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[ is currently one of the

most  in-demand  digital

technologies for  driving

businesses forward. Its allure
to enterprises lies in its ability to
execute tasks that previously could
only be done by the human brain,
and to do so faster and often better.!
Because of Al's utility and efficiency,
ever more businesses are adopting
it. The global Al market is expected
to reach $267 billion by 20272 And
yet to derive full value from the use
of Al, it is important that enterprise
leaders consider carefully what
mindset should govern their strategic
decisions about Al's use, including
increasing customer engagement.? Al
can escape some human cognitive
pitfalls but will never be bias-free
since its usage is determined by
the underlying strategic mindset of
business leaders.

Strategic mindset determines
how leaders answer the question,
‘why AI?”” The mindset defines how
leaders understand the opportunity
of Al and how they apply it to
everyday business interactions. But a
mindset is a human’s black box where
habitual mental programming formed
by past experiences and assumptions
produce a take-it-as-a-given reality.

March and Simon* found that
leaders who rely on simplified
mindsets are hampered by bounded
rationality when they face complex
problems in the market.> Their
results highlight not only why leaders
are suboptimal decision-makers, but
also why their decisions are heavily
biased by their underlying mindsets.®
So leaders’ assumptions about Al
deployment and future business
scenarios are influenced by their
existing mindsets, which may hinder
their enterprises, efforts to explore
the new opportunities of AL’

Finding the right ‘why’ can be
challenging. It depends on what
leaders want to achieve, who their
intended customers are, and what
needs Al can help them meet. Many
leaders tend to skip these steps and

instead focus immediately on what Al
they should use and how.

The strategic mindset framework
helps leaders to identify which strate-
gic mindset will best suit their use of
Al to increase customer engagement
by illustrating four ways of engaging
with customers.

The left side of the model rep-
resents classical modes of marketing
interaction. Quadrant A represents
the cold sale, the analytical use of Al
to push products and services to con-
sumers. Quadrant B reflects observing
consumers’ preferences, needs, and
motivations, using Al to draw new in-
sights to make customer engagement
more meaningful. The right side of
the model represents modern market
thinking, with types of engagement
that involve customers more. Lead-
ers in Quadrant C use Al to glean new
and visionary insights from consum-
ers by inviting them to collaborate
and innovate. And Quadrant D shows
a more empowering and sustainable
approach to business engagement
with customers, using Al to entice
consumers to make informed deci-
sions that have a positive effect on
their own lives and on their commu-
nities and the planet.

Figure 1: The Strategic Mindset Framework®
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Enterprise leaders usually have
an over-arching mindset that frames
their customer engagement strategy,
but aspects of the other three
mindsets often support that governing
mindset. This structure affects what
Al tools the company uses and how.
Since the mindsets are not mutually
exclusive, their influence on decisions
about Al should be aligned to serve a
common strategic direction.

For instance, the goal of using
Al to deliver a great customer
experience may be inadvertently
overruled by other priorities such
as using Al to save money, cut lead
times, boost process optimization
or data compliance, and build cyber
security. Leaders must therefore
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become consistently aware of how
their mindset limits their outlook
and, consequently, their ability to
effectively use Al in new ways to
engage with potential and existing
customers.

Leaders who rely on a classic trans-
actional business to customer in-
teraction logic use Al to automate
marketing and sales operations, in-
creasing sales, enhancing marketing,
improving operational efficiency, to
reach more customers faster.® Al can
replace the early stages of the tra-
ditional sales funnel, fortifying the
sales pipeline and online stores to
boost efficiency, managing customer
relationships in real time, identifying
opportunities to cross-sell, and pre-
dicting customer behavior.?
Facebook and Google, for exam-
ple have multibillion-dollar ad busi-
nesses that offer Al capabilities for
ad management.!! Al support chatbots,

algorithmic trading,? and entertain-
ment recommendations to make on-
going and smarter offers that increase
customer purchases.” Bots that direct-
ly evaluate and sell to customers re-
duce the need for expensive, commis-
sion-earning sales agents. Amazon
has benefitted enormously from using
Al applications across e-commerce,
logistics, and warehousing, ranging
from immediate recommendations
to Alexa-enabled voice shopping."®
Walmart uses Al to help
customers through its personal
shopper program that suggests
the best substitute for an out-
of-stock item.’® Macy’s is testing
cognitive Al technology powered by
IBM’s Watson Al to help customers
navigate its stores. The smartphone-
based assistant Macy’s on Call can
answer questions about where to
find products or brands, services,
and facilities in the store.!” By using
Al to replace some human shop
assistants, companies can optimize

their sales and make their service
more reliable.

Enterprises driven by the
promote and sell mindset can tap
into myriad connected digital devices
and platforms. Al can then use real-
time behavioral data to understand
what customers consume and when,
rather than the deeper needs that
drive their consumption. The resulting
value chain is tightly controlled, which
ensures consistency, security, and
value, but it does risk misalignment
between offers and what consumers
truly need.

To develop value propositions, creating
offers that appeal to customers, it
is increasingly vital that enterprises
know what those customers really
want.?!’ They can use sophisticated
Al to listen to customers and learn
about their needs and behavior in
order to make targeted offers. Al can
pick up and employ emotional cues

Table 1: Business-to-Customer Al Engagement

demand.”®

customers instantly.

agents.”

REAL-TIME OPERATIONS
- Optimize production, distribution, and sales:
Identify and anticipate product shortages and peaks
due to bottlenecks in production or spikes in

- Reach more customers faster: Marketing
campaigns using large sets of integrated
customer and product data and employing
analytical models can target large numbers of

- Increase product and service reliability:
Deliver promotional and sales offers across
a wide range of automated and face-to-face
channels, such as the web, mobile, or call center

CUSTOMER CONVENIENCE

- Faster and cheaper products and services:
Monitor customer behavior through instantly
available live data feeds to improve services and
to drive sales in enterprises.?

- Available offers and communication: Identify
the priority of offers, based on factors such as
customer lifetime value and offer value, and pre-
assigned business rules, to identify the best offer
for the customer.

- Less friction frees personal resources:
Optimize self-service opportunities and
enhance real-time, data-driven digital customer
experience through virtual customer assistants
and chatbots to drive marketing automation.
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and language in a human-like way that
brings customers closer to the brand.
Al can also analyze how customers
feel by instantly identifying emotional
cues in the words they use, which may
generate insights into their underlying
motivations.??

For example, Kore.ai is a con-
versational Al software company.
Its omnichannel virtual assistant,
BankAssist, uses Al-enabled interac-
tive voice response to communicate
with customers in their own personal
context. It can also personalize and
automate customers' relationships
with businesses through highly accu-
rate natural conversations with max-
imum containment, that is, the few-
est possible human interventions.?
Because the system is integrated
with major core banking, cards, dig-
ital banking, and bill pay, customers
can start conversations in one chan-
nel and complete them in a different
channel without interruption or loss
of context.

Companies can scrutinize the en-
tirety of the customer experience us-

ing Al rating tools, which use survey
questions specific to each company
to rate the interactions for which
there is no customer feedback.
Enterprises like Home Depot, JP-
Morgan Chase, Starbucks, and
Nike use Al to monitor customer
experiences and behavior and to
generate real-time insights which
ensure personalized, seamless,
omnichannel customer experienc-
es.? They can also use this data to
intervene quickly when things go
wrong, achieving effective service
recovery.

Facebook, Instagram, and Tik-
Tok tap into personalized social
media data streams and use Al to
learn how to create relevant offer-
ings that are rooted in both social
and emotional needs and behav-
ior. Siri and Google silently listen
to users through smartphones and
track movements and location.
Telecom giant Comcast uses Poin-
tillist, an Al and machine learning
customer journey analytics soft-
ware, to rapidly diagnose prob-

lems and identify how to increase
customer satisfaction and recover
quickly from failure.?

So, by ensuring that their internal
capabilities and consumer insights are
better than those of their competitors,
enterprises can increase customer sat-
isfaction, creating unique value prop-
ositions. Moreover, customers who
receive relevant propositions are more
likely to share their personal data and
remain loyal.

Customers who prefer to further en-
gage with enterprises will appreciate
a connect and collaborate approach,
in which enterprises benefit from
cocreative and crowd-sourced busi-
ness-with-customer engagement. Here,
Al builds knowledge networks as well
as personalized and informal interac-
tions, increasing the flow of ideas and
knowledge between consumers and
enterprises, which allows those en-
terprises to efficiently create, dissem-
inate, and revise its offerings.

Table 2: Business-from-Customer Al Engagement

other applications.

REAL-TIME RESPONSES

- Instant personal customer data insights: Identify,
gain, develop, and retain profitable customers,
learning what they need by generating, monitoring,
and measuring their sentiments and preferences.

- Optimize and segment processes to fit customer
preferences: Content recommendation
algorithms personalize the information on social
media, search engines, smart speakers, and

- Integrate immediate customer ratings:
Automate rating processes with Al rating tools
for more actionable analytics.

CUSTOMER RELEVANCE

- Customize recommendations and
digital products and services: Offer
highly personalized predictions and
recommendations.

- Customize engagement to strengthen
customer relationships: More accurate
segmentation and computation of individual
preferences and anticipatory interaction.

- Fast feedback from customer input increases
relevance: Respond to customers' increasing
demand for faster and better services.
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Al allows enterprises to actively
solicit customer’s input, further im-
proving their offerings and deepening
their relevance while making user en-
gagement more real, impulsive,
and meaningful. For instance, one
of Sony PlayStation’s most popular
games, “The Last of Us,” uses Al
to create dramatic performances
set in post-apocalyptic America.
It gives digital characters the ap-
pearance of human intelligence by
allowing them to respond to each
player through interesting speech
and behavior, presented through
convincing animation.?

This Al reverses the tradition-
al method of developing games.
For instance, the producers
framed their enemy design around
developing adversary characters
that seem real enough that players
feel bad about killing them. And this
type of innovative rethinking can be
applied to a range of uses.

Al-driven language processing
tools can help people, businesses,
and creators collaborate more
effectively and rethink problems
of tomorrow. For example, Al
is used by artists and business
innovators to make groundbreaking
discoveries by studying patterns in
the arts and sciences. Meta Foresight
demonstrates how emerging Al tools
can fire the human imagination and
expand access to creative works
around the globe.?

So for those with the connect and
collaborate mindset, customer engage-
ment is much more profound than it

is in the previous mindsets, and so re-
quires enterprises to adopt new norms
and values, relinquish control of their
user communities, and increase the
exchange of knowledge with them.
This mindset challenges the tradi-
tional dominance of in-house re-
search and design (R&D) expertise,
instead leading companies to em-
phasize cocreation processes that
result in innovations outside the
house, with crowdsourcing fueled
by customers’ inherent appreciation
of being able to help to deliver what
they value.?

With its focus on people, planet, and
profit, this mindset is often driven
by a higher purpose of increasing
human and societal involvement.?
Stakeholders increasingly call for
this type of business engagement,
so we elaborate upon it in the hope
of inspiring leaders to explore the
potential of Al in higher pursuits.

When enterprises make an
effort to empower their custom-
ers and use Al to help them make
smarter and better choices, they
encourage customer advocacy
while bringing new and better op-
portunities for people and enter-
prises to redefine social relations
and take a proactive approach to
pressing societal issues. Starting
from a disruptive business-for-cus-
tomer approach, leaders also use
Al to solve dilemmas and explore
sustainable solutions so they can
avoid causing long-term social and
environmental harm.

Tesla, for example, has revolu-
tionized the transportation market
with its Al-supported, self-driving
electric cars, making mobility more
efficient and sustainable. The vehi-
cles process a wealth of real-time
data from cameras, using comput-
er vision to inform their full auton-
omy.’* Tesla uses the PyTorch
framework, originally developed
by Facebook’s Al Research (FAIR)

group, for training and other sup-
port tasks such as automated work-
flow scheduler, model threshold
calibration, and passive tests simu-
lation.*

Al can also empower custom-
ers to engage with sociopolitical is-
sues.”” The artist Stephanie Dinkins
uses Al and media tools to foster
conversations about race, gender,
aging, and history.*

Enterprises can use augment-
ed reality (AR) and virtual reality
(VR) to dramatically increase edu-
cational training and entertainment
across a variety of instances. Meta's
Oculus 2 use spatial Al applications
for consumers to explore the hiding
place of Anne Frank and her family
or to learn how to play the piano
or to dance with a robot instruc-
tor.3* Thus, the development of Al,
AR, and VR may have broad social,
political, and cultural implications
for customer engagement using
both digital assistants and physical
robots.

Lemonade is the first peer-to-
peer insurance carrier, and it is
scaling up in different areas of insur-
ance, including car, homeowners,
pets, and life.*® This platform enter-
prise® is pairing transferrable Al
with cognitive and behavioral psy-
chology®” to continuously improve
customer engagement.>®

The company’s Al is the founda-
tion of its real-time engagement with
millennial consumers, but it is Lem-
onade’s overarching empower and
engage approach that is reversing
the traditional insurance industry
model. Meanwhile, its unique combi-
nations of mindset with Al fuel its val-
ue propositions and boost its market
position. The previous mindsets, by
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contrast, focus primarily on tactical
uses of Al to optimize logistics, lower
costs, offer targeted solutions, and
improve customer engagement.

Lemonade’s Al-assisted risk as-
sessment minimizes human errors,
helping to customize insurance
plans, allowing customers to pay
only for what they need. The com-
pany has also built a transparent
fee model based on trust, lower
costs, fast claim settlement, and
doing social good through peer-
to-peer insurance and partial
profit sharing.

Lemonade designed its three
main bots to be playful, ease custom-
er interactions, and offer real-time ser-
vices for house renters. Lemonade’s
Al Maya is a conversational virtual
assistant that collects information,
gives quotes, and handles payments.
CX Al answers customers’ questions,
and Al Jim is the claims bot that han-
dles about 30 percent of claims and
does much of the work before passing
the case on to a human.

Lemonade has also built a foren-
sic graph, which uses Al and behav-
ioral economics to predict, detect,
and block fraud. By maintaining a
direct relationship with the custom-
er, rather than working through an

agent, Lemonade has created a very
different business model that boosts
its ability to innovate.

Using Al and machine learning*!
to settle claims considerably faster
disrupts the often slow and reluc-
tant practices of the traditional in-
surance industry.*? And Lemonade’s
Giveback charity program involves
customers directly by allowing
them to choose which charities re-
ceive each year’s unclaimed mon-
ey.®® Customers find the company’s
designed customization services,
fast processing, and easy navigation
empowering and engaging, as well
as entertaining.

As customer engagement pref-
erences become just as important
to future innovations as profit and
tech, today’s leaders must learn to
think and act differently.

It is of critical importance that
enterprises be able to deploy Al
to meet their customers’ expec-
tations better than their competi-
tors. The goals of leaders and the
identities and needs of their cus-
tomers determine which Al ratio-
nale is right.

However, many enterprises
have large portfolios of products
and services, so they serve differ-
ent customer segments with a va-
riety of preferences. In such cases,
managers must match their strate-
gic mindset to the customer seg-
ments they're targeting, knowing
that customer needs will probably
change over time and could even
conflict in some situations. When
customers consider price and en-
vironmental impact to be equally
important, for example, managers
need to continually adjust their
strategies and mindsets to suc-
ceed in fast-changing and compet-
itive markets.

Table 5 can guide leaders in
taking their first steps by showing
various ways to apply Al to cre-
ate relevant, real-time customer
engagement. The four business/
customer categories show the dif-
ferent outcomes of Al engagement
for businesses (e.g., real-time op-
erations) and for customers (e.g.,
customer convenience) and how
to achieve these results with Al

The future benefits of Al de-
pend more on the underlying mind-
set than on Al technologies per se.
Two of the authors have analyzed

Table 3: Business-with-Customer Al Engagement

REAL-TIME CONNECTIONS
- Stimulate global real-time collaboration and
cocreation: Create dynamic learning and

interactive Al platforms.

- Test the functions and add to product and
service innovation: Prototype testing of .

entertainment platforms.

CUSTOMER CREATIVITY
- Participate in cocreation processes
and application testing: Return value to

customers in terms of improved services and

products.

Creative partnerships to strengthen

business-customer relations: Fast collection
and processing of open-source, interactive,
user-controlled, online experience and

knowledge.
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Table 4: Business-for-Customer Al Engagement

and environmental impact.

being.

REAL-TIME ENGAGEMENT
- Solve dilemmas and explore sustainable
solutions: Use Al to avoid long-term negative social

- Show immediate action in ethical and
political issues: Al can help identify and
integrate the interests of stakeholders and higher
purposes for the individual and community well-

- Serve engaging political causes: Use Al
to create a sustainable business model that
satisfies community needs and supports
responsible market development.*

their own.

CUSTOMER EMPOWERMENT

- Enable customers to make smarter and
better decisions faster: Use Al to improve
the conditions for customers as well as their
networks for impactful responsibility-taking.

- Educate customers to critically reflect and
to increase self-dependency: Use Al to help
people manage local and global issues on

- Ease customers emotionally and practically:
Increase their self-dependence and
help them make a positive difference to
themselves and others.

the mindsets of more than 1,000
leaders in many companies and
industries, using the information
to facilitate the digital transfor-
mation processes. The following
guidelines are rooted in what they
learned, and will help leaders to
define their own reasons, their
why, for using Al in customer en-
gagement.
Identify the mindset for effective
customer engagement with Al
that best fits you - and be true to
your why. Al offers opportunities
across a broad range of company
processes as well as market inter-
actions. But to take full advantage
of Al, it is essential to ascertain the
customer’s preferred type of inter-
action, be true to it, and align your
mindset. Customers come with differ-
ent needs, so tracking customer sen-
timent, preferences of engagement,
and experiences in real time will help
enterprises to manage potential fric-
tions that would put customers off.
Meaningful engagement depends
on context and time so customers’
expectations should be measured,

communicated, and met. However,
replacing human services with Al
does not necessarily improve cus-
tomer value or business revenue; it
could instead result in bad service
experiences. Not all consumers want
Al engagement, so it is essential to
find a balance between mindset, in-
dustry, and customer expectations.
Be true to your why and don't call
customers kings while treating them
as profit-generating servants.
Marketing guidelines in general
recommend the connect and collab-
orate mindset and the empower and
engage mindset, but a significant
number of businesses still operate
under either promote and sell or lis-
ten and learn. The classical marketing

orientations are persistent, but many
small and medium sized enterprises
(SMEs) cannot incorporate customer
relationship management (CRM) sys-
tems or the Al algorithms that would
follow up intelligently. Likewise,
many categories of products, such
as fast-moving consumer goods, do
not require extensive consumer en-
gagement.

Develop real-time capabilities
within the enterprise that bring
value to the customers. [n optimizing
their dynamic Al, managers can
cultivate a sensitivity to how each
mindset functions in real time,
adding value for their companies
by matching a given mindset with
their consumers’ preferences. To
fully integrate their Al processes,
enterprises need to bridge silos,
democratize access to data, retrain
employees, and identify customer
needs.

Increasingly, customers demand
that enterprises offer more personal
and targeted engagement as well
as corporate citizenship.*® As Al
applications push enterprises into
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Table 5: Al-Mindset Combinations for Real-time Customer Engagement

Business-to-Customer Al Engagement

REAL-TIME OPERATIONS

*  Optimize production,
distribution and sales.

¢ Reach markets rapidly.

* Increase product and
service reliability.

CUSTOMER CONVENIENCE

* Faster and cheaper
products and services.

* Available offers and
communication.

* Less friction frees
personal resources.

Business-from-Customer Al Engagement

Business-with-Customer Al Engagement

REAL-TIME CONNECTIONS

«  Stimulate global real-

time collaboration and

cocreation.

¢ Test the functions and
add to product and
service innovation.

CUSTOMER CREATIVITY

*  Participate in cocreation
processes or application
testing.

*  Creative partnerships to
strengthen business-
customer relations.

Business-for-Customer Al Engagement

REAL-TIME RESPONSES

* Instant personal
customer data
insights.

¢ Optimize and segment
processes to fit
customer preferences.

CUSTOMER RELEVANCE

*  Customize digital
products, services, and
recommendations.

* Individualize
engagement to

REAL-TIME ACTIONS

* Solve dilemmas and
explore sustainable
solutions.

*« Show immediate action | ¢

in ethical and political
issues such as peace,

* Integrate immediate
customer ratings. .

strengthen customer
relationship.

Fast feedback from .
customer input
increases relevance.

causes.

health, welfare, climate. | ¢
Serve engaging political

Customer EMPOWERMENT

* Enable customers to make
smarter and better decisions
faster.

Educate customers to
critically reflect and to
increase self-dependency.
Ease customers emotionally
and practically.

faster marketing cycles and shorter
reaction times, both corporations
and individuals are under immense
pressure, making them increasingly
difficult to manage.

The impact of Al on customer
engagement may also depend on
how well the Al tools, like ChatGPT,
work. As it becomes more prevalent,
Al like other enhancement technol-
ogies, customers may soon come
to take it for granted, making it an
essential, rather than a competitive
edge.

Leaders should therefore reflect
critically on which mindset is most
opportune and relevant for effective
real-time engagement with their
customers, taking into account what
it would take to foster that mindset
at all points of customer interaction
with the enterprise.

Keep the right strategic foundation
for Al. While Al provides new
opportunities to optimize customer

engagement and value creation,
it can easily become a nuisance
if it oversteps moral and ethical
boundaries. IT investments are
often wasted, in part because
managers do not identify and share
the optimal mindset for customer
engagement.’® It is therefore vital
that enterprises explore how Al can
best support the chosen mindset
before they invest. Employees
and leaders who share a mindset
will find clearer and more concise
ways to use Al, ensuring that
the investments pay off. When
enterprises rely on leaders’ existing
mindsets to apply Al, they risk
failing to develop the Al solutions
preferred by their customers.*
Again, the strategic mindsets
presented here are not necessarily
mutually exclusive. Managers can
combine them to build successful
Al-enabled customer engagement.
Butremember that leadership teams

with multiple strategic mindsets
can create internal inefficiencies
and may be seen as opportunistic
by customers. It was this kind of
inconsistency that gave rise to the
concept of greenwashing.

While enterprises might wish to
embrace multiple mindsets during a
transitional phase, it would be an in-
efficient strategy for the long haul.
Once leaders become aware of
their latent mindset, they can ef-
fectively examine their own logic
and reasoning which in turn will
allow them to evaluate how they
can best use Al to optimize cus-
tomer engagement. This analysis
will then allow them to assess the
relevance and value of Al to their
enterprise’s particular situation.*®
In short, mindset awareness fuels
better leadership for companies
hoping to use Al to gain a competi-
tive advantage through effective
customer engagement.
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