who intensively accompanied
the creation of this book from the first idea to publication.

e In addition, a big thank you to the employees and managers of Arvato Systems, who
provided the template for this book with the cloud transformation in their company.

* We would like to thank our editor and proofreader: Dolores Omann and Jan-Erik
Strasser, on whom we put a lot of pressure due to our tight deadlines.

Finally, we express our heartfelt gratitude to the people in our immediate circle who have
supported us in the last few months, and the book would not have been possible without
their cooperation and encouragement.

Fabiola, Valentin, Daniela, Tina, and Jutta: Thank you very much. This book is dedi-
cated to you.

Munich, Germany Roland Frank
Berlin, Germany Gregor Schumacher
July 2019 Andreas Tamm
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Do You Remember Daimler, RTL
and Siemens?

Abstract

Infrastructural revolutions usually have a major impact on companies: The steam
engine, electric power, and the personal computer radically changed the way business
was done. Today, companies are facing such a revolution again with cloud technology.
The difference to the previous upheavals is the speed with which the changes can and
must be adapted today. And this does not only affect software and IT companies but
almost all companies and industries. This puts the employees involved in a tricky situ-
ation. Because on the one hand, many company leaders have understood that they have
to deal with the topic of cloud transformation — and do so actively. At the same time,
many managers do not know how to approach this process. The goal of this book is to
provide managers with a guide to cloud transformation. The first chapter explains the
topic corporate disruption through so-called disruptions and puts it in a historical con-
text. Additionally, it provides an overview of the most important topics of the book.

1.1 Introduction

Do you still remember Daimler, RTL, and Siemens? At first glance, this question makes
little sense. After all, all three companies are doing well — at least for the moment. But in
just a few years, this question could well be justified. And if not for these three, then for
many other companies that have not dared to change.

In 2018, General Electric, the last founding member, had to leave the American Dow
Jones stock index. Since 1976, the composition of the Dow Jones has changed almost
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completely.! The most expensive companies in the world today operate digital business
models: Apple, Amazon, Alphabet (Steinharter 2018). On the other hand, companies like
Kodak, Motorola, Netscape, and Nokia are cautionary examples: They show how quickly
companies that have long claimed large market shares in innovative industries can disap-
pear from the market in a very short time.

Now, a critical reader will object that serious management errors were committed in
these companies mentioned and that their exit from the market was therefore unavoidable.
That is correct. But it is also true that these companies were run by experienced managers
who had put all their knowledge on the line to keep their organizations on track for success.

The starting situation for many of these companies was quite comfortable: they knew
their markets; they knew their customers and they knew which products customers would
want in the future. This accumulated knowledge was precisely the reason why they ulti-
mately vanished. Sounds paradoxical? It is.

1.2  The Innovator’s Dilemma Can Affect Any Company

The American economist Clayton Christensen described this phenomenon as early as
1997 in his book “The Innovator’s Dilemma: When New Technologies Cause Great Firms
to Fail” (Christensen 1997). Christensen refers to the innovator’s dilemma as the trap into
which companies fall when they respond too precisely to customer wishes — because this
approach makes them victims of progress.

IBM is a prime example of this dilemma: For more than two decades IBM dominated
the market of large-scale computing systems (the so-called mainframes). The company
covered the entire value chain, from the manufacture of the processors to the design, the
production, the manufacture of the software, and the distribution of the mainframe sys-
tems (see Fig. 1.1).

During IBM’s period of dominance in mainframe computing, data storage continued to
grow. As an example, Christensen cites the IBM 305 RAMAC mainframe computer,

Value chain

Oy Software

Processors  Design  Production Sales
Age system
Mainframes World market leader over
1960-1980 1BM the entire value chain
L fl hi
PCs AMD, Apple, Compagq, Apple, Adobe, Amazon os§ fJ e‘aders ip
1990-2010 Intel Lenovo Foxconn  Microsoft SAP position in all areas

of the value chain

Fig. 1.1 Comparison of market leaders in the computer value chain — mainframe vs. PC

"Exxon Mobile is the only company that has been around longer. The oil company has been listed in
the Dow Jones since 1928.
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which had 4.38 Mbytes of memory and cost about $200,000 (USD) in 1956 (THOCP
2011), equivalent to about $1.9 million today.? IBM planned to produce 1800 units of this
model. Highly skilled staff were needed to set up, run and operate such a computer, and it
was also required to invest additionally in premises, cooling systems and power systems.
Few firms could afford this, and vendor companies — such as IBM — were able to generate
large, low-risk revenues and high profits with their business model. So, what sealed IBM’s
demise in the computing branch?

The answer was the appearance of a disruptive product. In the book “The Innovator’s
Dilemma®, Clayton Christensen distinguishes between two product categories: sustaining
technologies and disruptive technologies.

The difference between the two product categories is that disruptive technology is ini-
tially ridiculed when it first appears on the market. This is because market participants —
and above all potential customers — underestimate the market-changing power of the
products at the beginning.

However, the assessment of customers changes over time. With increasing success,
disruptive technologies change the market logic of entire industries (Fleig 2017). Players
leave the market, new players enter the market. The production, distribution and the prod-
uct itself change. In the end, everything changed in the affected industry.

The process in which disruptive products replace the prevailing (sustaining) products
always follows the same pattern: Initially, the new (disruptive) products are hardly market-
able. They are discovered by so-called “early adopters”, i.e. customers who are enthusiastic
about new products and technologies or who use them for themselves in specific application
areas. At this early stage, the performance and ease of use of the new product are still far
below the performance of the prevailing product. In this so-called dilemma zone (see
Fig. 1.2), it is simply not rational for the previously successful company to enter such a mar-
ket (Harrison 2018). This is the reason why established companies miss their opportunity.

This is exactly what happened to IBM when personal computers (PCs) appeared on the
market. The technology and market-changing power of a computer that fits on a desk were
simply underestimated. IBM was generous enough (or from today’s perspective: insane
enough) to give the marketing rights of the freshly developed operating system for per-
sonal computers called MSDOS to a fledgling startup company. For $75,000 this startup
had previously bought the QDOS operating system from Seattle Computer Products and
renamed the operating system to MSDOS (Borchers 2011). The owner of this company
was Bill Gates, and the company is called Microsoft. And just because of the mistake of
IBM, Bill Gates became one of the richest people on earth today!

The first PCs still had to be soldered together by the customers. Steve Jobs and Steve
Wozniak — the two founders of Apple — initially refused to supply ready-assembled PCs to
stores (Vollmer 2018). From their point of view, already assembled computer violated the
principle of the product: They wanted to offer a tech-savvy fan community a new toy to
play with.

2The calculation was made with the help of the inflation calculator fxtop.com
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Fig. 1.2 Innovator’s dilemma according to Clayton Christensen

After discussions with a local dealer, Apple finally offered the “Apple I in 1976 for
666 USD. The following year, the Apple II followed. The price was 1300 USD (equivalent
to about 2600 USD in today’s purchasing power). The computer was inexpensive, already
assembled, and much easier to use. The Apple II cost only about one to two percent of the
price of a mainframe. Margins were only 34% in the PC business compared to 56% in the
mainframe business (Christensen 1997). As early as 1979, Apple sold 35,000 units of the
new model, and just a few years later, billions of PCs populated users’ offices and desks
around the world. According to research by market research firm Gartner, there were
nearly 1.5 billion installed PCs worldwide in 2016 (Gartner 2016). At the same time, the
sales model changed from B2B to B2C, investments in a new type of marketing and sales
were necessary, and customer-specific consulting became unnecessary.

From one moment to another, IBM lost its business model. Why should a company still
afford large-scale computer systems when data processing could just as easily take place
decentrally on desktop PCs?

IBM has long since emerged from the deep valley it had to walk through after partially
losing its business model. In addition to the traditional business model with large-scale
computing systems, consulting and services became increasingly important. IBM said
goodbye to the unprofitable PC business in 2004 and sold the division to Lenovo (Windeck
2014). Simultaneously, IBM became one of the largest digital consulting firms and one of
the most important providers of external data centers in the world. However, the company
did not succeed because it stuck to sustaining technologies, but because it reinvented itself
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and its products. However, the danger of misjudging developments is not banished for a
company even once it has extricated itself from the innovator’s dilemma. Particularly in
the area of data center services, IBM is once again caught up in an innovator’s dilemma
thanks to disruptive cloud technologies and is trying to extricate itself from this dilemma
by buying RedHat (Griiner 2018).

The product history of recent decades is full of examples of how disruptive technolo-
gies can replace and supersede established technologies on markets. When the first mobile
phones came onto the market in the early 1980s, they were ridiculed around the world. The
old (sustaining) technology “telephone” seemed to suffice for daily needs. After all, if the
user wanted to make a call while on the move, there were telephone booths. In Germany,
an anti-cell phone sentiment virtually broke out; users of mobile communication devices
were vilified for years as “yuppies” (Hackmann and Bremmer 2012).

Young companies at the time, such as Nokia, quickly succeeded in replacing the bulky
devices of the early days with much smaller mobile phones that were suitable for the mass
market. In 1994, just 4.6% of Germans had a mobile phone contract. Ten years later, the
share had risen to 86.4% (Bundesnetzagentur 2018).

The irony of the story is that Nokia itself became a victim of the “Innovator’s Dilemma‘a
few years later. With Apple’s iPhones, a new product category had appeared on the con-
sumer market in 2007 that revolutionized the way mobile devices were used. Today, smart-
phones from Apple, Samsung, and Huawei dominate the mobile markets, with 5.8 billion
mobile phones forecast worldwide by 2025 (GSMA 2019). Do you still remember Nokia?

1.3  Disruptive Technology - Public Cloud

Numerous established companies are currently falling into the trap of the Innovator’s
Dilemma. This time, the disruptive and thus initially easy-to-underestimate technology is
called the “cloud”. This refers to a technology that enables the decentralized, automated
provision of computing power, storage, and other IT components. As in the scenarios
described, cloud technology has the disruptive power to fundamentally change markets
and business models.

Cloud approaches — similar to other infrastructural innovations of the last centuries —
will revolutionize business due to their ease of use. To “spoil” the thesis of this book: The
cloud — if used appropriately — is the entry point for companies into the digital age. And
this applies to all levels: From the company’s fundamental business model to the manufac-
ture and distribution of the product to the internal collaboration of employees (see Fig. 1.3).

The disruptive possibilities of cloud technology were already recognized in the 1950s
by Herb Grosch, an employee of IBM (Hiihn 2018). He dreamed of no longer storing
computing power in a stationary location, but of handing it over to huge external comput-
ing facilities.

Technically, the construction of a decentralized computing power network was already
possible at the time when Herb Grosch had the idea. However, the necessary technical
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Fig. 1.3 Transformative effect of cloud technologies

bandwidths were lacking to transmit the data at an acceptable speed via the telephone
network and thus to be able to use the distributed computing power efficiently. Only when
broadband technology became widespread it was possible to create a decentralized net-
work in which every provider could feed computing power into the network and make it
available for a fee (Lauchenauer 2016).

This laid the foundation for the economic success of cloud technology. An important
driver behind this development was the company ‘Salesforce’, which succeeded in offer-
ing business software as packages on the net (so-called software-as-a-service). Services
such as software for managing customer data (CRM) no longer had to be planned and
ordered in a lengthy process but were available online with a few clicks. Just as smooth as
customers use Spotify today.

Since then, Internet giants such as Amazon, Microsoft, and Google have been building
huge data center — the so-called hyperscalers — at various locations around the world. On
these sites with the size of several football fields, thousands and thousands of microcom-
puters are connected to a network and connected to the grid. Similar to a power grid, the
capacities of these data centers can be ramped up or down depending on the workload.

A current example of the application scenarios that are possible with the help of cloud
technology is provided by Alphabet, Google’s parent company. In 2019, Alphabet entered
the highly competitive market for game consoles with a software streaming service called
“Stadia”. Stadia illustrates the disruptive potential of cloud technology: Users of this ser-
vice no longer need to rely on purchasing a powerful gaming console — all they need is a
fast internet connection, a monitor, and an input device. The computing power comes from
the network. This allows gamers to access high-quality games with lavish graphics any-
where in the world. With just a few clicks, the service is ordered, and the provisioning and
billing of the service are automated (Heuzeroth 2019).

Despite all these advantages, cloud technology has not yet fully taken hold in Europe.
The recommendation by consultants to invest more resources in the implementation of
cloud technology still triggers trepidation in boardrooms here (Holland 2016). On the one
hand, managers intuitively feel that this trend will play an important role in the future. At
the same time, they prefer to leave this field to IT managers and CIOs, technical directors
(CTOs) or simply the “shadow IT*. Shadow IT is the hidden IT organization that develops
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in companies when the official IT department does not meet the needs of the business
departments for new functions and solutions. Users from specialist departments such as
marketing, production, or logistics then use the cloud offerings available on the Internet —
usually bypassing internal regulations and information obligations — to solve their special-
ist problems themselves (Manhart 2015).

So, it’s no surprise that the potential of cloud technology so far has been lying fallow in
many places in Europe. However, this is not a specifically European problem — on other
continents, too, only a few companies have recognized the possibilities of the technology
and pushed them forward with vehemence. The pioneers in this field are the USA, and
here in particular the large Internet companies on the American West Coast such as Google,
Amazon, and Salesforce. But China, too, is vigorously pushing the “cloudification” of
domestic companies from the government side (see Chap. 2).

Metaphorically speaking, with cloud technology a wave of digitization is rolling
towards companies, and like non-swimmers, they are waiting with their eyes wide open
for the impact. They have understood that the wave is big and will carry them along, but
they do not know how to deal with this fact. This scenario can be observed with drowning
victims: they behave intuitively wrong in this situation. Instead of reaching out for the life
preserver, they push it away, hold their breath and stop swimming.

1.4 The Aim of This Book: Surfboard Instead of a Lifebelt

This book is aimed at those who want to ride the wave of digitization. Therefore, every-
thing in this book revolves around the opportunities of cloud technology. It holds the
potential to adapt the product range to the conditions of digitization. It helps thinking
about the development of new digital business models in the shortest possible time. And
answers also the question how to put them online — without major investment risks.

The book “Cloud Transformation — How the Public Cloud is Changing Businesses”
helps companies help themselves. It enables the responsible persons to recognize the
potential of cloud transformation and to use it for their own company.

It describes the most important methods and tools of software development and ana-
lyzes their effect on the transaction costs and marginal costs. Based on these findings, a
concrete guide for cloud transformation is developed that helps corporate leaders to initi-
ate the right steps to digitize their business. In this way, the book provides the foundations
for catching the approaching wave of digitization (see Fig. 1.4).

In this sense, this book is not functioning as a life preserver. Rather, the contents resem-
ble a surfboard that helps companies ride the oncoming wave. Is surfing easy? No, it has
to be learned. The best surfers in the world train hard and a lot. Only if a company is will-
ing to engage in the process of cloud transformation and has the necessary enthusiasm and
perseverance the process can ultimately be successful.
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Fig. 1.4 Objective of the book
1.4.1 Methodological Approach

Consultants everywhere are currently promising the all-round digitization of companies in
the shortest possible time — for example, in just 18 months. These promises leave IT
experts and CIOs somewhat perplexed. How is such a concept supposed to work? Will all
departments be turned upside down for a few months and on the deadline date the board
of directors will press the “all-digital” button?*

If you want your business to go digital in no time, try this: Just take out your credit card
and visit the website of Azure or AWS, the cloud offerings from Microsoft and Amazon,
respectively. After selecting the free trial month, you can configure and deploy your own
server within minutes. You don’t need any training to do this, just follow the instructions.
With about 20 clicks you have digitized your IT processes — in 30 min.*

In many cases, the suggestions for digitization from consultants resemble the diet tips
that can be found in fitness magazines. There, suggestions are made (“The new pineapple
diet”) without developing a basic understanding of the mechanisms of human metabolism
in those interested in dieting.

This book does not provide simple recipes and does not prescribe which goals compa-
nies must achieve in which timeframe. Rather, it is about understanding the fundamental
interrelationships of the digitalized economy. Or to remain in the diet analogy: The reader
should understand how the digital metabolism works and what the cloud means for the
fitness of a company. First of all, companies have to accept digitization as a driving force
for the development of their future business models. Afterwards they have to understand
the underlying mechanisms of their IT systems. From that point on companies can suc-
cessfully lose fat and build muscle.

30On August 25, 1967, during a live broadcast from the Berlin Radio Exhibition, then-German
Chancellor Willy Brandt pressed a red button to start color television in Germany. However, the
technicians responsible for the switchover were a bit overzealous, so the new hues were visible on
the screens seconds before the button was pressed.

“For instructions on how to perform a free cloud server installation in 30 min, see (Tamm and
Frank 2019).
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Therefore, this book starts with the presentation of the theoretical basics, from which
practical solution scenarios are subsequently derived. The reader is not told whether he or
she should choose cloud provider A or B. Rather, the reader should understand where the
advantages of the cloud lie and what to look out for in cloud transformation.

With this approach, the book addresses two target groups: On the one hand, it is
intended to be a guide for practitioners who are entrusted with the task of cloud transfor-
mation. These are managing directors, IT managers, and HR employees. It does not matter
whether the company is a medium-sized enterprise or a large global corporation. The basic
measures derived from the theoretical preliminary considerations apply to all company
sizes and across all industries.

In addition, the book is aimed at researchers and scientists who deal with the topic of
cloud transformation. For them, the book offers numerous models and computational
examples of their own, which enable a scientific classification of the topic. At the same
time, the book connects already established ideas and models, enabling interested research-
ers to take up the topics and work on them further.

1.4.2 Guide through the Book

The structure of the book is based on the “Golden Circle” by the British-American author
Simon Sinek. His theory is that the basis of every strategic decision should be the answers
to the three questions “Why do we do something?”, “How do we do it?”” and “What do we
do?” (Sinek 2014).

Only when you have understood “why” you should engage with cloud technology then
you can deal with the “how” —i.e. the measures to be taken — and the “what”, i.e. the pro-
cesses that need to be initiated (see Fig. 1.5).

Why do we need to act?

« Digization as the dominant megatrend

* The strategic impact of the cloud on marginal costs in digital
business models

How should we proceed?

* The cloud as automation of IT
Why * Reducing global marginal costs to near zero through cloud
transformation
« Cloud and software expertise as key to competitiveness
in the digital age
* Reduction of transaction costs and network-like
value chains

How

What should we do?

What
* Proven process models depending on the intensity of the cloud
transformation

* The most frequently asked questions about cloud transformation

Fig. 1.5 Procedure of the book
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Chapter 2 deals with the question of why: Why is digitization such a powerful force that
is sweeping over companies? In short, digitization is disrupting the world of business. All
products that can be digitized will be digitized in the coming years — or already have been.
If digitization of the core product or service is not possible, all process steps around the
creation and distribution of the product will be digitized.

Chapter 3 sheds light on the marginal cost analysis. Whereas for product categories
such as cars, marginal costs generally only decrease with very large production volumes
and very slowly, digital “zero marginal cost products“enable almost infinite scaling.

Chapters 4, 5, 6 and 7 provide an answer to the question “How should we proceed?”.
Digital business models require software and this software must be created, operated, and
scaled. With the help of the cloud, this can be turned into globally scalable zero marginal
cost businesses.

Chapter 4 introduces the challenges of classic IT value creation and explains how the
cloud is revolutionizing this very value creation. The most important virtualization stages
of the cloud are presented and terms such as API and microservices are explained in a way
that is understandable for the technical “noob”.

In Chap. 5, the cloud transformation is illustrated concretely using a classic application.
The accompanying cost analysis shows how a fixed-cost-intensive, monolithic application
can become a globally scaling cloud application with marginal costs close to zero. Chapter
6 describes the most important competencies that companies should have if they want to
successfully use the software at the core of their digital business model.

Chapter 7 describes how cloud technologies and methods relevantly reduce transaction
costs. Outsourcing is thus becoming easier and less risky, and the trend towards outsourc-
ing secondary IT value creation is becoming mandatory. The focus of companies on spe-
cialized but globally scalable services leads to a network economy in which even small
companies can survive.

Chapter 8 illuminates the necessary processes in cloud transformation. The implemen-
tation principles are only touched upon here, as more concrete explanations of the details
of possible cloud transformations would go beyond the scope of this book. Chapter 9
concludes by presenting the theses and findings of the book.

Thus, this book integrates three perspectives that are usually described separately:
Economics, Technology, and Organizational Development. The decision whether and
when a far-reaching transformation of a business model is necessary can be identified by
a marginal cost analysis of the distribution and production of a product — it lies therefore
in the realm of economics. Whether a company is capable of offering its product at a com-
petitive marginal cost depends largely on how well it can develop, operate and scale soft-
ware — this is where technology comes into play. Finally aligning the company with its
people, leadership, processes, culture, and collaboration to the new digital business mod-
els is an organizational development issue.

Every year, the market research company Gartner publishes a report on the develop-
ment status of disruptive technologies. In doing so, Gartner uses an interesting approach:



