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“Imagination, capability, and opportunity take on a new dimension in

the digital age. Leading Digital provides a framework for creating sus-

tainable business differentiators across the value chain. A must-read for
all those who aspire to become Digital Masters.”

—DManish Choksi, President of Home Improvement,

Supply Chain and IT, Asian Paints

“Westerman, Bonnet, and McAfee have done a masterful job of
describing the essential characteristics of Digital Masters and present-
ing a thoughtful and pragmatic leader’s playbook for digital trans-
formation. This book is an exceptional contribution to strategy and

management practice.”

—John Glaser, CEO, Health Services, Siemens

“The authors have lived on the cutting edge of how global organiza-

tions use digital technology to change and improve the way they do

business. With this book, they bring us along on the transformation

journey. If you want to prepare yourself to lead your organization
through this profound change, Leading Digitalis a must-read.”

—]Jean-Christophe LaLanne, Executive Vice President and

Chief Information Officer, Air France~KLM Group

“Using powerful examples, this impactful, evidence-based book dem-
onstrates that mastery of digital technologies drives significantly high
levels of profit and productivity across almost all industries—and shows
you how to become a Digital Master yourself.”

—F. Warren McFarlan, professor, Harvard Business School

“We are living in a time where technology is impacting everything we
do and touch like never before, where being connected is becoming a
basic human right, and where the unshared certainties of all businesses
are turning into shared uncertainties. Leading Digital offers a powerful
and refreshing approach to what needs to be done during each stage of
this journey.”

—Osman Sultan, CEO, Du, United Arab Emirates
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INTRODUCTION

ARE YOU READY?

Technology is the biggest story in business today, plain and simple.

There are other big stories, of course. The Great Recession of
2007-2009 and subsequent sovereign debt crises were hugely important
events; they affected the fortunes of countless people and companies,
and their impact is far from over. Globalization and offshoring are also
key forces shaping strategy and structure both now and for some time
to come. Demographics are shifting in ways that will cause deep and
lasting changes in markets.

These are big deals, but technology is bigger. It’s bigger because
recent progress in all things digital is removing constraints and creating
exciting new possibilities that affect everyone’s lives and enterprises.
Do you want to finally hear the voice of your customers and escape the
narrow lenses of surveys and focus groups? Social media let you. Do
you want all of your people to be available and productive no matter
where they are? Mobile computing makes that possible. Want signifi-
cantly better forecasts, judgments, and decisions in key areas? That’s
the promise of big data. Want to roll out entirely new organizational
structures, business processes, and customer offerings, and to quickly
modify them over time as circumstances change? We all know these
things are possible because we’ve seen companies doing all of them.

The tech wave has been building for a long time, but has accelerated

in recent years. The past decade has witnessed a remarkable run of
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progress in digital technologies. The phrase Web 2.0 entered popular
use in 2004 to signify a deep change under way on the World Wide
Web: a great democratization of content creation. The rise of Facebook,
Twitter, Wikipedia, and many other utilities full of user-generated con-
tent shows that there really is a new version of the Web. Moreover,
a new generation of computing devices seems likely to challenge, if
not completely overturn, the decades-long dominance of the personal
computer as the device of choice for knowledge workers. Apple’s twin
breakthroughs—the iPhone in 2007 and the iPad in 2010—ushered
in the era of the smartphone and the tablet and made real the long-
standing promises of mobile computing. These technology advances
are staggering, but the real impact is how they are changing the way we
live and work. Companies, and people, can do things that would have
been impossible a decade ago.

The data center has been disrupted as much as the desktop has
in recent years, thanks to the rapid rise of cloud computing, which is
calling into question the standard assumption that you have to own
technologies like servers, operating systems, and applications if you
want to use them. Enterprise applications, social networks, mobile
devices, sensors, and just about every other element of modern digital
infrastructure generate scads of data—so much that we really do need
to use the modifier 4ig now to distinguish the current era. These and
many other innovations are being combined to bring us the sharing
economy, supercomputers that win game shows, cars that drive them-
selves, and a host of other novelties that fundamentally challenge our
thinking about business structure, labor costs, and the relationship
between people and machines.

The last time there was this much technological innovation hitting
the business world was the first time. It was the Industrial Revolution,
when new machines bent the curve of commerce, capitalism, and,
indeed, human history. Today, innovation in digital technologies is
bringing our world into what one of us (Andy) and his coauthor Erik
Brynjolfsson called “the second machine age” in their 2014 book of the

same name.
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Are you ready for the second machine age? With all due respect,
you're probably not.

We say this because for the past three years, we've been conducting
research on how firms around the world and in many industries work
with digital technologies. We've collected data and interviewed people
at hundreds of companies. We've talked with executives and examined
the companies’ performance. We've studied both how the companies
approach all things digital and the results of their efforts.

Our most fundamental conclusion is that Digital Masters—
companies that use digital technologies to drive significantly higher
levels of profit, productivity, and performance—do exist, but they’re
rare. For reasons that we'll explain here, most firms fall short of digital
mastery. That’s the bad news, and it’s why we believe you're probably
not ready to survive and thrive in the second machine age.

Here’s the good news: the reasons that companies fall short of
digital mastery aren’t mysterious or too numerous to list. In fact, the
reasons are pretty easy to categorize. Companies that struggle with
becoming truly digital fail to develop digital capabilities to work differ-
ently and the leadership capabilities required to set a vision and execute
on it. The firms that excel at both digital and leadership capabilities are
Digital Masters.

If you read the business press about technology, you might well sur-
mise that most Digital Masters are American; that most American masters
reside in Northern California, the Pacific Northwest, or New England,
and that most of these companies are in the hardware and software busi-
nesses. And certainly, giants like Apple, Facebook, and Amazon.com,
and start-ups from San Francisco to Boston are excellent users of technol-
ogy. But these aren’t the Digital Masters we're talking about.

In fact, we didn’t even include them in our research. We wanted to
understand how technology was being adopted and used in the 90-plus
percent of the economy that doesn’t do technology for a living. So we didn’t
look at Silicon Valley’s stars. And we didn’t look at start-ups and other
small companies either, because their tech-related opportunities and

challenges are quite different from those faced by large enterprises.
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We focused on big companies, in industries from finance to
manufacturing to pharmaceuticals. These companies power much of the
economy, but are rarely mentioned in the technology news. Not all of
them are Digital Masters, but still, many are doing amazing things with
technology. We also spent a lot of our time looking outside the United
States, for the simple reason that most of the world is there. The dif-
tusion of business technology is a global phenomenon, and we wanted
to understand what was happening around the world. So we conducted
research at large enterprises from around the globe to understand their
approaches to harnessing the many recent waves of innovation in infor-
mation and communication technology and to see which approaches
worked best. We discovered all kinds of companies, both those strug-
gling and those succeeding in the great challenge of becoming digital. As
we explained above, the companies that are succeeding—and they range
across industries and sectors—we’re calling Digital Masters. And Digital
Masters outperform their peers. Our work indicates that the masters are
26 percent more profitable than their average industry competitors. They
generate 9 percent more revenue with their existing physical capacity and
drive more efficiency in their existing products and processes.

As we'll show, achieving digital mastery is not an impossible task or
arcane art. It doesn’t require that you hire away Google’s top talent or
spend 20 percent of revenue on technology every year. It does require
some level of human capital and investment, of course, but the main
requirements are time, tenacity, and leadership. With these, knowl-
edgeable companies can assemble the elements of technological prog-
ress into a mosaic not just once, but continuously over time. Digital
Masters, in short, keep making digital technologies work for them even
though the technologies themselves keep changing.

Our research has convinced us—and with this book, we hope to
convince you—that digital mastery is an achievable goal for any enter-
prise. We'll give many examples of what digital mastery looks like,
why it’s important, and how it can be developed. We hope that you'll
find the examples compelling, and that you'll use our work to help you

embark on your own journey toward becoming a Digital Master.
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This is an important journey because when it comes to the impact of
digital technologies on the business world, we ain’t seen nothin’ yet. The
innovations and disruptions of the past ten years have been nothing short
of astonishing, but they’re just the warm-up acts for what’s to come.

Robots will become more dexterous, mobile, and aware of their
surroundings. They will start showing up not only on factory floors, but
also in warehouses, stockrooms, and retail environments. Their close
cousins, autonomous vehicles, will start driving and flying at first in
remote areas, and then probably in populated ones.

The data these drones generate will be combined with the streams
from countless sensors as we instrument (in other words, slap a sen-
sor on) just about everything. As the entrepreneur Gil Elbaz puts it,
“The world is one big data problem.” The coming years will show
that if Elbaz’s comment is an overstatement, it’s not much of one.
Digital Masters will take this torrent of data; combine it with the latest
innovations in artificial intelligence, machine learning, and visualiza-
tion; and use the resulting insights to make smarter decisions, see the
future more clearly, drive out inefficiencies, and better understand their
customers. Everyone else will fall behind.

No one can predict all the digital innovations that the coming
years will bring. Perhaps the best general prediction is an expansion of
what inventor, entrepreneur, and venture capitalist Marc Andreessen
wrote in a 2011 Wall Street Journal column: “Why Software Is Eating
the World.” We wholeheartedly agree and just want to expand on his
point: the elements of the digital world—software, hardware, networks,
and data—are pervading the business world, and they’re doing so
quickly, broadly, and deeply. Regardless of industry or geography, busi-
nesses will become much more digitized in the future. It’s inevitable—
so the time to start pursuing digital mastery is now.

If you want to become a Digital Master, read on. Chapter 1 defines
digital mastery: what it is, what it means, and how it varies from
company to company and from industry to industry. Our research has
identified the key characteristics that make companies Digital Masters.
What these masters have done, though not easy, can be adopted by any
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company willing to follow a similar path. Digital Masters excel at two
essential capabilities. They build digital capabilities by rethinking and
improving their business processes, their customer engagements, and
their business models. They also build strong leadership capabilities
to envision and drive transformation. Each dimension of capability is
important on its own. Together, they make you a Digital Master.

The next two parts of the book examine the two critical capabili-
ties that constitute the DNA of digital mastery in turn. Part I focuses
on digital capability. It is the whar of digital mastery—the investments
and initiatives that executives have undertaken to transform the way
their companies operate. Chapter 2 examines the most visible aspect
of digital capabilities—how you engage with customers. This capability
goes beyond websites and mobile apps to truly change the customer
experience. Chapter 3 explores a far less visible, but equally important
element of digital capability, namely, operational processes. Digital tech-
nology allows companies to break some of the traditional paradoxes of
operational excellence, helping you to build capabilities that improve
efficiency and agility, power new customer engagements, and enable
new business models—all while remaining largely hidden from your
competitors. Finally, chapter 4 discusses new business models, from
reconfiguring delivery models to creating new products and services to
reinventing whole industries. Through these models, you can gain an
advantage over your competitors and outwit new entrants.

Part II focuses on the other critical dimension, leadership capabili-
ties. These are the how of digital mastery—the ways in which execu-
tives are driving change. Large companies are prone to both inertia
and entropy; it can be tough to get started, and even tougher to keep
things moving in the same direction. The only effective way we've seen
to drive transformation is top-down, through strong senior executive
direction coupled with methods that engage workers in making the
change happen. Chapter 5 shows how to create a transformative digital
vision. Vision sets the aspirations for your company, but many compa-
nies lack this essential part of driving transformation. Chapter 6 then

describes a distinctive approach to engagement, which is the process of
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energizing employees to make the vision a reality. Chapter 7 examines
digital governance. Vision and engagement are just part of the story
of leadership capabilities. An energized workforce, believing strongly
in a shared vision, may still proceed in many directions. Governance
provides the guardrails and steering wheel to keep the transformation
on the right track. Finally, chapter 8 examines the zechnology leadership
capabilities you will need to power your transformation forward: the
strong relationship that Digital Masters build between their I'T and
business leaders, and the way these companies use that relationship to
drive change in their internal platforms and digital skills.

Part III constitutes what we call the leader’s playbook for digital
transformation. This toolset, synthesized from the insights in previ-
ous sections, provides concrete management guidance to help get you
started in creating your own digital advantage. Chapter 9 is the starting
point: framing the digital challenge. It shows how to build awareness,
understand your starting point, craft a vision, and align your senior
executive team around it. Chapter 10 shows how to focus your invest-
ments. It provides advice on how to translate your vision into action,
build the required governance, and fund your transformation. Chapter
11 is about mobilizing the organization to make the transformation hap-
pen—signaling your ambitions, earning the right to engage, setting
new behaviors, and starting to evolve the company’s culture. Finally,
chapter 12 discusses how to sustain the change. It includes building
foundation skills, aligning incentives and reward structures, and con-
tinuously monitoring progress. Although each topic in Part III could
be a book on its own, each chapter contains a self-diagnostic exercise,
as well as some useful examples and techniques to help you get started.

Our overarching conclusion from this work is simple: we ain’t
seen nothin’ yet. Within the next ten years, industries, economies, and
probably entire societies will be transformed by a barrage of technolo-
gies that until recently have existed only in science fiction, but are now
entering and reshaping the business world. Becoming a Digital Master
is challenging, but there has never been a better time. The longer you

wait, the more difficult it will become.






CHAPTER 1

WHAT IS DIGITAL
MASTERY?

If people knew how hard | worked to get my

mastery, it wouldn’t seem so wonderful at all.

—MICHELANGELO

Sporting goods company Nike has built its business on innovation.
According to CEO Mark Parker, “We’re an innovation company . . .
Innovation and design is at the epicenter of all we do.”® That innova-
tion focus goes beyond Nike’s products to include the way it engages
with customers and even the way it manages internal operations. And
digital technology is making new kinds of innovation possible.?

Online customers can order personalized shoes in hundreds of
color combinations. Digital tools have made product design and
manufacturing faster and more efficient than ever before. Additional
digital capabilities have helped Nike to improve visibility and per-
formance in its operations, increasing efficiency, reducing waste,
and enhancing corporate social responsibility in the company’ global

supply chain.
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Social media enable Nike to be an integral part of the conversation
around major sports, sporting events, and sporting apparel. And Nike’s
digital products, such as the FuelBand, allow athletes to track their
workouts, share their performance online, and even receive advice from
digital “coaches.” Meanwhile, both social media and digital products
provide Nike with rich data on customers, their activities, and their
preferences.

These innovations arise in different parts of the company as man-
agers constantly seek new ways to improve. According to CEO Parker,
“I always like to say that we focus on our potential and the distance
between where we are and our potential, not the distance between us
and our competition. That’s where a leader should be. And as you focus
on that space, you're gonna create some incredible things.”

Yet in 2010, Nike executives decided to invest in something differ-
ent. They created a new business unit, called Nike Digital Sport, to build
new digital products and reimagine how Nike could engage with cus-
tomers across its categories. Marketers, designers, and engineers work
together to develop and launch products under the Nike+ banner. The
unit also helps other parts of Nike develop their digital efforts. Its “inno-
vation kitchen” produces new designs and techniques ranging from mar-
keting to manufacturing. Its accelerator program is building the firm’s
digital ecosystem. Analysts mine mountains of data, gathered from
Nike’s digital products and marketing efforts, to get ever closer to cus-
tomers around the world.

According to Nike’s global digital brand and innovation director,
Jesse Stolak, “The goal hasn’t changed since the beginning of Nike—
we want to connect with athletes to inspire and enable them to be bet-
ter.”* No longer just a seller of products, Nike is becoming part of its
customers’ lives.

Nike’s story is not unique. Asian Paints is India’s largest paint
company and Asia’s third-largest paint company, with revenue of
$1.8 billion.’ It has been able to globalize and maintain fast growth, more
than 15 percent annually for a decade, while increasing efficiency, trans-

forming customer experience, and reducing its environmental impact.®
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Having built a digital advantage serving India’s billion-person economy,
Asian Paints has expanded to seventeen countries around the world.
None of this would have been possible without successive waves of digi-
tal transformation over the past decade.

According to CIO and head of strategy Manish Choksi, a challenge
of the company has been “to drive efficiency and growth in a business
spread over 120 locations, which deals directly with twenty thousand
to thirty thousand retailers.”” After first unifying the company through
strong IT systems for manufacturing, order processing, and supply
chain, the company was on a good foundation for growth. This set the
stage for a series of transformations. Centralizing the routine customer
order-taking process into a single corporate call center increased effi-
ciency and customer service. The firm’s salespeople then transformed
from clipboard-carrying order takers to always-connected relationship
managers. New automated plants produced higher product quality and
environmental safety than labor-intensive plants did. Expanding into
services—selling painted walls instead of cans of paint—provided ben-
efits beyond new revenues. Providing the service ensured that high-end
products were applied properly, thereby improving customer satisfac-
tion, and helped the firm get closer to end consumers that it didn’t typ-
ically meet.® As Asian Paints’ website affirms, digital transformation
will continue into the future: “The road ahead is to integrate all our
stakeholders including suppliers, employees and customers and create
an extended enterprise.”

Nike and Asian Paints are in very different industries. The com-
panies have very different products, customers, and histories. But they
have something in common: the way they use digital technologies to
drive their businesses forward. As two examples of Digital Masters,
Nike and Asian Paints are using digital technologies to transform the
way they do business. Digital Masters use technology better than their
competitors do and gain huge benefits. The benefits occur not only in
visible customer interactions, but also in less visible internal operations.
The advantages are apparent in the financials; Digital Masters are
substantially more profitable than their peers.™



12 LEADING DIGITAL

But what do Digital Masters do differently? How can you become a
Digital Master? Nike and Asian Paints did not start as Digital Masters.
They built their digital advantage over time. And they did it through
different paths. But both came to realize what our research has shown:
Digital Masters do more than just invest in digital capabilities. They
create the leadership capabilities to get the most from their digital

activities. We'll show you how.

THE DNA OF DIGITAL MASTERS

We started our research with a simple but broad question: how are
large companies around the world using fast-evolving new digital tech-
nologies in their businesses? When we started our research, we didn’t
have specific dimensions or practices in mind. We just knew that big
companies were doing far more than we were hearing in the media.
And we were intrigued by the juxtaposition of speeds between the digi-
tal technology industries and the slower, more deliberative cultures of
large firms in many other industries.

We've learned over the years that when we are faced with a big
question that doesn’t have clear answers, the best thing to do is see
how executives are actually answering the question for themselves. So,
we talked with executives in large companies—150 executives in fifty
companies around the world—to understand how these leaders were
thinking about new digital challenges, and what they were doing with
new technologies.

We found that most of the companies were already investing in
technologies such as social media, mobility, analytics, and embedded
devices. But some—the firms we call Digital Masters—were making
far better progress than others. Comparing these companies and the
rest of the pack helped us identify differences in how the masters con-
ceptualized and managed their digital activities. We found that it’s not
just what they invest in, but it’s how they lead change that makes these
companies Digital Masters.! After testing our theory in a global survey

of nearly four hundred companies, we became even more convinced.
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Digital Masters excel in two critical dimensions: the whar of
technology (which we call digital capabilities) and the how of leading
change (which we call leadership capabilities). These are two very dis-
tinct dimensions of digital mastery, and each plays its own role. What
you invest in matters, to a point. How you use those investments to
transform your company is a key to success. Neither dimension is
enough on its own. Each is associated with different types of finan-
cial performance, and each provides only partial advantage.” Taken
together, they combine to give Digital Masters a clear advantage over

their competitors.

Digital Capabilities

Digital Masters know where and how to invest in the digital opportu-
nity. The size of the investment is not as important as the reason—and
the impact. Digital Masters see technology as a way to change the way
they do business—their customer engagements, internal operations,
and even business models. To these companies, new technologies such
as social media, mobility, and analytics are not goals to attain or signals
to send their customers and investors. These technologies are tools to
get closer to customers, empower their employees, and transform their
internal business processes.

But more than technology is needed. While the changes possible
through smart digital investment are impressive, they are not enough.
Companies that invest in the right areas have higher revenue for each
unit of their existing physical capacity (such as people and facilities)
than their competitors, but they are no more profitable. Gaining the

true digital advantage also requires leadership.

Leadership Capabilities

For Digital Masters, committed leadership is more than just a buzz-
word. It is the lever that turns technology into transformation.

Despite the advice of many gurus to “let a thousand flowers bloom”
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in your company, we saw no examples of successful transformation
happening bottom-up. Instead, executives in every Digital Master
steered the transformation through strong top-down leadership: set-
ting direction, building momentum, and ensuring that the company
follows through.

Top-down leadership does not mean that you need to plan out the
transformation in complete detail from the start. Nor does it mean that
you can just energize the company and wait for great things to happen.
In the Digital Masters we studied, leaders created a clear and broad
vision of the future, started some critical initiatives, and then engaged
their employees to build out the vision over time. The leaders stayed
involved throughout the transformation to make the case for change, to
drive the change forward, and to redirect activities and behaviors that
went against the vision. And they continually looked for ways to extend
the vision and move the company to the next level of digital advantage.
As Asian Paints, Nike, and others have learned, every step on the road
to transformation opens up new possibilities to exploit and extend the
company’s digital advantage.

Top-down leadership does mean strong governance and coordina-
tion. It is very difficult to ensure that all parts of a complex company
move in the right direction at the right pace. People in different units
often do their own thing or wait before committing to a new way of
action. The true advantage comes from linking different digital activi-
ties, and that can only happen if people are on the same page. Nike
built Nike Digital Sport in 2010 to provide coordination, innovation,
and some shared resources for the company’s many digital efforts.”
Coftee powerhouse Starbucks created the position of chief digital offi-
cer in 2012 for the same reason.!* Asian Paints extended the role of the
chief information officer (CIO) to cover strategy as well as I'T. Other
firms find that digital steering committees are enough. The roles are
less important than the results. All Digital Masters find ways to build a
clear vision of a radically different future, engage their employees in the
goal, foster strong bonds between technical and businesspeople, and

steer the course through strong governance.
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FOUR LEVELS OF DIGITAL MASTERY

If Digital Masters like Nike and Asian Paints represent excellence on
both digital and leadership dimensions, what about other firms? Each
dimension is different, and each is important for different reasons.
Putting the two dimensions together yields four levels of digital mas-
tery (figure 1-1). Digital Masters excel at both dimensions, but most
companies do not. Some companies are strong on digital capabilities
but weak on leadership capabilities. Some are the reverse. Still oth-
ers are weak on both dimensions; they have not yet begun the digital
journey.

Beginners are just at the start of the digital journey. Many of them
adopt a wait-and-see strategy, trying to gain certainty before they act.
Some believe the digital opportunity is right for other industries, but
not for theirs. Others lack the leadership to make something happen.
As a result, Beginners have only basic digital capabilities. And they

FIGURE 1.1

Four levels of digital mastery

Fashionistas Digital Masters
£
8
[}
o
©
o
g
=
a Beginners Conservatives

Leadership capability

Source: Adapted from George Westerman, Maél Tannou, Didier Bonnet, Patrick Ferraris,
and Andrew McAfee, “The Digital Advantage: How Digital Leaders Outperform

Their Peers in Every Industry,” Capgemini Consulting and MIT Center for Digital
Business, November 2012.
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lag behind their competitors on multiple measures of financial
performance.

Many Beginners use regulation or privacy as an excuse for inaction.
Meanwhile, their competitors are not waiting to act. Many insurance
companies have been slow to adopt social media because of regulatory
challenges in allowing their agents to use blogs and social media messages.
But Northwestern Mutual found a safe way to put its agents on LinkedIn
so the financial representatives can build and maintain relationships.”
Similarly, many medical and pharmaceutical companies are wary of regu-
latory and privacy concerns in using social media. But a medical device
company used social media to inform medical providers about a game-
changing new device far faster than traditional media could have done.'

Fashionistas are not waiting to act. They buy every new digital
bauble. They flaunt their technological trendiness but don’t change
what’s behind the veneer. However, because they lack strong digital
leadership and governance, they waste much of what they spend. Or
they find that they need to reverse what they've done so that they can
integrate and scale their capabilities. One company we studied built
employee collaboration platforms in different parts of the business
using different (and incompatible) technologies. Employees could col-
laborate within their silos, but couldn’t share knowledge across the
company. Another company had three mobile marketing initiatives, in
different parts of the company, addressing overlapping markets. The
mobile solutions used different vendors and different technology sets,
so they could not build on each other.

Although there is nothing wrong with trying experiments to find
the best solution, neither of these Fashionistas had mechanisms to
coordinate their activities or build synergies across their investments.
Building a wide variety of incompatible processes and systems may
seem like progress, but it limits bigger opportunities. This incompat-
ibility impedes a coordinated approach to customer engagement and
a unified view of operations.

Conservatives have a capability profile that is the opposite of
Fashionistas. Although Conservatives have useful digital leadership
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capabilities, excess prudence prevents these firms from building strong
digital capabilities. Unconcerned about technology fashion, the
companies focus on ensuring that every digital investment is care-
tully considered and strongly coordinated. Leaders in these companies
don’t want to make mistakes that would waste their scarce time, effort,
and money. This caution can be useful, especially in highly regulated
industries such as health care and financial services. But it can also
create a governance trap that focuses more on controls and rules than
making progress. By focusing on control and certainty, Conservatives
find it hard to mobilize top management—and the rest of the organi-
zation—to see the bigger prize that digital transformation can bring.
In trying to prevent failure, these companies fail to make much prog-

ress at all.

DIGITAL MASTERY MATTERS

Digital Masters have overcome the difficulties that challenge their
competitors. They know how and where to invest, and their leaders are
committed to guiding the company powerfully into the digital future.
They are already exploiting their digital advantage to build superior
competitive positions in their industries.

To quantify the digital advantage, we conducted a survey of
391 companies in thirty countries.”” We limited the survey to large
companies only—those with revenues of $500 million or higher. We
used statistical methods on specific questions in the survey to construct
factors representing subcomponents of the two dimensions of digital
mastery, to cluster the component factors, and then to make the two
dimensions as statistically independent of each other as possible. Then,
we split the sample at the median on each dimension to place each
company into one of the four categories, with each category containing
approximately 25 percent of the firms.

Next, we analyzed the financials of the 184 publicly traded firms in
our sample. We mean-adjusted the performance of each firm by sub-

tracting the average performance of all firms in its industry that were
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larger than $500 million in annual revenue. Then we compared the
average mean-adjusted performance of companies in each quadrant.

We found a striking performance difference for Digital Masters
(figure 1.2). The two critical elements of digital mastery—digital capa-
bilities and leadership capabilities—are associated with different types
of performance; companies that excel in a particular dimension out-
strip industry competitors in some performance measures while lagging
in others. Meanwhile, Digital Masters—companies that excel in both
dimensions—have the highest performance, far outstripping other
firms on multiple financial measures. Digital Masters are 26 percent
more profitable than their industry peers and generate 9 percent higher
revenue from their physical assets.'®

FIGURE 1.2

Digital Masters outperform their peers

Revenue generation
efficiency

Profitability ]

Basket of indicators: Basket of indicators:
* Revenue/employee ¢ EBIT margin
¢ Fixed-assets turnover * Net profit margin

Note: Average performance difference for firms in each quadrant versus
the average performance of all large firms in the same industry for the
184 publicly traded companies in our sample. EBIT: earnings before
interest and taxes.

Source: Adapted from George Westerman, Maél Tannou, Didier Bonnet,
Patrick Ferraris, and Andrew McAfee, “The Digital Advantage: How
Digital Leaders Outperform Their Peers in Every Industry,” Capgemini
Consulting and MIT Center for Digital Business, November 2012.
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Digital Capability and Revenue Generation

Companies with stronger digital capabilities are better at driving
revenue with their physical assets. On a basket of measures includ-
ing revenue per employee and fixed-asset turnover, Fashionistas and
Digital Masters outperform average industry performance by 6 and
9 percent, respectively. Meanwhile, Beginners and Conservatives, both
of which lag in their digital capabilities, trail their industry competitors
by 4 and 10 percent, respectively.

These differences between high and low digital capability make
sense; digital activities can improve and extend the reach of physical
ones. With e-commerce, companies big and small now have access to
a global marketplace for their goods and services. Digital business can
help companies to manage more volume with a unit of existing physical
capacity. And digital capabilities can also help companies grow revenue
by reaching out to new customers or engaging with existing customers
in new ways. Nike’s ability to generate buzz through social media, or
Asian Paint’s use of call centers and mobile devices to leverage its sales-
people, helps these companies grow revenue without investing in more
employees or facilities.

The revenue-generation difference is substantial. For example,
Fashionistas—strong on digital investment but not on leadership—gain
16 percent more revenue per unit of human and physical assets than
Conservatives do, and 10 percent more than Beginners. Conservatives,
being weak on digital investment, have lower revenue leverage, but they

excel in other ways.

Leadership Capability and Profitability

Moving in the other dimension, companies that excel in leadership
capability are significantly more profitable than their peers. On average,
Conservatives and Digital Masters are, respectively, 9 and 26 percent
more profitable than their average industry competitors on a basket of

measures including EBIT (earnings before interest and taxes) margin
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and net profit margin. Meanwhile, Beginners and Fashionistas, with
their weaker leadership capabilities, trail their average competitors by
11 and 24 percent, respectively, on these profitability measures.

For companies that excel at leadership capability, strong vision
and disciplined governance help drive digital investments in a com-
mon direction. These firms weed out activities that run counter to the
future vision of the transformed firm. They scale successful investments
enterprise-wide. And they engage their employees in identifying valu-
able new opportunities.

Asian Paints built on efficiencies it gained through strong gover-
nance and I'T-business relationships to launch new digital capabilities
that moved the company into the Digital Master category. Nike’s
digital unit develops digital products and capabilities, helps other
units, and manages digital activities that cut across organizational
silos. Each firm found that strong digital leadership created efficiency
and scalability in its digital efforts.

THE PERFORMANCE ADVANTAGE
OF DIGITAL MASTERS

Firms that excel in either dimension outperform their competitors in
specific and different ways. Digital Masters—firms that excel in both
dimensions—far outperform the others. On average, Digital Masters
are 26 percent more profitable than their industry competitors. They
generate 9 percent more revenue with their employees and physical
assets. For the large, traditional companies we studied—with revenues
of $500 million or larger—the difference can be many millions of dol-
lars on the bottom line.

Digital Masters combine digital capabilities and leadership capa-
bilities to achieve performance that is greater than either dimension
can deliver on its own. Strong digital capabilities make new digital
initiatives easier and less risky, while providing revenue leverage that
can generate new cash. Meanwhile, strong leadership creates syner-

gies that free up money for investment, while also engaging employees
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to identify new opportunities. Together, the two capabilities spiral in
a virtuous cycle of ever-increasing digital advantage.

Our analysis shows correlation, not causality. Excelling in digi-
tal capability and leadership capability may lead to higher financial
performance for the firm. On the other hand, we may be seeing that
companies that outperform their peers financially tend to excel in
the two dimensions of digital mastery. The direction of causality is
important from an academic research standpoint. But from a man-
agement standpoint, either direction of causality leads to the same
advice.

So, let’s say it this way: the best-managed companies in the
world—those that significantly outperform their peers in both revenue
generation and profitability—tend to manage their digital activities
in a common way. They build both digital capabilities and leadership
capabilities that are better than other companies. If the best-managed
companies in the world do digital this way, then it’s a good idea to

manage your digital activities this way too.

DO YOU HAVE TIME TO WAIT ?

Digital transformation is moving much more rapidly in some
industries than in others. If you are in the travel or publishing
industries, you have been dealing with digital competitors and digital
sales for years. But what if you are in an industry like pharmaceuticals
or utilities, where strong digital threats have yet to materialize? Can
you afford to wait?

Figure 1.3 shows digital mastery, by industry, for our survey. Each
dot represents the average mastery of companies in each industry for
which we have twenty or more data points. Some industries are already
squarely in the Digital Masters quadrant, while others still lag. Many
firms in the high-tech industry are already Digital Masters, while digi-
tal mastery in pharmaceuticals is far lower. Other industries, such as
telecom or consumer packaged goods, are on the cusp of digital mastery,

but need more digital or leadership capabilities, or both, to get there.
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FIGURE 1.3

Digital mastery by industry
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Source: George Westerman, Maél Tannou, Didier Bonnet, Patrick Ferraris, and Andrew McAfee, “The Digital
Advantage: How Digital Leaders Outperform Their Peers in Every Industry,” Capgemini Consulting and
MIT Center for Digital Business, November 2012.

If your company is trailing your industry’s average digital mastery,
then you need to get moving fast. But what if you are not behind in
your industry? If you are an executive in a Beginner industry, such as
consumer packaged goods, pharmaceuticals, or manufacturing, you
might be tempted to believe you can wait. After all, why invest the cost
and effort to become a Digital Master if your whole industry is lagging?
This kind of thinking is sensible. And it’s wrong.

You might think that if your industry is not in the Digital Master
quadrant, then you have an opportunity to grab digital advantage before
anybody else does. Such thinking is a bit more accurate, but still wrong.

You might even think that you can watch your competitors and be
a fast follower. This attitude, too, is not quite right. It’s too late to beat
all of your peers to the punch, and you can’t be a fast follower in digital

mastery unless you are already there.
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If you are not a Digital Master, figure 1.4 has bad news. It shows,
for each industry, the percentage of firms in each quadrant. In most
industries, more than one-fourth of all large firms are already Digital
Masters. Even more important is this: every industry already hosts
at least one Digital Master. In other words, in every industry—from
pharma to manufacturing to high-tech—some company is already
reaping the benefits of the digital advantage. Every other company is
behind.

This situation should be a call to action. Think about it. Even if
it only takes you three or four years to become a Digital Master, some
firms in your industry are already enjoying a digital advantage. Even
worse, while you start to build the capabilities you need, the masters
can exploit the capabilities they already have. These companies can

accelerate ahead of you even as you try to catch up.

FIGURE 1.4

Digital mastery by industry
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Note: Distribution of digital mastery for all industries with more than twenty respondents in our survey.
Note that there are Digital Masters in every industry studied.

Source: George Westerman, Maél Tannou, Didier Bonnet, Patrick Ferraris, and Andrew McAfee, “The Digital
Advantage: How Digital Leaders Outperform Their Peers in Every Industry,” Capgemini Consulting and
MIT Center for Digital Business, November 2012.
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HOW TO GET STARTED NOW

Digital mastery matters. It matters in every industry. We've found that
the DNA of Digital Masters is clear, and any company can adopt it. But
it takes time to become a Digital Master, and time is a fast-diminishing
commodity for many firms.

How will you become a Digital Master? Companies take dif-
ferent paths to get there. Nike was a Fashionista before it became a
Digital Master. Initially, it developed digital capabilities in silos. Then,
through its Nike Digital Sport unit, it added new leadership capabili-
ties to link the silos and launch new digital capabilities.

Asian Paints went the other way; it was a Conservative before it
became a Digital Master. Executives in Asian Paints created the vision
to become a more unified company and then built governance and
IT capabilities to help it get there. Then they repeatedly built on the
company’s capabilities to transform its customer engagement, internal
operations, and business models. Both Asian Paints and Nike are reap-
ing huge benefits from their digital mastery.

Although it is less common, some companies have made the
leap directly from Beginner to Digital Master. They did not stop in
between. Burberry, which we'll discuss in chapter 2, did it. And while
making a direct leap is difficult and risky, sometimes it is the only way
forward. This is especially true if you have a crisis situation—a “burning
platform” such as in media, entertainment, or information services; in
this case making the leap may be the best way out.

Figure 1.5 shows the four quadrants of digital mastery in more detail,
including challenges that each quadrant can face. Take a minute to think
about it. What quadrant is your company in? Decide for yourself, and
then ask some colleagues. Are your digital efforts creating real change
in your company, or are they just shiny baubles? Are you being too care-
ful and thus missing the digital opportunity? The self-assessment in the
appendix can help you identify your position in the matrix.

If your firm is a Fashionista, you should start to build lead-
ership capabilities and gain synergies across your digital efforts.

Find a unifying vision, and invest in governance to coordinate across
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What is your level of digital mastery?

Fashionistas

* Many advanced digital features
(e.g., social, mobile) in silos

* No overarching vision

¢ Underdeveloped coordination

 Digital culture may exist in silos

Digital Masters

e Strong overarching digital vision

* Excellent governance across silos

¢ Many digital initiatives generating
business value in measurable ways

e Strong digital culture

Beginners

* Management skeptical of the
business value of advanced digital
technologies

* May be carrying out some
experiments

¢ Immature digital culture

Digital capability

Conservatives

e Overarching digital vision, but
may be underdeveloped

* Few advanced digital features, though
traditional digital capabilities may be
mature

e Strong digital governance across silos

 Active steps to build digital skills and
culture

Leadership capability

Source: George Westerman, Claire Calméjane, Didier Bonnet, Patrick Ferraris, and Andrew McAfee, “Digital
Transformation: A Roadmap for Billion-Dollar Organizations,” Capgemini Consulting and MIT Center
for Digital Business, November 2011.

your company. You may want to hire a chief digital officer like Starbucks
did or create a digital unit like Nike did. Moving from Fashionista to
Digital Master may require some investment as you refocus discon-
nected digital initiatives and technologies into a unified and coherent
digital program. This kind of refocusing and rework, however painful
in the short term, will pay off later in terms of lower costs, lower risk,
and greater agility.

If your firm is a Conservative, you can take advantage of your
digital leadership strengths to build new digital capabilities in a smart
way. Every company has areas that executives know they can improve,
whether in customer engagement or internal operations. Try some
experiments to address these issues. Then scale the successful trials to
enterprise level. Like the executives at Asian Paints, you can continu-
ally think about how to expand your digital vision. What else can you
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do with your new digital capabilities? Engage your employees, through
meetings or innovation contests, to identify new digital opportunities.
Then implement.

If your firm is a Beginner, you can try some experiments to test
the digital waters, either with customers or in your internal operations.
Then build a vision of your digital future and start to create the capa-
bilities to make it happen. Often the best course is to start with the
capability that is most natural for your company. Then you can move
in the more challenging direction once you are ready. Insurers and
banks could leverage their conservative cultures to build committed
leadership capabilities first, and then expand their digital investments.
Fast-moving, customer-focused industries such as fashion or media
could start by innovating new digital capabilities and then building
strong leadership capabilities.

WHAT’S NEXT

You've seen the benefits of being a Digital Master. You've started to
think about your level of digital mastery. Now it’s time to plot your digi-
tal transformation strategy. In the rest of the book, we’ll show you how.

Part I shows, in depth, what it means to build your digital capabili-
ties. Our research has identified three broad areas in which companies
are building new digital capabilities—customer experience, operational
processes, and business models. We thus devote a chapter to each area,
including examples from many companies around the world such as
Air France, Burberry, Caesars Entertainment, and Codelco. Part
IT shows how to build your leadership capabilities. We've identified
four elements: shared transformative vision, strong governance, deep
engagement, and solid technology leadership. We devote a chapter to
each element, including examples of how companies such as Caesars,
Codelco, P&G, Pages Jaunes, and Starbucks are making it happen.
Then, part III helps you build your roadmap. We provide concrete
management guidance—plus self-assessments you can complete with

your colleagues—to help you create your own digital advantage.
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BUILDING DIGITAL
CAPABILITIES

he DNA of Digital Masters is clear. One element of the DNA

shows that digital transformation cannot happen without astute

digital investments—the whar of digital transformation. But
too many companies confuse digital advantage with the digital tech-
nologies themselves. Digital Masters focus on making their businesses
different through technology, not on the technologies themselves.

Part I shows, in depth, how executives have transformed the way
their companies operate. You can differentiate your company through
three broad categories of digital capability: customer experience, opera-

tional processes, and business models. Let’s look at each in turn.






CHAPTER 2

CREATING A COMPELLING
CUSTOMER EXPERIENCE

One of the deep secrets of life is that all that is

really worth doing is what we do for others.

—LEWIS CARROLL

Transforming the customer experience is at the heart of digital trans-
formation. Digital technologies are changing the game of customer
interactions, with new rules and possibilities that were unimaginable
only a few years back.

Do you want to finally hear the voice of your customers and escape
the narrow lenses of surveys and focus groups? Social media let you. Do
you want your clients to continue their engagement with your brand
on the move? Mobile computing lets you. Do you want to know where
your customers physically are? Geolocalization lets you. Do you want
to make better predictions to deliver a truly personalized experience?
Customer analytics lets you.

For Digital Masters, these new technologies are not goals to attain
or signals to send to investors. Instead, the technologies are tools that

can be combined to get closer to customers. Digital mastery goes well
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beyond websites and mobile apps to truly transform the customer
experience and how you steer customers effortlessly through it.

Delivered properly, an engaging customer experience creates value
for both customers and firms. It drives retention and stimulates cus-
tomer loyalty. But delivering a differentiated customer experience in
large organizations is a complex task. Why? First, customer expecta-
tions have increased substantially; of the 150 executives we interviewed
early in our study, 70 percent highlighted the ever-rising tide of cus-
tomer expectations as a key driver for change.' Second, integrating new
digital channels into existing operations can be organizationally chal-
lenging. Third, these digital interactions force an evolution in culture—
new clock speed, new decision-making methods, new rules—that can
run counter to the way large traditional companies have managed
customer relationships. So, like our Beginners or Conservatives, you
can choose to do only a few experiments here and there. Or, like our
Fashionistas, you can invest in every new shiny object that’s available.
But you would be missing the big prize.

Despite the challenges, huge benefits are available to those compa-

nies that create compelling customer experiences.

LEADING THE DIGITAL REBIRTH
OF AN OLD ICONIC BRAND

In 2006, when Angela Ahrendts took the helm at Burberry, the com-
pany’s top-line growth was significantly behind its peers.? While the
overall sector was growing at around 12 to 13 percent a year, Burberry’s
growth was only 1 to 2 percent. The company was not keeping pace
with the rapid development in the luxury goods market, neither in terms
of innovation nor in terms of products and services. Burberry was up
against tough competition from much larger French and Italian peers,
each of which had multiple brands and many times the company’s own
revenue and profit. Something had to be done to reverse this trend.
Burberry’s management team began by asking itself a fundamental

question: “What is our vision?” From there, the team members began
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the development of a five-year strategy-making process looking at
Burberry’s unique assets and strategic direction. Ahrendts explained:
“What do we have that our peers don’t? First, we're British. Second, we
were born from a coat. Finally, our peers were all targeting ‘ladies who
lunch’ and focusing mainly on the baby boomers. There was no way we
could meet them head on with their much larger advertising budgets.
We decided to go after the millennial customers.”

This last strategic choice proved critical to Burberry’s digital
journey. The company decided to target its marketing spending on
millennial consumers—those in their twenties. They chose to focus on
emerging economies, where the average high-net-worth customer is
typically fifteen years younger than in traditional markets. To engage
and communicate effectively with this population, Burberry had to
use millennials’ mother tongue: digital. That’s when the digital vision
became reality and the digital transformation started for Burberry.

Ahrendts identified that, to be successful, there had to be a pure,
global brand vision. Christopher Bailey, the digital-savvy chief creative
officer, became the “brand czar,” meaning anything that the customer
sees goes through his office. Working together, Ahrendts and Bailey
communicated this vision internally. Ahrendts explained: “We said we
would no longer do what was best for a person or what was best for a
region. We would do what was best for the brand. We talked about the
‘digital tsunami’ coming, and used this to drive home why and where
we needed to focus, and how united and pure our global brand expres-
sion had to be.”

With the top team aligned around this new vision, Ahrendts and
Bailey decided to focus on digital marketing to target their customers.
They hired a young, dynamic marketing team whose members mir-
rored the millennial customer. The company allocated a substantial
portion of its annual marketing budget to digital media, shifting away
from traditional media.

The company has excelled in digital marketing, launching several
successful and innovative initiatives: revamping Burberry.com in eleven

languages;® launching a fragrance with innovative Facebook sampling;
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developing Tweetwalk, live-stream fashion shows, with Twitter;
collaborating with Google to create Burberry Kisses, allowing users to
capture and send their “kiss” to anyone in the world;® and partnering
with Chinese social media platform WeChat in the autumn/winter
2014 runway show to launch a series of mobile content experiences.
Empowered by a closely connected, creative thinking culture, the com-
pany used digital technologies to share the excitement of key brand
moments with its worldwide customers.

At the same time, Burberry’s retail investment was keeping pace—
opening twenty to thirty new stores a year. How could the company use
digital innovation to engage its customers seamlessly in its physical real
estate as well as online? This is where Burberry’s retail-theater concept
came into play. Ahrendts explained: “We began to partner with tech-
nology companies to make the ‘retail theater’ concept real, enabling us
to broadcast our multifaceted content to our stores globally. We used
technology to bring our brand to life in our stores: from the music to
the rich video content on giant internal and external screens to the
iPads carried by all sales associates that gave access to the full global
collection regardless of what was available in-store. We invited our cus-
tomers to watch our runway shows live in stores and enabled them to
shop the collection on iPads immediately afterwards for delivery in six
to eight weeks. In this way, we have developed our stores to showcase
our digital innovations.”

Prior to this wave of digital innovations, Burberry had spent several
years implementing a backbone enterprise platform to consolidate its
systems and make its global operations transparent. It was critical for
the company to have a single view of the customer in order to improve
the experience across all channels, media, and platforms. “Had we not
put that in place,” Ahrendts said, “we would not have been able to do
so much of the front-end digital innovation we have been doing.”® The
company also made big investments in customer service not only by
training salespeople in stores, but also on its website, where customers
can click to call or click to chat with customer service representatives

365 days a year, 24/7, and in fourteen languages.’
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Burberry’s next challenge was analytics. The company layered on
new communication and analytics tools. It promoted a chief customer
officer to optimize insights from all physical and digital interactions. It
launched a “Customer 360” program—a data-driven shopping expe-
rience that invites customers to digitally share their buying histories,
shopping tendencies, and fashion preferences—to allow Burberry to
profile and personalize the experience. Retail assistants can access cus-
tomers’ digital profiles through tablets, knowing, for example, what a
Brazilian customer last bought on a stopover to Paris and what she said
about Burberry on Twitter.!

According to Ahrendts, “Our vision was that any person, any
constituency, needing to interact with Burberry would come to
Burberry.com and enjoy exactly the same experience as in-store
customers. We wanted them to come into our world—Burberry
World—and be able to visit all the different parts of the business as
they would do in our HQ.™"

Today, more people see the Burberry brand via digital than they do
through any other medium. In luxury, 60 percent of people shop online
and pick up in a store. As Ahrendts pointed out, “If the store doesn’t
look or feel the same as it does online, are you truly behaving like a
great brand?” In 2013-2014 Burberry was named by think tank L2 as
the fashion brand with the number one “digital IQ” for the second year
running, included in Fast Company's list of the top ten most innovative
retail companies globally for the second consecutive year, and named

one of Interbrand’s best global brands for the fifth consecutive year.'?

WHAT DO DIGITAL MASTERS
DO DIFFERENTLY?

Burberry is an outstanding example of a company that blurs the lines
between its digital and physical customer experiences. It is not an iso-
lated case. Our research shows that Digital Masters transform their
customer experiences through the sum of four related interventions.

Together, these interventions fundamentally change the customer
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value equation. First, Digital Masters spend time understanding
customer behavior and designing the customer experience from the outside
in. A Digital Master figures out what customers do and why, where,
and how they do it. The company then works out where and how the
experience can be digitally enhanced across channels.

Second, Digital Masters use digital technologies to increase reach
and engagement through smart investments in new digital channels.
They provide user-friendly mobile apps, develop rewarding social
media experiences, and rebalance their marketing spending to reinforce
the engagement.

Third, they put customer data at the heart of the whole customer expe-
rience. They become more scientific, using metrics and analytics to inform
the change—everything from understanding current usage of their prod-
ucts and services to segmenting the customer base and proactively offer-
ing personalized deals and designing predictive marketing campaigns.

Finally, Digital Masters work to seamlessly mesh the physical and
digital experiences, not by replacing the old with the new, but by using
digital technologies to enhance the customer experience by leveraging

valuable existing assets.

DESIGNING THE CUSTOMER
EXPERIENCE FROM THE OUTSIDE IN

Designing a good experience is, of course, based on a clear vision of
what you are trying to achieve. As Gary Loveman, CEO of global gam-
ing company Caesars Entertainment, pointed out, “The experience has
to be what our customers want it to be.”*?

Digitally engaged customers expect that products, services, and
information will be timely and tailored to their specific needs. They
want all of these at the precise moment they are looking, and on what-
ever platform they are using at the time. The more touch points you
have, the greater the complexity of the interactions across channels
and the greater the need to understand them in detail. So how can you

define the kind of engaging experience your customers really want?
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You need to thoroughly understand both customer behaviors and the
organizational requirements to deliver the new customer experience.

Take the time to systematically learn how people interact with your
products, services, channels, brand, infrastructure, and employees—
deep insights into customer decisions and usage journeys. How do
customers behave before, during, and after an interaction with your
company? Where are the pain points? How can you alleviate them?
What part of the experience can be digitally enhanced? Which custom-
ers are more prone to engage digitally, and how?

Joe Gross, head of group market management at insurance group
Allianz, pointed out: “We started by identifying touch points that
digital impacted, and of course, these touch points spanned the entire
spectrum of the value chain—right from the customer-awareness stage
to distribution to actual sales, product offers to pricing, et cetera. Once
we identified these touch points, we devised assessment criteria against
each of them.”™

Adam Brotman, chief digital officer at Starbucks, adopted a similar
approach. “We tend to look at what are the needs of our customers,
what’s the strategy of our business, what are all the different digital
touch points that are already in place versus ones we need to put in
place, and then we’ll roadmap out how we want to prioritize our time
and effort against this backdrop.”

Behaviors across large customer bases are rarely homogeneous.
Data and analytics should inform the segmentation of your customer
base, defining targeted experiences according to specific behavior pat-
terns. Burberry, for example, understood early that high-net-worth
millennial consumers in emerging markets would require a different,
digital-rich, experience than would traditional fashion consumers.

Similarly, Kirsten Lynch, chief marketing officer of Vail Resorts,
realized that to improve the customers’ experience, she had to get a
more granular understanding of skiers’ behavior: “For years we've had
a CRM [customer relationship management] system that gives us
basic demographic and behavioral data . . . Skiing is such a passion-

based business that we need to go beyond basic data to understand why
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our guests come to the mountain.”® She decided to use personae to
segment her customer base.”” “We have the ‘Alpine A-Listers,” who
are hard-core about skiing and also passionate about the luxury experi-
ence,” she said. “Then there are ‘Village Sophisticates,” who tend to
care more about dining, shopping and spas than skiing. The ‘Shred
Heads’ care only about making the most of their ski day—it’s not about
luxury for them. For each segment, we know how many days they ski
a year, where they ski and what they spend their money on. We can
personalize what we talk to them about . . . We are piloting some new
technology that pre-populates the agent’s screen with everything we
know about our guests.”*®

You also need to focus on delivery from the start. How big is your
organizational challenge? What process, people, and technology changes
are required to make the new customer experience work? What power
needs to be in the hands of customers so they can use whichever technol-
ogy they prefer to reach your company? For instance, self-service facilities
can be used to track a package delivery, configure a complex industrial
product online, or know precisely when a pizza will be delivered.

Unfortunately, too few companies do what it takes to succeed.
Forrester Research reports that although 86 percent of customer-
experience executives believe that customer experience is a top strategic
priority, less than half of the companies have a companywide program
to address it, and only 30 percent have a dedicated budget to fund the
change required."

Digital Masters do it right; they invest in designing a compelling
customer experience from the outside in. They are also prepared to do

what it takes to adapt the organization to deliver on the promise.

CREATING REACH AND
CUSTOMER ENGAGEMENT

Digital transformation cannot happen without digital investment.
Digital Masters make smart digital investments to creatively enhance

customer experiences. The size of the investment is not important,
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but the impact is. To these companies, new technologies such as social
media, mobility, and analytics are only tools to get closer to their
customers.

Since opening its first location in Seattle in 1971, Starbucks has
grown into one of the world’s most globally recognized brands.
Starbucks has built a multi-billion-dollar enterprise on more than just
coffee; it has succeeded in creating a unique “Starbucks experience”
in its stores and online. But Starbucks has not always been a Digital
Master.

Following a rapid expansion, Starbucks faced declining same-
store sales in 2008, and its share price had been cut nearly in half over
the prior two years. The picture wasn’t much better on the technology
front. Unintuitive point-of-sale systems still ran on antiquated tech-
nology, and store managers had no access to e-mail. To turn the tide,
senior leaders, under the helm of CEO Howard Schultz, took a num-
ber of strategic actions, key among them using digital technologies to
engage customers in new ways. Adam Brotman, the company’s chief
digital officer, explained: “Digital for Starbucks was not just about
a website or a point-of-sales system, but about an ability to connect
with customers and transform their experience and drive the com-
pany.”® The company decided to lead the way with mobile and social
channels.

The first Starbucks foray into mobile was the company’s myStar-
bucks app, released in 2009, which allowed customers to locate the
nearest store, learn more about the company’s coffees, and even build
their own drinks. In January 2011, Starbucks took its loyalty program
digital with the introduction of its Starbucks Card mobile app. This app
allowed Starbucks customers to pay for in-store purchases with their
mobile phones. App users could present an on-screen version of their
prepaid loyalty card and could top up their funds online, on their smart-
phones, or in stores. This approach integrated easily with existing point-
of-sale technology, which was already set up for reading bar codes. Since
its launch, the program has been extremely successful, with 20 percent

of all loyalty card transactions conducted via mobile in 2012.%!
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Keeping pace with advances in mobile technology, Starbucks
has continued to expand its mobile payment capabilities. In 2012, it
announced that customers would be able to make payments at the reg-
ister via Square—an app-based mobile payment system—following a
$25 million investment in the service.?? Starbucks has also enabled inte-
gration of its application with Apple’s native Passbook feature, which
consolidates ticket, coupon, and loyalty card information on an iPhone
or iPod Touch for convenient access.

Mobile payments at Starbucks have been a success for customer
convenience, but they are proving to have financial benefits as well.
Processing fees for transactions through its mobile app and Square have
been substantially reduced. With over three million mobile payment
transactions per week in 2012, the mobile-payments introduction has
significantly reduced transaction fees.”® The reduction benefits both
coffee drinkers and Starbucks.

Starbucks has also built a leading presence in social media. By 2012,
the company’s 54 million Facebook fans, 3.4 million Twitter followers,
and 900,000 followers on Instagram earned Starbucks a number one
ranking among socially engaged companies.

Digital Masters like Starbucks do not just invest smartly in tech-
nology and channels. They maximize these investments by optimizing
their marketing media mix. Burberry took the plunge by redirecting
a substantial portion of its annual marketing budget to digital media.
Procter & Gamble, the consumer products giant, is investing almost a
third of its media spending on digital, social, and mobile.* Not a small
decision from one of the world’s biggest advertisers! Not all companies
have to be that bold. Research firm Gartner estimated that on average,
large US companies spend about 25 percent of their marketing budgets
on digital.® Whatever the amount, a rebalancing is needed if a firm is
to get full benefits from the increased channel reach.

The social media presence of Starbucks has earned the com-
pany more than just fans. The company also uses social media to fuel
customer-driven innovation. Through its My Starbucks Idea site,
Starbucks has collected more than 150,000 customer-submitted ideas to
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improve its products, customer experience, and corporate initiatives.?
Once an idea has been submitted, the site’s customer community can
vote the idea up or down, helping Starbucks identify and implement
the best ideas. The company closes the loop with its Ideas in Action
blog, where employees respond to ideas personally, and it lets custom-
ers know when they can expect to see their ideas realized in stores. For
example, one community member suggested making it easier for cus-
tomers to manage multiple orders—especially useful for people going
on midday Starbucks runs for their coworkers. In less than a month,
Starbucks introduced its Runner Reward program. The program pro-
vides runners with a convenient form to manage orders and offers them
a fifth drink (their own drink) free of charge.?’

Brotman summed it up: “Everything we are doing in digital is about
enhancing and strengthening those connections [with our customers]

in only the way that digital can and only the way that Starbucks can.””®

PUTTING CUSTOMER DATA AT THE
HEART OF THE EXPERIENCE

The digitization of just about everything we do or use these days has
created a deluge of information. Executives now have access to precious
data that can substantially increase their insights into the customer
experience. Data should be the lifeblood for designing compelling cus-
tomer experiences. By adding science to the art, data helps companies
move from guesswork to inspired predictions and continuous hypoth-
eses testing.

Digital Masters rely heavily on data-driven insights. But making
your customer experience more scientific requires difficult organiza-
tional learning. CEO Gary Loveman of Caesars explained: “When
I showed up at Caesars, we were collecting a tremendous amount of
transactional data about our customers who were anxious for us to do
something useful with it. And we couldn’t figure out how to do that.
The organization had a loyalty program that collected a bunch of infor-

mation so that we could give customers certain things in return for their
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business, like free meals and hotel rooms and the like. But we couldn’t
figure out how first to architect the data in a constructive fashion and
then apply analytics against it that would allow us to get a guy named
X to make an incremental visit under certain conditions and someone
named Y to make a different visit under different circumstances.”’

Today, the picture at Caesars is different. The company collects
vast amounts of transactional, demographic, and game-play data
through its loyalty program to create a detailed profile for each Caesars
guest. Employees then use this information throughout the company
to make better customer decisions.

For example, Caesars marketers can create and target special offers
with precision. Meanwhile, the hospitality staff can use the same infor-
mation to personalize nearly every aspect of a guest’s stay, from how
he or she is greeted on arrival, to how the room is made up. Should a
guest have an unlucky evening at the casino, managers on the floor can
even perform a cost-benefit analysis and offer complimentary services
to improve the experience.

While it is common across the industry to lavish this kind of per-
sonalized attention on big spenders (or whales, in industry parlance),
most casino-goers receive a relatively undifferentiated experience. The
Caesars data-driven approach, on the other hand, allows the company
to scale its personalized touch to a far larger group of customers. Gary
Loveman said, “You can’t just fail to service the tens of millions of peo-
ple that constitute the middle of the market.”

Mobility and location-based data also play a key role in driving
customer intelligence at Caesars. A customer’s mobile experience
begins before he or she even walks through the door. Before arriving
at one of the forty Caesars properties, guests who have opted into the
company’s Texpress service can check in via SMS (short messaging
service, or texting). This service enables them to bypass registration
lines and pick up their keys at the bell desk. Texpress also combines
mobile location data and SMS to deliver timely and relevant special

offers. “If you’re at Paris, we could send you two free admissions to the
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Eiffel Tower ride or if you're at Caesars Palace after 6 p.m., we could
send you an offer for the Bette Midler show,” explained a member of
the Caesars marketing team. “We might have some additional show
tickets left over, so knowing where the customer is, is a great way to get
those tickets pushed.”

The digital world has multiplied the sources and volume of data
available to corporations. There is a need to harness the wealth of
structured and unstructured data from usage and social media. What's
more, the data can be enriched when it is meshed with location-based
data from mobile devices. The key is your ability to integrate this data
to make better decisions, increase the quality of the personalized expe-
rience, and create true competitive advantage.

US financial institution Capital One is known for its sustained
growth in the credit card market. At the heart of its performance is an
advanced data analytics capability. Capital One employs both internal
and external data to effectively segment the market for credit cards.

The company’s Card Lab gives direct insight into every user’s
individual preferences. The lab’s users have the freedom to modify the
visual appearance of their card, and to select from a combination of
rewards, interest rates, and fees.*? With its acquisition of data aggrega-
tor Bundle Corp, Capital One can track usage data from more than
twenty million Visa and MasterCard branded cards.* In addition, the
company has been able to combine banking services with coupons.**
Capital One helps consumers get the best mobile-payment offers
based on their geographical location and purchase history. And, of
course, all this data mining helps Capital One understand consumers
better.

With this mass of data, Capital One gets very granular insights
into individual consumer preferences. But the story goes further. With
its Digital Innovation Lab, Capital One continually finds innovative
ways to use these consumer insights to improve the customer experi-
ence.” The company analyzes up to sixty thousand different product

configurations every year and follows through on the most promising.*®
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The digital contact centers can use the insights to predict requirements
better, thus providing better customer support.

Capital One’s strategy has improved its financial performance.
Its net profit grew at a compound annual growth rate of 19.3 percent
between 2000 and 2010. And Capital One has continued to thrive after
the financial crisis of 2009, achieving 10.7 percent growth from 2010
to 2013.%7

As the preceding examples show, the culture of Digital Masters is
rooted in a common pursuit. Whether drawing on insights from demo-
graphic, mobile, or social media data, or good old-fashioned attention
to detail, Digital Masters use information and advanced analytics to

deliver a superior customer experience.

SEAMLESSLY MESHING PHYSICAL AND
DIGITAL EXPERIENCES IN NEW WAYS

Companies with multiple channels to customers—physical, phone,
mail, social, mobile, and so on—are experiencing pressure to provide
an integrated experience. Delivering these omni-channel experiences
requires envisioning and implementing change across both front-end
and operational processes. Innovation does not come from opposing
the old and the new. But as Burberry has shown, innovation comes
from creatively meshing the digital and the physical to reinvent new and
compelling customer experiences and to foster continuous innovation.
Similarly, the unique Starbucks experience is rooted in connecting
with customers in engaging ways. But Starbucks does not stop with
the physical store. It has digitally enriched the customer experience by
bridging its local, in-store experience with attractive new online pos-
sibilities. Delivered via a free Wi-Fi connection, the Starbucks Digital
Network offers in-store customers premium digital content, such as the
New York Times or The Economist, to enjoy alongside their coffee. The
network also offers access to local content, from free local restaurant

reviews from Zagat to check-in via Foursquare.*®
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Combining physical and digital to enhance customer experiences
is not limited to just commercial enterprises. Public services are get-
ting on the act. The Cleveland Museum of Art is using technology
to enhance the experience and the engagement of visitors. “EVERY
museum is searching for this holy grail, this blending of technology and
art,” said David Franklin, the director of the museum.*’

Forty-foot-wide touch screens display greeting-card-sized images
of all three thousand objects on display in the museum. Visitors touch
an image; the screen enlarges it, arranges itself near similarly themed
objects, and offers information like the location of the actual piece. By
touching an icon on the image, visitors can transfer it from the wall to
an iPad (their own, or rented from the museum for $5 a day), creating
a personal list of favorites. From this list, visitors can design a personal-
ized tour, which they can share with others.

“There is only so much information you can put on a wall, and no
one walks around with catalogs anymore,” Franklin said. The app can
produce a photo of the artwork’s original setting—seeing a tapestry in
a room filled with tapestries, rather than in a white-walled gallery, is
more interesting. Another feature lets you take the elements of a large
tapestry and rearrange them in either comic-book or movie-trailer
format. The experience becomes fun, educational, and engaging. This
reinvention has lured new technology-savvy visitors, but has also made

seasoned museum-goers come more often.

FACING A TALL ORDER FOR
TRADITIONAL ORGANIZATIONS

This digital age has both informed and amplified customer expectations.
In the last few years, many digital-savvy companies have set a high bar.
Whether you are e-hailing a taxi through a mobile app or buying per-
sonalized insurance for your pet online, it’s simple, it works, it meets
your personal needs, and it can even be a pleasurable experience. And the

expectation gap is increasing. A study by Harris Interactive found that
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89 percent of consumers in 2011 quit doing business with a company
because of a bad customer experience, up from 68 percent in 2006.%

Customers don’t separate their online experiences from their
physical experiences. They see products and services as a whole; they
search for objective advice and compare. They want to engage with
brands that care, and they share feedback openly—good or bad.
Forrester Research found that a quarter of American consumers who
had unsatisfactory service interactions in 2010 shared their experi-
ences through social networks, a 50 percent increase over 2009.*!
Unfortunately, there is no indication that these rising expectations will
slow down anytime soon. Get prepared.

Creating a compelling customer experience is one of the key pil-
lars of digital transformation. Opportunities abound, but getting it
right is organizationally complex. It takes a thorough understanding
of customer behavior, smart channel investments, a grasp of customer
data, and creativity in blending the old and the new. As we will show
in part II, it takes strong operational capabilities and great I'T sys-
tems. And it takes strong vision and leadership to create organiza-
tional change. Whatever stands in the way of delivering a compelling
customer experience, fix it. In the long run, doing so will contribute
to delivering good performance and changing your company culture
from the inside.

In the next chapter, we’ll show how Digital Masters create the
right kinds of operational capabilities to increase efficiency, flexibil-
ity, and customer satisfaction. Later, in part II, we will describe how
to build the right leadership capabilities so that you, like Burberry,
can transform your customer experience, and your company as a
whole.
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LEADING DIGITAL CHECKLIST:

CUSTOMER EXPERIENCE

Put customer experience at the heart of your digital

transformation.
Design your customer experience from the outside in.

Increase reach and customer engagement, where it matters,

through new digital channels.

Make data and analytics the lifeblood of your customer experi-

ence reinvention.

Seamlessly mesh your digital and physical experience in new

ways.

Keep on innovating—it’s never over. Every digital improvement in

customer experience will open up new possibilities.






CHAPTER 3

EXPLOITING THE POWER
OF CORE OPERATIONS

What lies behind you, and what lies in front of you,

pales in comparison to what lies inside of you.

—RALPH WALDO EMERSON

Codelco, the world’s largest copper producer, did not choose customer
experience as the focus of its digital transformation. It looked inward,
transforming its operational processes to increase both its efficiency
and its innovativeness.! The company, which is owned by the govern-
ment of Chile, employs nearly eighteen thousand people and produces
10 percent of the world’s copper. In 2012, it produced 1.8 million met-
ric tons of copper, generating $15.9 billion in revenue.?

Mining can be a dirty, dangerous, and labor-intensive process.
Coordination is difficult because up-to-date information is often only
available where the work is happening, whether it is underground with
miners, on trucks that move around the mines, or at the machines that
process copper ore. Facing challenges around mining productivity,
worker safety, and environmental protection, Codelco’s executive team
took a hard, strategic look at what the future could bring. The team
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wanted to transform mining operations, moving from a physical model
to one powered by digital technology.

To turn that vision into reality, executives initiated Codelco Digital.
The initiative’s goal was to drive radical improvements in mining auto-
mation and to support executives in developing, communicating, and
evolving a long-term digital vision. CIO Marco Orellana, the leader of
Codelco Digital, worked with the executive team, employees, vendors,
industry partners, and sometimes even Codelco’s competitors, to inno-
vate operational processes. He said, “Our business in the past was related
to physical labor, and today our business is more related to knowledge
and technology . . . We introduced new innovations, new ways of work-
ing, and new ways of relating with the people inside the mines.”

After improving its internal administrative systems, the company
shifted focus to transforming the mining process. The first step was to
implement real-time mining, that is, a comprehensive real-time view
of operations with the goal of improving operational performance.* In
four mines, experts in a centralized operations center coordinate activity
remotely, using data feeds from different parts of the mines. Operators
capture and share information in real time to tune their operations and
to adjust production schedules as needed.

These advances set the stage for more radical change. Immense
mining trucks now drive autonomously, arriving at their destinations on
time and with fewer accidents than human drivers. The lessons learned
from building autonomous trucks have led to autonomous mining
machinery. And work processes are changing to take advantage of the
possibilities that mobile technology, analytics, and embedded devices
make possible. Already, according to Orellana, many workers “don’t
travel to the mines. They travel to the [control center in the] city . . .
they apply their knowledge, not their physical strength.”™

The transformation continues, leading to even more radical
changes in Codelco’s operations. Integrated information networks and
tully automated processes will let the company design future mines dif-
ferently. The company is moving toward an intelligent-mining model,

where no miner may ever need to work in the dangerous underground
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environment again. Intelligent mining is an important goal, especially
after 2010, when thirty-three miners from a different mining company
were trapped underground for sixty-eight days.® Fully autonomous
machines, connected through a wide information network, will operate
twenty-four hours per day, while being controlled remotely from the
central control center.”

But the benefits of digitally transforming mining operations go
far beyond safety. Removing humans from underground mines will
allow Codelco to design mines to different specifications. After all, if
a tunnel collapses on a person, it’s a terrible tragedy. But if it collapses
on a driverless truck, it’s not so bad. Human-free mining designs are
cheaper and faster to build, with implications for the economics of the
company. If Codelco can dig more cheaply and with lower risk, it can
exploit huge caches of ore that are not economically feasible today.
What started as better process information and driverless trucks is now
changing the economics of the entire company.

At the same time that Codelco is automating processes and remov-
ing humans from dangerous locations, the company is engaging
employees far differently from before. CIO Orellana said, “Our com-
pany is very conservative, so changing the culture is a key challenge.”
Leaders are working to speed execution, become more data-driven in
decision making, and increase the firm’s innovativeness. According
to Orellana, “We created internal innovation awards to promote new
ideas and encourage our workers to innovate.” When workers create
an innovation in one mine, Codelco publicizes the innovation, and the
workers, across the company.

While not immune to the union-versus-management challenges
common in many mining companies, Codelco’s managers and workers
are joining together to identify and implement digital opportunities.
“We needed more safety conditions for the workers,” Orellana said,
“and we needed to create a more attractive business for the new workers
who don’t like working inside the mines and inside the tunnels.”
Codelco executives are now reaching for new frontiers through

model-driven management in mining. Instead of making decisions
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based on past results, they are moving to real-time predictive manage-
ment. According to Orellana, “This is very challenging because the
tools as we know them today, such as ERP, must be adjusted to collect,
process, and deploy this new information. We are sure that this ability
will become a competitive advantage, allowing us to be even more pro-
ductive and more efficient than we are today.”

Digital transformation is already paying huge dividends at Codelco.
Operational efficiency and safety are increasing steadily. The firm is
extending the life of older mines and identifying new opportunities. It
is working with vendors from inside and outside the industry to create
innovative ways of performing and orchestrating activities. Through
vision and execution, this government-owned enterprise is transform-
ing its internal operations, its industry, and, potentially, the nature of
mining throughout the world.

Codelco’s story, like that of Burberry, Asian Paints, and Caesars,
shows how the first step in digitally transforming operational pro-
cesses sets the stage for further transformation. We've seen this pattern
in dozens of companies that use digital tools ranging from basic IT
to leading-edge mobile and embedded technologies. Digitally trans-
forming operations requires a strong technology backbone that inte-
grates and coordinates processes and data in the right ways. Then it
takes rethinking how you can manage your business better through
technology and information. New opportunities follow, ranging from

customer experience to operations to business models.

THE POWER OF DIGITALLY
TRANSFORMED OPERATIONS

Let’s face it: transforming operations is less sexy than transforming cus-
tomer experience. Your internal technologies and processes may not
be as pretty and polished as what you show your customers. Your best
operations people may be more gritty and gruff than your salespeople.
But we all know that what’s sexy on the outside isn’t always good on the

inside (and vice versa).
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In industry after industry, companies with better operations create
a competitive advantage through superior productivity, efficiency, and
agility. What’s more, strong operational capabilities are a prerequisite
for exceptional digitally powered customer experience, as the Burberry
and Caesars examples in chapter 2 showed. Yet operational capabilities
are far less visible to outsiders than changes in customer experience.

The hidden nature of operations makes it a particularly valuable
source of competitive advantage. Competitors can see the outcome—
better productivity or agility—but cannot see how you get it. The
operational advantage is difficult to copy, because it comes from pro-
cesses, skills, and information that operate together as a well-tuned
machine. Simply adopting a technology or process alone won’t do it.
For example, it took US car manufacturers many years to get good at
Toyota’s lean manufacturing methods, even though Toyota willingly
gave factory tours to its rivals’ executives.'” More recently, traditional
companies continue to struggle to adopt the digitally powered meth-
ods of online leaders like Amazon.com and Google, although the out-
lines of these methods are well known. As these cases show, even when
competitors start to understand your hidden operations advantage, it
may be years before they can make the advantage work for themselves.

Opportunities abound. Companies in every industry and coun-
try are already capturing the digital operations advantage. Executives
are making better decisions because they have better data. Employees
routinely collaborate with people they've never met, in places they've
never visited, and stay connected with the office anywhere and anytime.
Frontline workers, armed with up-to-date information, make deci-
sions and creatively resolve operational issues in ways never possible
before. Technology, from robots to diagnostics to workflow manage-
ment, can outperform human workers along dimensions ranging from
cost to quality to safety to environmental protection. Other technol-
ogy is augmenting human labor, improving human productivity, and
making work more fulfilling in jobs ranging from customer service
workers to attorneys to surgeons. By virtualizing business processes—

separating the work process from the location of the work itself, and
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providing decision makers with the information they need regardless
of the source—companies are using technology to truly leverage their
global knowledge and scale.

So where do you start? A great first step is to digitally optimize
your internal processes. You can digitize core processes, change the
way employees work, create real-time transparency, or make smarter
decisions. But this should just be a start. The best firms, like many of
the Digital Masters we have studied, go well beyond simple process
improvements. They see technologies as a way to rethink the way they
do business, breaking free of outdated assumptions that arose from the

limits of older technologies.

OPERATIONAL PARADOXES
OF THE PREDIGITAL AGE

To many executives, improving operational performance represents a
paradox of competing goals. Do you focus on the needs of the global
company or the needs of local units? On today’s efficiency or tomor-
row’s growth? On risk management or on innovation? It may seem
that you can optimize one or the other, but not both. Six levers of
operational improvement have traditionally created three key manage-
rial paradoxes (figure 3.1). The limits of nondigital technologies and
management methods forced managers to make trade-offs on each
dimension, choosing “either-or” instead of “both-and.”

For example, the ideas of standardizing and empowering have tra-
ditionally been seen as a paradox: artisans empowered to choose their
own methods were considered less efficient than workers at production
lines, yet the standardized nature of production tasks can make work-
ers far less empowered (and fulfilled) than artisans. Standardization
can lead to automation that further deskills workers, reduces wages, or
eliminates jobs.! In a world where computers can do more and more
jobs that people once did, what happens to the workers?*?

Another pair of operational goals often seen as a paradox is con-
trolling and innovating. Controlling processes tightly—ensuring they
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FIGURE 3.1

Three operational paradoxes of the nondigital world

Standardizing .
Empowering

==
-

run exactly as designed and detecting any variation—can improve
efficiency and reduce risk. Yet controlling variation can prevent people
from innovating the process in useful ways.”> Employees may be unable
to adjust global processes for local customers or to conduct experiments
that would improve the processes. On the other hand, loosening con-
trols to enable innovation can open the door to inefficiency or fraud.

A third paradox comes from the need to synchronize steps in com-
plex processes. Paper, offices, and status meetings were the coordinating
technology of the twentieth century. That is why, for example, sales-
people, field service workers, and police investigators had to visit their
offices regularly in person and fill out numerous paper forms. It’s also
why so many employees can feel buried in status meetings and e-mail.
Traditionally, however, unleashing employees from their offices or
workstations made coordinating their activities very difficult.

As a result, orchestrating (which managers want) and unleashing
(which employees want) represent another paradox of the nondigi-
tal world. In the past, tighter orchestration required tying people
closer to the places and methods that did the orchestrating. It cre-
ated overhead that could reduce peoples’ productivity, restrict their
sense of freedom, and sap their energy. Unleashing people or pro-

cesses from old technology tethers can allow workers to focus on more
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important activities. But unleashing people can introduce problems in
the handoffs between them.

Wouldn'’t it be nice if these paradoxes didn’t represent stark either-
or trade-offs? When asked whether you want standardization or
empowerment (or control or innovation, or orchestration or unleash-

ing), wouldn’t it be nice if you could answer yes?

DIGITAL TRANSFORMATION BREAKS
OPERATIONAL PARADOXES OF THE PAST

Facing daunting operational paradoxes, managers typically choose to
reduce variation and flexibility rather than increase it. They redesign
processes to be more standardized, better controlled, and more tightly
orchestrated than before. This approach made sense in the days before
computers and was the focus of many computerization efforts over the
past fifty years.

However, the newest wave of digital technologies is different.
Technologies such as smartphones, big-data analytics, social media
collaboration, and embedded devices can break the paradoxes of the
predigital age. Mobile and collaboration technologies that wunleash
workers from desks, paper reports, and status meetings can also orches-
trate workers more closely. Standardization that removes creativity
from some tasks can also ezpower workers to be more creative in other
ways. Technology that imposes strict controls to reduce process varia-
tion and fraud can also help you to innovate those processes. Let’s look

at how companies are approaching each paradox.

Standardizing and Empowering

Ever since the days of Frederick Taylor, engineers have seen stan-
dardization as a way to improve process efficiency. Through time-
and-motion studies and other methods, they broke each process into
its component parts, standardized each step, eliminated unnecessary

activity, and asked workers to follow a precise cookbook of actions.
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This kind of activity, even in the precomputer age, enabled radical
manufacturing innovations such as interchangeable parts and the mov-
ing assembly line.

Standardization also makes automation possible. Process reen-
gineering and enterprise resource planning (ERP) efforts of the past
twenty-five years have led to dramatic financial benefits."* Robots
have made inroads in standardized assembly-line tasks, working
twenty-four-hour days without complaint and making fewer mis-
takes than humans do. Robots can also make hazardous tasks, such as
automotive painting, more efficient by removing the need for worker
protection safeguards. As computer capabilities increase, machines will
be able to substitute for workers in more and more tasks.'

But standardization can make humans more efficient without
replacing them. By providing consistent information on process per-
formance and the status of every order, ERP systems help humans
do their jobs better. Similarly, standardized processes in cockpits and
pharmacies can help people conduct their work more efficiently and
safely without eliminating their jobs.

Let’s look at how companies are managing the standardizing-
versus-empowering paradox. It’s sensible to start with standardization,
since newer technologies are creating huge opportunities that did not
exist before. For example, mobile phones, e-business, and embedded
devices produce billions of data points that you can mine for insights on
how to standardize and improve your processes. But while some com-
panies continue to drive efficiency through standardization, others are

breaking the paradox to both standardize and empower.

Improving Efficiency Through Standardization at UPS

The success of global package delivery company UPS is based largely
on standardization and operational efficiency. The company operates
in 220 countries, with nearly four hundred thousand employees. In
2012, it served 8.8 million customers and delivered some 4.1 billion
items. UPS controls a complex logistical web with millions of pos-

sible permutations in service options and delivery routes. Jack Levis,
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UPS director of process management, explained: “We not only aim
to deliver every package on time, but we provide customers with mul-
tiple service options to meet their needs. We even allow adjusting of
delivery choices while the shipment is in route. Executing this mission
means constantly orchestrating orders, adjusting route schedules and
following up on package deliveries with a massive fleet of ground and
air vehicles.”*

For decades, UPS has been a leader at optimizing its processes. By
standardizing its processes, even to the extent of telling drivers how
to step off the truck, UPS continually improves efficiency, safety, and
quality.’” New data analytics capability is enabling even further opti-
mization. According to Levis, UPS generates “huge amounts of data
teeds, from devices, vehicles, tracking materials and sensors. Our goal
is to turn that complex universe of data into business intelligence.”*®

Route optimization is a key opportunity and a complex challenge,
as Levis explained: “We have 106,000 package car drivers globally and
we deliver more than 16 million packages daily. When you consider the
fact that every driver at UPS has trillions of ways to run their delivery
routes, the number of possibilities increases exponentially. The ques-
tion becomes: how do you mine the sea of data from our sensors and
vehicles to arrive at the most effective route for our drivers?”" Cracking
the puzzle can have huge payoffs, as a reduction of one mile per driver
per day translates into savings of up to $50 million per year.?

Levis and his team used advanced algorithms to shave millions of
miles from delivery routes. The project crunches business rules, map
data, customer information, and employee work rules, among other
factors, to optimize package delivery routes within six to eight sec-
onds. An optimized route might look very similar to the driver’s normal
route—a quarter mile saved here, a half mile there—but the real benefit
lies in the accumulated distance saved across thousands of deliveries.

The projectisahuge endeavor for UPS, employing some five hundred
people. But it generates significant operational advantage. So far, ana-
lytics has helped UPS to reduce eighty-five million miles driven per year.

The reduction equates to over eight million fewer gallons of fuel used.
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The systems reduced engine idle time by ten million minutes, thanks
in part to onboard sensors that help determine when in the delivery
process to turn the truck on and off. This technology alone saved more
than 650,000 gallons of fuel and reduced carbon emissions by more
than 6,500 metric tons.

Levis said, “We don’t look at initiatives as ‘analytics projects,’
we look at them as business projects. Our goal is to make business
processes, methods, procedures and analytics all one and the same.

For the front line user, the use of analytics results becomes just part of
the job.””!

Breaking the Standardizing-Versus-Empowering Paradox

UPS has generated millions of dollars of savings through standard-
izing its internal processes. Many other companies are making similar
improvements and getting substantial savings. Yet, these changes, while
valuable, sometimes focus on only one side of the standardization-
empowerment paradox.

Other companies have managed to break the paradox. Even if stan-
dardizing can deskill or disempower workers, it does not have to do
so. Companies can shift routine tasks to workers who find the routine
tasks fulfilling. And if standardizing eliminates some workers, it can
empower the others to do more-fulfilling work.

The changes can be small or large. A manufacturer we studied
started to standardize, and then automate, many of the tasks in its
human resources (HR) function. The company reduced HR staff from
more than a hundred to fewer than thirty, while improving employee
satisfaction. Employees found it easier to manage routine HR tasks
through self-service systems. According to the vice president of HR,
the remaining HR employees are happier too. They can now focus on
“enlarging manager skills, rather than counting days off.”* Looking
torward, HR plans to hire new employees as the volume of these more-
empowered HR tasks grows.

Asian Paints standardized the process of taking orders from the

retailers it serves. Formerly, a sales force of hundreds visited thousands



58 LEADING DIGITAL

of retailers regularly.”® Salespeople took orders for paint and other
products, answered questions, and contacted local distribution centers
to deliver each order. Orders were then fulfilled by local distribution
centers, which operated largely independently from each other.

Seeing an opportunity to improve operations, company executives
implemented a single ERP system to manage the whole order-to-cash
process, as well as advanced supply chain management capabilities.
Implementing the new system required the company to standardize
the way it worked, both within and across regions. It also provided
better information and efficiency. According to CIO and head of strat-
egy Manish Choksi, “During this period, we built an extremely strong
financial and operational foundation for growing the company.”*

Executives soon found another opportunity to standardize pro-
cesses. Analysis showed that the company could improve customer
experience and sales performance by having workers in a centralized
call center—instead of salespeople in the field—take routine orders.
The change eliminated steps in the process and created economies of
scale in order-taking personnel.

As an added bonus, the change also improved service quality.
Formerly, customer satisfaction varied across regions and salespeople.
But the centralized call center, and its enabling technology platform,
changed the situation. For the first time, executives had a single view
of all customer-related activity across the company. They could ensure
that every retailer got the same level of service, regardless of the retail-
er’s location. Managers could monitor the performance of each phone
representative, providing training and making adjustments as needed.
The improvement extended beyond order taking, as the system allowed
executives to understand whether some distribution centers were out-
performing others, and why.

But what about the people? Workers in the call centers perform
highly routinized processes managed by automated systems. Yet,
jobs in call centers are considered far better than the jobs many of the
call-center workers could have obtained before. And although sales-

people lost a key component of their former jobs, eliminating routine
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order-taking empowered them to do something more. Now, armed
with mobile access to the company’s systems, plus training and sup-
port from the company, salespeople have transformed from low-skilled
order takers to empowered relationship managers. They can give greater
service to retailers and be more fulfilled while call center workers are
happy to perform routine order-taking.

We have seen this kind of simultaneous standardization and
empowerment in many companies we have studied. In online phar-
macies, automated production lines do much of the routine work,
empowering pharmacists to do more fulfilling tasks: advising patients
and managing complex orders, not putting pills in bottles. At Caesars,
strong standardization and automation make processes more efficient,
but also arm employees with up-to-date information about each cus-
tomer. Customer representatives can decide to provide an upgrade or a
free meal without having to check with supervisors. They even receive
information in real time about customers who may need an interven-

tion, and can choose how to serve them best.?

Controlling and Innovating

Codelco’s centralized operations center allows its managers to know,
in real time, the status of all activities in a mine. Because informa-
tion is available in one place, managers can spot potential problems,
coordinate activities, and make better planning decisions. Controlling
variation makes processes more efficient and safe, while real-time con-
trol capabilities allow Codelco to adjust to changes in workload, ore
composition, machinery efficiency, and other factors. Yet integrated
information also helps Codelco identify areas to target for innovation.
In many industries, automation is particularly well suited to appli-
cations that require control. Autopilots make minor adjustments to
thrust and direction to keep an aircraft on course. Process automation
mixes chemicals in the right quantities and temperatures to optimize
reactions and safeguard product quality. Accounting systems ensure

that people can only enter transactions for valid accounts and amounts.
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Yet, automated control can also reduce innovation and other
valuable variations. Overly restrictive systems can prevent employees
from giving special perks to their best customers. Tight controls in sup-
ply chain systems can force store managers to live with what headquar-
ters tells them, rather than finding the right product mix for their local
customers.

As with the previous paradox, the first place to look for opportu-
nities along the controlling-versus-innovating dimension is control.
New technologies such as mobile and embedded devices are creating
new ways to improve process efficiency, increase product quality, and
prevent fraud. But while some companies tend to focus only on con-
trol, others are breaking the paradox to control and innovate at the

same time.

Controlling Process Quality

Although Asian Paints managed both sides of the standardizing-
versus-empowering paradox in its selling processes, it chose to focus
on one side—controlling—in manufacturing.® Paint manufacturing
is a low-margin business with many opportunities to make mistakes.
The biggest driver of cost is raw materials, which constitute 60 percent
of costs. Chemicals must be mixed in the right quantities at the right
times, and materials can cause environmental damage if not managed
properly.

High growth in paint demand created the need to set up new
manufacturing plants every three years. According to Manish Choksi,
CIO and head of strategy, building world-class manufacturing plants
“calls for a high degree of automation to deliver labor efficiency but
also better quality and less waste.”” Seeing the potential of technol-
ogy to improve manufacturing, executives opened a 200,000-ton plant
in 2010 that was almost wholly automated, followed by a fully auto-
mated 300,000-ton plant in 2013. The new plants are completely inte-
grated from an information management perspective. Data from shop

floor control systems and warehouses is linked seamlessly to the ERP.



Exploiting the Power of Core Operations 61

This has helped to further sustain the firm’s operational efficiencies.
Raw materials flow in from storage tanks, where machines mix the
materials and place the finished product into containers in a continuous
process. Technicians monitor progress and maintain the machinery,
but computers control everything else.

To the company’s executives, the benefits of automation extend well
beyond reducing labor costs. Automation has led to greater scalability,
better quality, and stronger safety and environmental protections. Fewer
workplace accidents occur. The company needs to hire fewer workers
for high-turnover factory jobs. Product quality improves because there
is less process variation. And with full telemetry on process steps, engi-

neers can troubleshoot production problems faster than before.

Controlling Fraud

New technologies are creating new ways to control fraud. Financial ser-
vices companies have systems and compliance organizations to detect
and prevent unauthorized trading. Credit card companies have real-
time automated fraud management operations. But digital technology
is opening possibilities in other industries, too.

Employee theft and fraud are widespread problems in firms. The
Association of Certified Fraud Examiners reported that the typical orga-
nization loses 5 percent of its revenues to fraud each year.”® According
to the National Restaurant Association, theft for its members accounted
for 4 percent of annual food sales, or more than $8.5 billion in 2007.
These numbers are significant because pretax profit margins often range
between 2 and 6 percent for restaurants.”’

For example, in restaurants, opportunities abound for servers to sup-
plement their income through fraud. They can use multiple techniques
to steal from their employers and customers, including voiding and
“comping” sales after pocketing cash payment from customers and trans-
ferring food items from customers’ bills after the bills have been paid.
These activities have occurred largely outside management’s eyes, as

servers become practiced at varying their techniques to avoid detection.
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Recently, a large US-based restaurant chain implemented software
to address the problem. The system examines the whole universe of
cash register transactions to identify cases of fraud that are so obvious
as to be indefensible by servers. Managers can then confront the serv-
ers about the activity, armed with specific information about when and
where it happened. Corrective actions vary from letting servers know
they are being watched to fining or firing them.

A study of the system’s impact in a chain of 392 casual dining
restaurants found an average 21 percent decrease in the most egre-
gious forms of theft after implementation.’® Even more interesting,
researchers found that total revenue at each restaurant increased by
an average of 7 percent, suggesting either a considerable increase in
employee productivity or that much more theft is being prevented than
the system can detect. Furthermore, drink sales (the primary source of
theft in restaurants) increased by about 10.5 percent. This increase is
particularly important because the profit margins on drinks in casual
dining are between 60 and 90 percent, representing approximately
half of all restaurant profits. For restaurant owners, this type of digital
control represents an immediate opportunity to increase profits with-
out major investment or process change. For servers, it may represent
something else.

The possibilities extend to other contexts as well. For years, gov-
ernments have used computers to detect signs of fraud in tax returns
or equity trading. Now, they are looking in other areas. For example,
recent research has identified signals of fraud in automotive emis-
sions inspections.’> Governments can use these signals to target their

enforcement operations and reduce corruption.

Breaking the Controlling-Versus-Innovating Paradox

While the benefits of using technology to control process variation
and reduce fraud are enormous, technology can also spur innovation.
Measuring tightly controlled processes gives companies like Asian
Paints, Caesars, and Codelco the opportunity to identify problem areas

and improve processes. They can conduct controlled experiments,
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accurately measuring differences between treated and nontreated
groups. Caesars CEO Gary Loveman was once quoted as saying,
“There are three sure ways to get fired at Caesars. The first is to steal
from the company. The second is to harass someone. And the third is
to conduct an experiment without a control group.™?

A restaurant firm is actively conducting experiments in pricing and
promotion across a set of franchised booths in sporting and entertain-
ment pavilions. Using digital signage, the company can experiment
with bundling and pricing to increase sales. Sellers can change their
menus according to whether a baseball game, football game, or concert
is happening nearby. Now the company is experimenting with dynami-
cally adjusting prices to shift demand as a result of weather, time of
day, and inventory levels. The company shares what it learns in each
location so that others can benefit. But the company retests each idea in
each new venue to ensure that ideas from Milwaukee will really sell in
Miami, and vice versa.

Even more powerful is the experience of Seven-Eleven Japan (SEJ),
whose strong, central process controls increase efficiency while also
enabling innovation.*® The company has built an information and pro-
cess platform that connects every store to headquarters and distribution
centers in real time. Store managers have the status of every order they
have placed, whether it is for hot foods, delivered twice daily; cold food,
delivered daily; or hard goods, delivered less frequently. A dashboard
in each store shows real-time performance relative to similar periods in
the past. Managers know what is selling and what is not, and they can
vary their orders accordingly. The managers can even adjust orders on
a daily basis, such as ordering more hot foods on days that are expected
to be cold and rainy.

SE]J’s strong process controls also enable innovation. The company
routinely launches new products and tests them in a sample of stores,
getting rapid feedback on product performance. Good products stay,
and poor products drop. SEJ also experiments with services such as
banking and bill paying that can use the firm’s many retail locations to

provide customer convenience.
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The company has begun to foster new innovation opportunities
at the local level. Store managers are encouraged to make hypotheses
about what will sell, and order accordingly. They might see children
wearing a certain color, and order accessories in that color. Or they
might suggest a new product in light of what customers have been
requesting lately. Successful experiments turn into innovations that
the company can share across all of its stores. In a company where
more than 50 percent of products are new each year, the opportunities
afforded by local innovation capability are very valuable.

Seven-Eleven Japan shows clearly how technology can break the
paradox between controlling and innovating. The standards and pro-
cesses that reduce variation can also provide opportunities to conduct
experiments that improve the company’s performance. This kind of
experimentation on tightly controlled processes is a well-known inno-
vation technique for digital firms such as Amazon and Google.** Now
it is moving rapidly from the digital world to the physical one. It would
not be possible without the integrated real-time data that today’s digi-
tal technologies can provide. But only companies that take active steps
to use information differently can unlock the innovative potential that

digital operations provide.

Orchestrating and Unleashing

New digital technologies are unleashing people from the constraints
that once bound them. People can increasingly work where they want,
at the hours they choose. They can communicate as they wish, with a
tew friends or hundreds of “friends,” sharing sensitive information easily
with people inside and outside their organizations. To many workers,
this sounds like freedom. To many managers, it sounds like chaos.

On the other hand, digital technology can synchronize processes
more closely. Mobile scanners in warehouses and stores link directly
to inventory systems and financial systems, launching requests that
span your company and reach into other companies. GPS and mobile

phones allow you to track field workers, so that you can schedule
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them and monitor their performance more closely than ever before.
Radio-frequency identification (RFID) tags and sensors on devices
provide mountains of information to track devices or monitor pro-
cesses in real time.

In using these new technologies and data, many companies focus
only on the benefits of orchestration. But more is possible. Some com-
panies envision how to break the paradox, unleashing people and pro-
cesses from constraints while simultaneously orchestrating activities

closer together.

Digitally Orchestrating Supply Chains

Digital technologies create many opportunities to orchestrate supply
chains better. Channel partners—suppliers, intermediaries, third-party
service providers, or customers—can share information on a real-time
basis. Proactive supplier collaboration and visibility of raw material
flow can improve order quality and reduce sourcing costs. Companies
that have digitally transformed their supply chains are racing ahead and
reaping huge benefits.

Kimberly-Clark Corporation, a US-based personal and health-
care products supplier, built a demand-driven supply chain using data
analytics to gain better visibility into real-time demand trends. This
capability enabled the company to make and store only the inventory
needed to replace what consumers actually purchased, instead of basing
its manufacturing on forecasts from historical data. Kimberly-Clark
utilized point-of-sales data from retailers such as Walmart to generate
forecasts that triggered shipments to stores and guided internal deploy-
ment decisions and tactical planning. It also helped the company create
a new metric for tracking and improving supply-chain performance.
The metric, defined as the absolute difference between shipments
and forecast and reported as a percentage of shipments, effectively
tracks stock-keeping units and shipping locations. Using this metric,
Kimberly-Clark has reduced its forecast errors by as much as 35 per-
cent for a one-week planning horizon and 20 percent for a two-week

horizon. Improvements over an eighteen-month period translated to
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one to three days less safety stock and 19 percent lower finished-goods
inventory, with direct impacts for the company’s bottom line.*

Apparel retailer Zara is another example. Zara supports its “fast-
fashion” business model through unique buyer-driven supply-chain
capabilities.*® Designers and others at company headquarters moni-
tor real-time information on customer purchases to create new designs
and price points. Through standardized product information, Zara
can quickly prepare computer-aided designs with clear manufacturing
instructions.

In manufacturing, cut pieces are tracked with the help of bar codes
as they flow further down the supply chain. The company’s distribution
facility functions with minimal manual operations as optical readers
sort and distribute more than sixty thousand items of clothing every
hour. Zara also leverages the close proximity of production to the cen-
tral distribution facility to reduce supply-chain risk and lead time.

Complete control over its value chain helps the company to
design, produce, and deliver new apparel to stores in around fourteen
days, where other industry players typically spend about nine months.
Zara’s smaller batch sizes lead to higher short-term forecast accuracy
and lower inventory cost and rate of obsolescence. This reduces mark-
downs and increases profit margins. For example, unsold items at Zara
account for 10 percent of stock, compared with the industry average of
17 to 20 percent.

Orchestrating and Unleashing at Air France

Companies like Kimberly-Clark and Zara have created substantial
benefits by digitally linking every element of their supply chains more
closely. While orchestration-focused approaches like these can be
very valuable, other opportunities exist in breaking the orchestrating-
versus-unleashing paradox. Operations become better orchestrated
while workers gain freedom to do some tasks outside the leashes of
paper, desks, and office hours.

Air France found that it could break the paradox by moving from

paper to electronic materials in its flight operations.’” The company’s
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documentation challenges extend to four thousand pilots and hundreds
of flights per day around the globe. Previously, each pilot, aircraft, and
flight route required a unique set of documentation on board, collec-
tively adding sixty pounds of paper to each flight.

Additionally, paper was a poor technology base for orchestrating
operations. Critical decisions about safety or scheduling waited as typ-
ists entered information from forms into systems. Truly time-critical
processes required employees to coordinate manually by phone or
radio, and they often had to fill out forms after the process finished.

The logistics of coordinating documentation for each flight is no
small task. In the past, each plane carried reference documents and
pilots kept separate copies at home. Dedicated rooms in two Paris
airports—Orly and Roissy—held racks of information cards on each
destination Air France served. Each aircraft required specific manuals
and performance calculators, with variations depending on the plane’s
specific engine system. Back-office personnel prepared a flight folder
for each flight that included weather information, airport details, and
flight itineraries. This mountain of paper documentation helped main-
tain the safety and security of Air France’s flights, but also created a
lot of operational complexity. Sebastien Veigneau, first officer at Air
France, explained: “In the past, we used to receive our planning every
month on printed paper. Planning documents were dispatched indi-
vidually to all four thousand pilots and all fifteen thousand stewards,
stewardesses, and pursers.”®

In 2006, Air France managers realized that technology could
unleash employees from paper forms and manual coordination, while
orchestrating processes more closely. The firm could reduce cost and
risk, improve pilot training, and make critical processes faster. Air
France started by digitizing most reference and flight documentation
and then issuing laptops to all pilots. The pilots could use laptops to
do tasks they formerly did on paper. Meanwhile, by installing tab-
lets called Electronic Flight Bags on its aircraft, the company paved
the way to reducing paper in flight operations. Air France benefited

because all notes were legible and available in real time and in the same
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place. Digital documentation was easier to maintain and update than
paper-based documentation. Pilots could have the most up-to-date
documents with a single tap. And passengers benefited by not having
to wait so long because operations were more efficient.

Although the initial process showed promise, it also encountered
difficulties. Application design issues and pilot reticence led to some
dissatisfaction. In 2009, the company paired I'T personnel with active
pilots to develop a solution that was faster, simpler, and more mod-
ern. In just a few months, the team developed an iPad-based solution
dubbed Pilot Pad that pilots found more useful than the original lap-
top-based approach.

Air France’s operational changes were largely invisible to custom-
ers, but the efforts affected customers through greater safety, better
coordination of flight crews and airplanes, and reduced waiting time.

Digital orchestration enabled Air France to improve its processes
substantially. However, the benefits extended beyond the tarmac.
The transformation also unleashed pilots from tasks that had cre-
ated frustration and extra effort in the past. Using their PilotPads,
pilots could access the company’s online scheduling platform from
anywhere in the world. Now, whenever Air France updates a doc-
ument in the library, 60 percent of affected pilots review it within
twenty-four hours, which allows the pilots to stay informed, wher-
ever they are. The pilots can also do required training courses more
conveniently. Previously, pilots were required to attend in-classroom
presentations to keep up-to-date with the latest aircraft and
practices—a challenge, given the typical pilot’s busy travel schedule.
New e-learning modules enable pilots to complete training whenever
and wherever they wish.

To date, the Pilot Pad program has been a success. By unleash-
ing itself from paper, Air France his orchestrated its processes
better than ever before. Plus, the tablet device has unleashed pilots
to do their nonflying duties wherever and whenever they want. As

Veigneau told us, “When Pilot Pad was rolled out, it turned flight
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operations into an efficient and user-friendly process. The only
question we have from pilots now is, ‘When will I get my Pilot Pad?”
Air France expanded the program to all of its pilots in 2013. Now,
seeing the solution’s potential for pilot engagement, the flight opera-
tions group plans to continue pushing its boundaries through new

digital capabilities. For example, cabin crew are being equipped with

1Pads in 2014.

BUILDING YOUR OPERATIONAL ADVANTAGE

The digital transformation of operations began in the 1960s and 1970s
with basic transactional systems. It accelerated in the 1980s and 1990s
with the introduction of PCs, e-mail, and online systems. It leaped
forward in the 2000s with mobile phones, ubiquitous internet, and
cheap global communications. Now it is poised to accelerate even faster
through technologies such as flexible robotics, advanced analytics, voice
and translation technologies, and 3-D printing.

So, how can you think about opportunities to transform your oper-
ations? The digital operations advantage is about more than great tools.
It’s a combination of people, processes, and technology connected in
a unique way to help you outperform your competitors. None of the
examples in this chapter were only about adding new technology to a
process. They were actually about using digital technology as an oppor-
tunity to rethink the way your company’s processes work. If you grasp
the power of transformed operations, you can create an operational
advantage that few others can copy.

In looking for opportunities to transform operations, don’t think
about mobile or analytics or embedded devices. Think about con-
straints that you've lived with for years—constraints you don’t even
consider constraints because they’re just common knowledge. Are the
assumptions behind those constraints still true? Or can new technolo-
gies allow you to work radically differently? That is where you can find
the best opportunities.
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Look for ways to apply each of the six levers to your operations.
And figure out how you can use technology to break paradoxes. But
don’t stop there. The Digital Masters we studied used multiple levers—
alone and in combination—to transform their operations. One change
led to another and then another.

Companies have unleashed their product design and production
processes from paper, opening up possibilities to orchestrate their
processes in new ways. Codelco used automation to control and then
innovate its processes. Asian Paints rethought assumptions from a
legacy of history, standardizing its sales processes while empower-
ing frontline salespeople to perform more-strategic tasks. Caesars
controls its processes digitally, while empowering workers to make
decisions independently and actively working to find innovations that
improve each process.

Digitally transforming operations requires vision that extends
beyond incremental tweaks. But it also requires something more.
Transformation requires good data, available in real time, to the peo-
ple and machines that need it. For many companies, true operations
transformation starts by overhauling legacy systems and information to
provide a unified view of processes and data. This is no small task, but
it is well worth the effort. As we discuss in chapter 8, improving your
technology platform is the foundation upon which all other elements

are built.

LEADING DIGITAL CHECKLIST:

OPERATIONS

v Free yourself from old assumptions of the predigital age.

v Look for bottlenecks and inefficiencies in your processes, and
consider whether new digital technologies can help you rethink

your operations.
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Consider how each of the six levers may help you improve

operations.

If you can’t address both sides of a paradox at once, start with
standardization or control. This may open up possibilities to

address other levers.
Consider examples from inside and outside your industry.

As with customer experience, a strong digital platform is essential

for operational transformation. We’ll discuss this more in chapter 8.






CHAPTER 4

REINVENTING
BUSINESS MODELS

Do not quench your inspiration and your imagination;

do not become the slave of your model.

—VINCENT VAN GOGH

We have shown how Digital Masters, such as Burberry, can create value
from transforming customer experience. They can also, like Codelco,
achieve huge operational efficiencies from transforming operations.
But some companies transform even further. They rethink customer
experience, internal operations, and economic formulas to reinvent
their business models.

As we described in the introduction to this book, waves of digital
change are occurring closer and closer together. Competitive landscapes
are in perpetual motion. Many of the barriers to entry that once pro-
tected incumbent companies and sectors have fallen. Competition is
global, and digital technologies have provided resources to go after new
opportunities. The shelf life of existing business models is becoming

shorter, questioning the very notion of lasting competitive advantage.
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Executives in every industry must be awake to the opportunities and
threats of rapid digital evolution and be ready to reinvent business
models as needed.

Business model reinvention sometimes involves radically shift-
ing what you sell, how you sell it, or how you make money from it.
Reinvention may involve reimagining the nature of competition in
your industry or reconfiguring your value chain to deliver at a sub-
stantial efficiency advantage against your competitors. It can also
be about making the transition from multinational to truly global
operations, moving from products to value-added services, or moving
into brand-new markets. It may also entail creating new digital busi-
nesses or services, either to augment your current business model or
to replace it.

Executives see the value-creation potential in business model
reinvention, for at least three reasons. First, reinvention can reorder
value chains and create big shifts in the competitive landscape. It has
already created or redistributed billions of dollars of value in sectors
ranging from retail to air transport." Second, well-executed business
model reinvention and its operational underpinnings can be difficult
to replicate. And third, today’s exponential technological innovation
is continually challenging companies with opportunities (and threats)
to fundamentally rethink the way they do business. For example, 3-D
printing is already generating new models of manufacturing as well as
new customer propositions in ways unimaginable a few years back.

But despite the buzz, business model reinvention remains elusive.
In our survey, a mere 7 percent of respondents stated that their com-
pany’s digital initiatives were helping to launch new businesses. Only
15 percent said that new business models were emerging thanks to
digital technology.? Many executives may not be looking for business
model reinvention opportunities. Others may consider them too risky
to attempt.

So why would you want to worry about business model reinven-
tion? Because not paying attention is an even bigger risk. Executives

in music, newspapers, and equity trading have already seen the radical
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upheavals that digital business model reinvention can bring to their
industries. Industries ranging from insurance to education are starting
to experience the same thing. Whatever your industry, you need to be
on the forefront of challenging your current business model. Otherwise,

someone else will.

INCUMBENTS BEWARE

The business model that operates the London taxi market had been
stable for many years. Companies were mediating supply and demand
through expensive infrastructure: 24/7 call centers and GPS equipment
fitted in the vehicles. Despite this technology, getting a cab in London
was still not an easy experience. Something was bound to happen.

When three business entrepreneurs and three taxi drivers (all
cofounders of a start-up called Hailo) met in a Soho café in London
in 2010, business model transformation was the last thing on their
minds. Terry Runham, Russell Hall, and Gary Jackson—the three
taxi drivers—had previously tried to get an e-taxi business off the
ground, with mixed results. Ron Zeghibe, Jay Bregman, and Caspar
Woolley—the three businessmen—had an algorithm, built originally
for an e-courier business, which was looking for a new life. All six hit
it off instantly. They all agreed that the current inefficiencies in the
London taxi market could be turned into an opportunity.

The key insight from the taxi drivers was counterintuitive. Don’t
worry about the customer experience at this stage. Worry about
creating a system that works for the drivers. The rest will follow. The
entrepreneurs saw the potential. They could create differentiation on
the supply side, where they could erect barriers to entry. Every com-
petitor wanted to lock in customers, and the competitors were fighting
a me-too race with similar customer mobile apps. A different approach
was needed.

Early on, the team focused on fixing two fundamental pain points
that are core to taxi drivers’ lives—maximization of occupancy, and

isolation. Most taxi drivers spent between 30 and 60 percent of their
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time with an empty cab. So offering a job in exchange for a small fee
made sense. In addition, although taxi drivers form a small, close-knit
community, they often feel isolated. So offering a social community,
something that would engage drivers and tie them together, made
sense. With this, Hailo created a precise value proposition for the sup-
ply side of this two-sided market.

Hailo uses analytics extensively to provide drivers with a better
view of available jobs, how to get to those jobs efficiently, and how
to track performance over time. The app also gives drivers real-time
traffic updates. Drivers can send a burst alert when multiple jobs are
available in a given area, such as at the end of a theater show. Hailo
went even further by providing a complete logbook for individual driv-
ers on the app. Drivers can measure the percentage of time they are
occupied, the amount of diesel fuel they burn each day, their earnings
per hour, and a realm of other management data. They can set daily
personal targets and can compare their performance against their his-
torical profiles.

To remedy isolation, the app provides a newsfeed where drivers can
update their status and share information with other cabbies—a taxi-
driver Facebook. Drivers can designate a group of their best friends,
whom the cabbies can track in the city and chat with throughout
the day.

Only a few months after the introduction of Hailo, average occu-
pancy had gone up significantly. These dramatic results amazed the taxi
community. Drivers claim that the use of Hailo has led to an average
30 percent spike in business.’ As a result, by 2013, over 60 percent of
the London cab population had joined the network.

But what about the end customers in all this? Hailo developed a
very simple and intuitive customer smartphone app. Once a customer
locates a cab, he or she receives its registration number and the name,
photo, and mobile number of the driver. On average, a Hailo cab is four
minutes away, wherever a customer is in the city. Unlike their competi-
tors, Hailo drivers also give customers a five-minute wait time before

starting their meters. Up until early 2012, 99 percent of payments were
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in cash. Two-thirds of the taxis could not even process a credit card,
and there was a customer surcharge of 12.5 percent. With Hailo, cus-
tomers can register their cards and pay with a single tap directly from
their phones. As of 2013, there were close to half a million registered
customers in London alone.

How does Hailo make money out of all this? The profit model is
simple; Hailo provides jobs in exchange for a 10 percent flat fee on the
ride. There is no subscription fee. As one of Hailo’s founders noted,
“Once you cover you costs, it’s geared towards profit.”*

Digital technologies have also enabled Hailo to have extremely
low-cost operations. Hailo does not provide hardware, so there is no
cost of installing expensive GPS-tracked mobile display units—the
cabbies’ smartphones do that. Through bulk negotiation, the company
helps drivers get great deals from phone companies. Unlike competi-
tors, Hailo has no need for the expense of manning 24/7 call centers,
because the algorithm in the software does a better job at scheduling
each cabbie’s jobs than people could.

The firm has gone global, covering several cities around the world—
often adapting its economic model to suit local conditions. The firm
has built a very successful business model in eighteen months. Hailo
tounder Ron Zeghibe explained: “We understood that if we wanted
to apply technology to this industry, we needed people who knew the
industry inside-out. Listening and using their insights to build the
DNA of the business is paying huge dividends for us. We are now in a
position to go into any market against incumbents with a fair chance of
overshadowing them.”

What Hailo shows is that using digital technologies to combine
excellence in both operations and customer experience, weaved into a
differentiated business model, pays dividends. Transformative business
models such as Hailo, or its San Francisco—based equivalent, Uber,
are rarely just a technology story. Digital technology is, of course, core
to the success, but it is wrapped in many other elements that together
make a great business model: supply-side control, economic model,

customer experience, and efficiency in execution.
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FIVE ARCHETYPES OF BUSINESS
MODEL REINVENTION

Although it has become part of today’s management lexicon, business
model reinvention is still an emerging field with several interpretations
and definitions.® In the last few years, several books have contributed
to a better understanding of business model development or innova-
tion at the firm and industry levels.” Some have also focused on the
specific role of technology in business model reinvention. These books
have looked either specifically at information-systems-driven business
models, or at disruptions brought about by business applications of new
digital technologies mainly from innovative start-ups.®

In this book, we have focused on how businesses conduct their
digital transformations from the lenses of large global organizations.
Leaders in large firms, looking to reinvent their business models, must
put their wide-angle lenses on. Emerging technologies, start-ups, small
new entrants, and firms in adjacent industries all warrant consideration.
Not all technologies are individually disruptive, but in combination,
they can have a substantial impact on your business over time.

In our research, we have seen all the models described in the lit-
erature at play. Some are more common than others, some are more
radical than others, and some are more applicable across industries than
others. All options present opportunities to create substantial business
value. All have different risk profiles.

We've observed five broad archetypes of business model reinvention
driven by digital technology. The first, reinventing industries, involves a
substantial reshaping of an industry structure, as Hailo did for the taxi
market, or responding to fundamentally new consumer behaviors. The
second category is about substituting products or services—when your
core products or services become directly substitutable by a new digital
format. The third category, creating new digital businesses, involves the
creation of new products and services that generate additional revenues.
The fourth category, reconfiguring value delivery models, means recom-

bining products, services, and data to change the way a firm plays in the
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value chain. The fifth is about rethinking value propositions—using new
digital capabilities to target unmet needs for existing or new customers.

It is worth paying attention to all varieties. Business model rein-
vention drives opportunities to create new value. Both defense and
offense are important. Assume both your competitors and potential
new entrants—often from outside your industry—are already hard at
it. So how do you look at reinvention? Let’s examine the models we've

seen at play in our research.

REINVENTING INDUSTRIES

Reinventing an industry is a tall order for any firm. It does not happen
every day, and it is a complex and risky endeavor to pull off. Companies
often need to venture outside the comfort zone of the core business to
deliver new forms of value. Reinvention can also require new compe-
tencies, new modes of operations, and new economic models.

Firms used to focus on developing competitive advantage from
delivering a superior customer experience, optimizing internal opera-
tions, and developing access to wider distribution channels. With the
power of the internet and new digital technologies, companies are
now able to connect many participants with one another and create
new platforms for them to interact and transact.” Firms can also lever-
age assets they don’t own, and reconfigure their value chains—from
buying IT services a la carte from cloud-based infrastructure provid-
ers like Amazon.com, to crowdsourcing their R&D with platforms like
InnoCentive, to staffing key roles from global online job marketplaces
such as oDesk.

Platform economics does not apply only at industry level; we will
see later how Nike and Volvo, for instance, have used platform think-
ing to create new sources of revenue or new connections to customers.
But all the business models we observed for reinventing an industry
through digital technology involved some form of platform play.

A well-documented example of a company that succeeded in build-

ing an industry-changing platform is Apple. With the iPod, Apple
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delivered a convenient and user-friendly way of downloading music
onto a brilliantly designed player. But the magic came later, when
Apple launched its iTunes store—a service that created a tight link
between hardware, software, digital music, and videos in one user-
friendly package. The rest is history. Not only did Apple ensure that
the iPod became a high-margin product of choice, but the iTunes store
also allowed the firm to become a major distribution platform and
establish a base price for single-track music. Such industry reinventions
are rare, but when they occur, they fundamentally change the rules of
competition.

Multisided platforms are not new. American Express, PayPal,
and Square successfully linked merchants to consumers. Video-game
console makers, like Sony’s PlayStation and Microsoft’s Xbox, linked
game developers and users. More recently, Google Android linked
handset manufacturers, application developers, and users.

What'’s new is that the power of digital technology has substan-
tially opened up the scope of opportunities for platform business
models. Industries ranging from automotives to education to health
care and even legal services are becoming ripe for transformation. In a
2013 article, Geoftfrey Parker and Marshall Van Alstyne paraphrased
entrepreneur and venture capitalist Marc Andreessen’s quote from
our introduction chapter to say: “Platforms are eating the world.”"
They argue that we are in the middle of a significant shift in business
models—a shift powered by the internet and a generation of connected
users.

Companies in what is commonly called the sharing economy are
rethinking the nature of large, asset-heavy industries, with implications
for the business models of large firms. Rather than allow all revenues to
go to a few big companies that create specialized assets for rental, new
companies are brokering connections between customers and people
who may want to share their assets for a time. From car-sharing to
accommodation and vacation rental to temporary workers to collab-
orative financing and even dog sitters, collaborative consumption is

making steady progress as an alternative consumer choice.
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Think about hotels. Chains such as Marriott, Hilton, and others
invest tremendous amounts of capital to build specialized properties
that they rent to customers by the night or month. But other people
have similar assets that they would happily rent out to make some
additional income: a beach house, a spare bedroom, or a house in town
while they’re on vacation. Why can’t a company make money by taking
advantage of these private individuals’ desires to rent out their proper-
ties, and profit from the relative immaturity of such a market?

In 2008, Airbnb saw a vacuum in the traditional room-rental
model. Airbnb is a trusted online and mobile-phone-based community
marketplace for people to list or book accommodations around the
world. The company started small, but grew very quickly. It went
from 100,000 guest-nights booked in 2009 to 750,000 the following
year and passed two million the year after. As of 2013, Airbnb was
present in thirty-three thousand cities in 192 countries around the
world."! Every night, it helped approximately 150,000 people stay in
rooms rented through its service—a significant number compared with
Hilton’s 600,000 rooms worldwide.!? The business model is based on
brokerage. Airbnb takes a 3 percent cut from the renter and 6 to 12
percent from the traveler, depending on the price and quality of the
property. For this charge, Airbnb provides customer service, payment
handling, and $1 million in damage insurance coverage for its hosts.
Renters and hosts can rate each other, thus increasing the trust and the
quality of the service.

Large corporations took notice. In 2013, Marriott, in collaboration
with mobile and web app company LiquidSpace, started renting meet-
ing spaces in its hotels, on demand, challenging the notion that you
have to be a hotel guest to use its facilities.” Large hotel chains around
the world are now considering how to extend concepts of the sharing
economy to other parts of their business models.

The sharing economy is making inroads into many other rental
industries. Car-sharing start-up Zipcar was founded in 2000. Zipcar
customers can rent cars for an hour or a day, using their phones or

credit cards to reserve and gain entry to the car. Insurance and parking
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are part of the business model. Cars are conveniently located in parking
lots distributed around town, rather than in a few rental facilities.
Drivers can access a car quickly, without wasting time on rental paper-
work and check-in processes. For drivers who need only occasional use
of a car, the convenience and price advantage of Zipcar over traditional
car rental or car ownership allowed the company to grow rapidly. It is
now the world’s leading car-sharing network. By mid-2013, Zipcar had
810,000 members and offered ten thousand vehicles in several coun-
tries in North America and Europe.™

As in the accommodations industry, large firms got into the act.
In 2009, automaker Daimler/Mercedes Benz started its Car2go ser-
vice, renting Smart Fortwo cars on a per-minute charge, regardless
of distance traveled or fuel consumed. As of 2013, Car2go operated
over eight thousand vehicles in eight countries, with over four hundred
thousand customers signed.”® Meanwhile, in 2013, car-rental giant
Avis acquired Zipcar.'¢

Although it is unclear today whether such business models create
extra value or just replace existing business, there is no question that over
time, these types of digitally enabled asset-sharing models will become
significant. They will certainly appear in more industries over time. If
you can identify underutilized assets, find a way to optimize their usage
through a time-sensitive access model, and find the right economic for-
mula, you may be sitting on a valuable new source of revenue.

Reinventing industries through multisided-platform business mod-
els has gained significant attention from business leaders in the last
tew years. Understanding the underlying economics of such platforms
is a prerequisite to exploring industry reinvention. Recent academic
research has also advanced our understanding of platform economics.!”
Multisided platforms can efficiently aggregate disconnected participants
in fragmented industries—helping to reduce what economists call search
and transaction costs, as Hailo did for taxis or Airbnb did for rooms.

Well-executed platforms can create significant barriers to entry
through network effects. For instance, the more buyers eBay gets,

the more it will attract sellers, which in turn attracts more buyers.
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The value to customers on one side of the platform typically increases
with the number of participating customers on the other. In addition,
the power of the crowd can displace traditional gatekeeping, for instance,
when advice from fellow travelers replaces advice from travel agents.
Platform opportunities that reinvent entire industries do not pop
up every day. But they do exist in many industries. Crafting a new
industry-changing business model requires vision, creativity, careful
planning, experimentation, and investment. Few succeed, but those

who do gain a significant advantage.

SUBSTITUTING PRODUCTS AND SERVICES

In some cases, transforming the business model becomes essential,
because the fundamental product or service that you are providing is
being substituted by new digital technology. In such instances, you
need to replace yourself. To do so, you may have to cannibalize your
own revenues. But if the shift from your old offering to a new digital
offering is real, there is no other way.

After digital photography replaced film, and smartphones replaced
cameras, both Kodak’s and Fujifilm’s traditional business models
became obsolete. Both companies saw change coming. But Kodak
didn’t survive and Fujifilm did. Kodak stuck to its core for too long.
Fujifilm managed the digital onslaught by diversifying. It used its
expertise in chemical compounds to move into cosmetics, and in films
to make optical films for LCD flat-panel screens.'®

In looking at your business models, if you see steady declines in
customers or profits, start rethinking quickly. You can experiment with
new models that use your brand, while your existing business still makes
enough money to subsidize the experiment. Your experimentation may
scare away start-ups or give you an advantage over competitors who
try to threaten you. But these fundamental shifts are better addressed
early.

Beginning some two decades ago, individuals and businesses

have enjoyed access to multiple new forms of delivering and receiving
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document and text communications—from e-mail to social media. But
the experience has not been positive for all. Postal operators have expe-
rienced, at best, a slow decline in their core businesses—the physical
delivery of letters. In Australia, for instance, the number of addressed
letters mailed declined 17 percent from 2009 to 2012—a 20 percent
revenue hole for Australia Post.” The company has moved from 100
percent market share of written or text-based communications to less
than 1 percent within one generation. For this radical case of digital
substitution, a rethink of the postal services business model was clearly
in order.?

In response to the shift to digital communication, a num-
ber of postal companies around the world have pursued electronic-
to-electronic (E2E) services. Accelerating the cannibalization of the
existing business might seem counterintuitive. But these postal com-
panies believe that the integration of physical and electronic channels
could create a new platform that allows them to retain the role of inter-
mediary and facilitator in communications and commerce.

The Nordic Posts of Denmark and Sweden were among the first
to explore diversification into e-services in the 1990s. One of the most
established and successful postal digital mailbox examples is e-Boks, in
which Post Danmark holds a partial ownership, along with Nets, the
Nordic banking payment system.

e-Boks started as a closed, one-way system supporting transac-
tional business-to-consumer and government-to-consumer communi-
cations. The company intended to provide an authenticated, universal
archive for consolidated household document administration. e-Boks
enabled large business and government senders to fully digitize their
transactional communications processes with consumers. e-Boks also
made organizations’ preferences for digital or physical communications
simpler to manage. To consumers, e-Boks offered convenience, secu-
rity, and choice in a familiar online system (similar to online banking).
The service integrated payment options, enabled media preferences
by sender, and offered a lifetime online archive for important personal

business documents.
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e-Boks can be accessed on the web or via an app used by several
hundred thousand individuals. Two-way communication in e-Boks
now provides a secure channel for communication containing sensi-
tive information, like social security numbers. Receivers’ replies can be
downloaded directly into the sending company’s business applications.
Similarly, contracts and agreements requiring a signature can be han-
dled within e-Boks, generating an electronic record of acceptance or
rejection that is legally binding under Danish law. At the same time,
the portal solutions still provide consumers with a choice of channels.

e-Boks” growth is closely linked to strong e-government policies
establishing the legal status of digital communications, and active gov-
ernment support and adoption. State, regional, and local government
agencies in Denmark are linked into e-Boks, as are most banks, utili-
ties, and other major commercial organizations. As e-Boks added new
areas of service, the number of people using the service increased, and
network effects led to people’s increasing acceptance of the service. As
of 2013, about 80 percent of the Danish adult population has signed up
for e-Boks.?

Since processing steps like printing, folding, and envelope-stuffing
make up most of the total expense involved in sending a normal letter,
large organizations generally can reduce their distribution costs by up
to 80 percent by switching to digital mailings.*? The digital mailbox has
initially focused on personal business communications—account state-
ments, bills and invoices, salary slips, tax correspondence, and health
communications such as lab results. However, once the secure, permis-
sion-based platform for connecting senders and receivers is established,
it creates further opportunities. New revenue streams from business
senders can be created: new consumer-centric applications, permission-
based marketing applications, and database management solutions.

Most postal companies around the world consider a “sender-pays”
model—as with physical mail—the most viable pricing strategy in the
near term. But they are exploring opportunities around click-through
pricing, value pricing, and building modular subscription services for

consumers.
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When your core product or service is being replaced by new digital
formats, there’s no going back. You have to choose the right way and
time to disengage. Squeezing the old to fuel the new model is good
practice and will allow you to defend your core business for a while.
But proactively managing the transition is ultimately the only viable

str ategy.

CREATING NEW DIGITAL BUSINESSES

Large firms can find it hard to create new sources of growth with busi-
ness model reinvention. The focus on growing the current business
incrementally and protecting existing assets can curtail radical think-
ing. More often than not, start-ups and new entrants are the catalysts
for creating new digital businesses. But it is not always the case.

Nike has traditionally built its business through a combination of
strong innovative products, intensive brand building through mul-
tiple media platforms, and efficient operations. As the possibilities
of new digital technologies emerged, Nike quickly capitalized on all
three areas. The company transformed both its customer experience, by
introducing new selling processes and connecting athletes worldwide,
and its operations with new design and manufacturing methods.

Nike did not start by strategizing on its business model, but rather
looked at ways it could provide even more value to its connected cus-
tomers. Beyond its presence in public social sites, Nike decided to
weave its technology and information together into a new business
model. The Nike+ concept was born.?

Nike+ includes multiple connected components: a shoe, a sen-
sor, an internet platform, and a device such as an iPod, an iPhone, an
Xbox, a GPS watch, or a FuelBand. The FuelBand, a product of this
new concept, can geo-track a person throughout the day, giving users
real-time updates on how many calories they have burned, or steps
they have taken, providing real motivation for athletes. Nike + pro-
vides NikeFuel points, a proprietary metric for tracking fitness activ-

ity that you can share online. Runners can also share their routes and
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performance online with their friends on Twitter or Facebook. They
can even get training plans from a digital coach.

At the same time, Nike gathers valuable data about how custom-
ers use its products, which allows the company to improve its brand
marketing and, in the process, create a highly engaged community of
users. As early as 2008, Nike was able to learn things that it never knew
before: “In the winter, people in the US run more often than those in
Europe and Africa, but shorter distances. The average duration of a run
worldwide is 35 minutes, and the most popular Nike+ Powersong, is
‘Pump It’ by the Black Eyed Peas.”*

Through Nike+, the company has extended its business model
from providing only apparel to providing new hardware, technology,
rich data and useful add-on services for its customers. The company
is now attracting external partners to continually enhance the services
on the Nike+ platform. Not bad for an already successful company of
some forty-four thousand people. Mark Parker, Nike’s CEO, color-
fully explains, “One of my fears is being this big, slow, constipated,
bureaucratic company that’s happy with its success. Companies fall
apart when their model is so successful that it stifles thinking that chal-
lenges it. It’s like the Joker said—"this town needs an enema.”®

Nike has increased its market share and developed new revenue
streams with a range of add-on products and services.? It understood
the nature of its customers’ needs for engagement and asked, “How do
we provide even more value?” In this way, Nike engineered a coherent
digital platform that interconnects its products and services to the ben-
efit of athletes worldwide.

RECONFIGURING VALUE DELIVERY MODELS

Often, reinventing your business model will not be about changing the
rules of an industry, replacing your products or services, or creating a
new digital business, but will be about reconfiguring your value deliv-
ery model. Using technology to connect all your products, services, and

information in a different way can build stickiness with customers and
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competitive advantage. When done well, it creates switching costs and
incentives for customers to favor transacting with you.

Many companies want to reconnect with their customers without
endangering the third-party distribution model that has been successful
for years. This is a dilemma that many traditional business-to-business
(B2B) companies are trying to crack. It requires rethinking the tradi-
tional vertically integrated model.

Insurance companies, for instance, have built profitable businesses
using agents to distribute their products and services to their end cus-
tomers. But what happens when the percentage of the population that
wants to work with agents drops? Or when you have become so discon-
nected from your end customers that you find it hard to understand
their detailed needs? You need a new business model.

Many automakers are B2B companies. They produce cars and sell
them to dealers. The dealers then sell the cars to customers. The car-
makers are completely dependent on dealers to sell their products, yet
dealers are costly and can be difficult to manage. Even worse, dealers
own the customer relationship, and auto makers have very little contact
with these end customers.

Swedish car corporation Volvo decided to do something about this
traditional model. In 2012, the company relied on a network of twenty-
three hundred dealers in one hundred countries worldwide to sell its
products. Dealers managed all sales and after-sales services. Because
they controlled the selling process, local dealers traditionally owned
customer knowledge. The company conducted traditional market
research, but had little or no direct knowledge of its end customers.

Volvo was facing increased competition. The nature of demand was
also changing—cars were no longer sold as a single product but were
sold as a transportation solution changing the nature of the customer
experience. Packed with advanced IT and communications technolo-
gies, connected cars promised to provide customers with more effective
and safer transportation with less harm to the environment.

How could Volvo develop a more direct relationship with end

customers without disrupting its dealers’ relationships? The company
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decided to undertake a deep transformation of its business model from
a B2B model to a “B2B2C” model, where Volvo would provide some
services directly to end customers.” These services were designed not
to compete with dealers. In fact, the services reinforced the attraction
of Volvo cars, thereby benefiting dealers. To evolve to this new B2B2C
model, the company relied heavily on digital technologies—mobility,
social media, analytics, and smart embedded devices.

To increase engagement, the company started making active use
of social media platforms such as Facebook, Twitter, and YouTube in
addition to its web presence. The purpose when interacting on social
media was not to sell—and compete with dealers—but to reinforce
proximity with existing customers, open a two-way conversation, build
trust, and increase loyalty.

Then Volvo did more. Addressing the need to add a push-to-talk
button to its cars, Volvo is developing its connected-car concept. Volvo
on Call, the company’s roadside assistance service, is delivered through
local call centers operating under global framework agreements.
A driver in a newer Volvo car can push a button to talk directly with
an operator in the call center. Through GPS, the call center provides
services such as finding the closest retailer, dispatching a tow truck, or
calling the police. In addition, the On Call service triggers automatic
alerts during an accident. The service is also available through a mobile
app, which opens commercialization to customers owning an older
car with no GPS or GSM (global system for mobile communications)
technology embedded. The On Call service is included for several years
after the purchase of a new vehicle and then is renewable, for a fee.

Of course, Volvo was not the first company to provide such a ser-
vice. The US company OnStar was a precursor, which other companies
then followed. What Volvo did was use the push-to-talk requirement to
reconfigure its value-delivery model with dealers and customers. Volvo
could get closer to customers without encountering strong resistance
from dealers. Call centers are too costly for any dealership to do on its
own, but are useful for selling cars. Dealers were happy to have Volvo

corporation handle call center activities, so they did not have to do so.
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Having incorporated connected-car functionality throughout the car,
Volvo started releasing new digital services such as stolen vehicle tracking,
door control, heater starting, remote dashboard, and car locator services.
Rather than bypassing dealers, Volvo is using its new customer
contact methods to provide information and services to dealers. The
company created a central customer database and implemented a global
CRM solution. Volvo now has integrated existing data from dealers
with a constant feed of information from the car itself. New analytic
capabilities allow Volvo to move closer to one-to-one marketing while
also providing dealers with information about their customers. In addi-
tion, Volvo can launch new services such as maintenance reminders
that tell customers when dealers have openings in their service sched-

ules. It’s a win-win dual business model enabled by digital technology.

RETHINKING VALUE PROPOSITIONS

There is a lot of media excitement today around big disruptions cre-
ated by new digital business models. While they are important, not all
business model changes have to be disruptive to create value. Similarly,
the changes don’t always have to take you into brand-new markets. In
creating a new business model, you don’t even need to wait until your
current model is threatened.

Business model transformations can also allow you to reinforce
your presence in your current market. But these transformations can be
no less dramatic. They can be about combining products and services
in innovative ways: making better use of analytics, designing new eco-
nomic models, or repackaging your offering. Of course, not all of these
approaches are mutually exclusive, and some companies have combined
these models to generate even more value.

A puzzling insight about customers was bothering Japanese
property and casualty insurer Tokio Marine Holdings. Many of its
customers needed insurance not on a yearly basis but for very specific
activities in narrowly defined periods. The company decided to aug-

ment its traditional business model to address this unserved need.
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Mobile and location-based technology gave company executives a
way to make the firm’s product more relevant to customers for specific
lifestyle situations. In 2011, the company partnered with mobile carrier
Docomo to offer customers a series of innovative insurance products
under the banner One-Time Insurance. These products were available
through a specialized mobile app. The app provides users with targeted
recommendations for certain lifestyle insurance products such as ski-
ing, golf, and travel-related insurance. Through the app, the company
can proactively send relevant and customized insurance packages to
consumers on the spot.”® In January 2012, the company also launched
One Day Auto Insurance—a new kind of auto insurance that can be
purchased on mobile phones. The product offers consumers the ability
to insure a vehicle for a required number of days when they use a car
borrowed from friends or family members.?’

While some companies, like Tokio Marine, have used new tech-
nology and data to enhance their value propositions, others have used
the data they already possess to create new value propositions based on
the data itself.

Entravision Communications Corporation is a Spanish-language
media company with significant reach in the US Latino audience, a
market that collectively has over a trillion dollars in purchasing power.*
The company, started in 1996, operates over a hundred radio and tele-
vision stations and digital platforms. The company was unique in its
ability to offer highly localized marketing in different geographies. As
Entravision processed a growing amount of both internal data and data
resulting from licensing agreements with its partners, it began to see the
potential value of mastering this new currency. Using advanced ana-
lytics, the company started to obtain fine-grained behavioral insights,
which were highly sought after by companies selling products and ser-
vices to the Latino population.™

The demand for deep insights into Latino markets began to grow
beyond traditional media buyers, moving Entravision’s client con-
versations into analytics and predictive modeling. Thus, in 2012,

Luminar was born. Luminar is a dedicated business unit that shifted
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from delivering internal analytics to offering big data as a service to
external clients. The company has since gained clients ranging from
Nestlé and General Mills to Target, among others.*? In 2013, the busi-
ness expanded further by launching the Luminar Audience Platform
for buying targeted online audiences. The company now collects and
analyzes data for fifteen million US Latino adults, representing around
70 percent of the US Latino adult population's transactions in brick-
and-mortar, online, and catalog.” The company that traditionally saw
itself as a broadcasting group now sees itself as an integrated media and

information technology company serving the Latino market.

MAKING SENSE OF BUSINESS
MODEL TRANSFORMATION

Successful business models do not last forever. Sometimes, the creation
of new value requires you to venture into the unchartered territory of
new business models. Business opportunities or competitive threats can
be the catalyst for such change. Digital Masters are not paranoid. But
they do assume that competitors, and new entrants, may use the poten-
tial of digital technologies to go after their business. You should make
the same assumption.

First, you need a good grasp of your current business model (or
models). You should also constantly be on the lookout for symptoms
of business model change that should ring alarm bells in your organi-
zation. Are you experiencing a gradual decline in traditional revenue
streams or margin erosion due to commoditization? Are new com-
petitors emerging from unexpected places or adjacent industries? Are
cheaper digital substitutes for your products or services making inroads
in your market? Are traditional barriers to entry coming down in your
industry?

You may choose to operate defensively or offensively. When in
defensive mode, companies often use data and any other advantage they
can muster to slow the decline of the old model. In addition, aggres-

sive operational cost cutting can release cash and investment capacity
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to support the transition. But you can also decide to play offense. You
can be a first mover in rethinking the business model of your indus-
try. You can disrupt competitors, or other industries, by substituting
a traditional product or service with a new digital offering. You can
use new digital business models to create new sources of revenue. You
can reconfigure your value-delivery model and play a different role in
the value chain. Or you can look at opportunities to rethink your value
propositions, serving your existing customers in new ways. The scope
can be daunting, but the exercise is strategically worthwhile.

Don’t start with the technology. Start with how you can deliver
greater value to customers, and think about how to deliver this value
operationally at a profit. Then exploit the possibilities offered by digital
technology to help you get there smarter, cheaper, and faster. Learn
how other industries have solved similar problems or taken advantage
of similar opportunities.

Multiple avenues will be possible. You will need to prioritize
options that generate the greatest value to customers, that are oper-
ationally hard to copy, and that can provide you with a profitable
economic model. You will also have to lower your risk by running
controlled experiments on your new model. At the same time, gather
the data that will help you learn and revise your assumptions. Often,
the technology shifts that create new opportunities for business model
change are the same ones that can disrupt your existing model.

Designing, experimenting, and implementing new business models
is a task for top business leaders. It is a strategic activity. Functional
heads will not have sufficient authority to drive new business model
experimentation across business silos. The implementation of a new
model requires vision, leadership, and governance. If the new model is
ultimately designed to replace the old, you need to know when to shift
resources and at what rate; the transition won’t happen overnight. If
the old and the new are designed to coexist, you need to carefully man-
age potential conflicts and resource allocation between the two.

We've now reviewed the three investment areas that constitute

the whar of digital transformation—creating compelling customer
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experiences, exploiting the power of core operations, and reinventing
business models. Let’s now turn our attention to the Aow—the commit-

ted leadership required to successfully conduct a digital transformation.

LEADING DIGITAL CHECKLIST:

BUSINESS MODEL

v Constantly challenge your business model with your top team.

v Monitor the symptoms that drive business model change in your
industry—for example, commoditization, new entrants, and tech-

nology substitution.

v Consider how you might transform your industry before others
doit.

v Consider whether it is time to replace products and services with

newer versions if your present offerings are under digital threats.

v Consider creating brand-new digital businesses using your core

skills and assets.

v Consider reconfiguring your delivery model by connecting your
products, services, and data in innovative ways to create extra

value.

v Consider reinforcing your presence in your current market by

rethinking your value proposition to meet new needs.

v Experiment and iterate your new business model ideas.



PART Il

BUILDING
LEADERSHIP
CAPABILITIES

aving discussed the whar of digital capabilities, we now turn
|—| to the Aow of driving transformation. Not all companies are

able to get started on the digital journey. However, for the vast
majority of firms, the problem is not getting people started—it’s get-
ting everyone moving in the same direction. Both challenges are the
domain of leadership. Leadership capabilities are essential to achiev-
ing true digital transformation; they turn digital investment into digital
advantage.

In part II, we describe the four key elements of leadership capa-
bility. Digital transformation starts when you create a transformative
vision of how your firm will be different in the digital world, and then
engage your employees to make the vision a reality. Establishing the
right digital governance model is critical, since it acts as the rudder to
steer your digital initiatives in the right direction. Finally, technology
leadership capabilities—strong relationships between I'T and business-
people and the right digital skills—will help you build and continuously
reap benefits from a well-designed digital platform.






CHAPTER 5

CRAFTING YOUR
DIGITAL VISION

We do not need magic to transform our world. We carry
all the power we need inside ourselves already.

We have the power to imagine better.

—J. K. ROWLING

When Jean-Pierre Remy became the CEO of Pages Jaunes in 2009, the
company was in trouble. As the market leader in the fast-dying French
Yellow Pages industry, the company saw its print revenues declining
by more than 10 percent every year.! After all, in an age of Google,
Craigslist, and Yelp, who would look for companies in a thick yellow
book? Pages Jaunes needed to adapt to the world of digital search, and
it needed to do so quickly.

Remy tried to convince his employees that digital directory services
were an opportunity. The company still had a trusted brand, strong
relationships with its advertisers, and a small foothold in digital ser-
vices. But employees in the hundred-year-old company were skeptical;
Pages Jaunes had always been the industry leader, and there was little

need to change the business. Many employees saw digital as a sideshow
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that was irrelevant to selling ads in thick paper books. The workers had
lived through the creation of Minitel—France’s revolutionary online
networking system of the 1980s and 1990s—with no impact on the
company’s competitive position.? They had lived through the dot-com
bubble and bust of 1997 to 2002, and Pages Jaunes remained the indus-
try leader. Even as revenues declined, some employees blamed poor
management instead of a major industry shift. Very few saw digital as
the danger and opportunity it truly was.

What the Pages Jaunes employees needed was clear: a transforma-
tive vision of the future that was more compelling than their current
view of the business. Remy found one such vision: Pages Jaunes was
not in the business of producing heavy yellow books. It never had been.
It was in the business of connecting small businesses to local custom-
ers. Books were just an outdated technology; digital technology could
do the job better.® This vision was clear and compelling. It painted a
distinct picture of the future while linking to the company’s current
capabilities. The vision made it plain that digital was the future and
that paper books would disappear. It gave employees an idea about how
their jobs and skills might fit in the new world, and how they might
play a role in the digital future.

Remy also announced an audacious goal: Pages Jaunes would shift
its business mix from having less than 30 percent digital revenues to
more than 75 percent within five years.* This explicit goal stopped
employees from debating about how much and how fast they needed
to change. It also provided a clear way—digital revenues as a share of
total revenues—to measure progress. Anything that increased digital
revenues was good. Anything that increased paper revenues was less
important.

Remy spent the next two years helping everyone—from employees
to customers to investors—understand the promise that digital could
hold for the future of the business. He communicated honestly and
repeatedly with his employees. Some of what had made the company
great would still be valuable in the future. Other things would slowly
need to disappear. The company’s brand could still be strong in the
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digital world. The customer relationships that salespeople had built up
over years were still valuable, but salespeople would need to learn to sell
digital services instead of paper ads. Some book-oriented skills, such
as printing and delivery, would be less useful in the future. But Pages
Jaunes would remain in the paper business for several years longer—
time enough for people in the paper end to retire, retrain, or move to
another company.

Pages Jaunes senior executives moved fast to realign the company’s
investments and skills. They hired senior people who had digital skills
and the mind-set to work in the digital economy. They retrained sales-
people to sell digital services, and retrained designers to create digital
ads and webpages. They invested in prototypes for digital services, such
as web page design and mobile apps, to show clients how they could
reach their customers in new ways. They even inked a deal to partner
with Google instead of competing with it. Finally, Remy sent a strong
signal by freezing all nonessential investment in the traditional book
business.

The transition was neither smooth nor immediate. In a country
where firing employees is very difficult, some employees resisted the
change. Remy convinced some to join in the transformation, while he
tound ways to work around those who did not. When digital revenue
grew more slowly than planned and physical-book revenue declined
faster because of the worldwide recession, executives had to restructure
the company’s debt. But customers began to see the value of digital ser-
vices, and salespeople learned how to sell them.

By 2013, four years after Remy announced his new digital vision,
and despite Europe’s economic woes, Pages Jaunes had nearly met
its transformation goals. Annual digital revenues were growing fast
enough to replace most of the company’s annual losses in the paper-
based business. For the first time since he had joined the company,
Remy projected overall revenue growth by 2015. While Yellow Pages
companies around the world struggled to handle digital competition,
Pages Jaunes has now become a company powered by digital, not paper,

technology.
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VISION MATTERS; TRANSFORMATIVE
VISION MATTERS EVEN MORE

The changes being wrought through digital transformation are real.
Yet, even when leaders see the digital threat and opportunity, employ-
ees may need to be convinced. Many employees feel they are paid to do
a job, not to change that job. And they have lived through big initia-
tives in the past that failed to turn into reality. To many, digital trans-
formation is either irrelevant or just another passing fad. Still other
people may not understand how the change affects their jobs or how
they might make the transition.

Our research shows that successful digital transformation starts
at the top of the company. Only the senior-most executives can cre-
ate a compelling vision of the future and communicate it throughout
the organization. Then people in middle and lower levels can make
the vision a reality. Managers can redesign processes, workers can start
to work differently, and everyone can identify new ways to meet the
vision. This kind of change doesn’t happen through simple mandate. It
must be led.

Among the companies we studied, none have created true digital
transformation through a bottom-up approach. Some executives have
changed their parts of the business—for example, product design and
supply chain at Nike—but the executives stopped at the boundaries
of their business units. Changing part of your business is not enough.
Often, the real benefits of transformation come from seeing poten-
tial synergies across silos and then creating conditions through which
everyone can unlock that value. Only senior executives are positioned
to drive this kind of boundary-spanning change.

So how prevalent is digital vision? In our global survey of 431 exec-
utives in 391 companies, only 42 percent said that their senior execu-
tives had a digital vision. Only 34 percent said the vision was shared
among senior and middle managers. These numbers are surprisingly
low, given the rapid rate at which digital transformation is reshap-

ing companies and industries. But the low overall numbers mask an
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important distinction: Digital Masters have a shared digital vision,
while others do not. Among the Digital Masters that we surveyed,
82 percent agreed that their senior leaders shared a common vision
of digital transformation, and 71 percent said it was shared between
senior and middle managers.® The picture is quite different for firms
outside our Digital Masters category, where less than 30 percent said
their senior leaders had a shared digital vision and only 17 percent said
the shared vision extended to middle management.

But having a shared digital vision is not quite enough. Many orga-
nizations fail to capture the full potential of digital technologies because
their leaders lack a truly transformative vision of the digital future. On
average, only 31 percent of our respondents said they had a vision which
represented radical change, and 41 percent said their vision crossed
internal organizational units.® Digital Masters were far more trans-
formative in their visions, with two-thirds agreeing they had a radical
vision, and 82 percent agreeing their vision crossed organizational silos.

Meanwhile, nonmasters were far less transformative in their visions.

WHAT DO DIGITAL VISIONS LOOK LIKE?

Where should you focus your digital vision? Digital visions usually
take one of three perspectives: reenvisioning the customer experi-
ence, reenvisioning operational processes, or combining the previous
two approaches to reenvision business models. The approach you take
should reflect your organization’s capabilities, your customers’ needs,

and the nature of competition in your industry.

Reenvisioning the Customer Experience

Many organizations start by reenvisioning the way they interact with
customers. They want to make themselves easier to work with, and
they want to be smarter in how they sell to (and serve) customers.
Companies start from different places when reenvisioning the customer

experience.
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Some companies aim to transform their relationships with their
customers. Adam Brotman, chief digital officer of Starbucks, shared
this vision: “Digital has to help our store partners and help the company
be the way we can . . . tell our story, build our brand, and have a relation-
ship with our customers.”” Burberry’s CEO Angela Ahrendts focused
on multichannel coherence: “We had a vision, and the vision was to
be the first company who was fully digital end-to-end . . . A customer
will have total access to Burberry across any device, anywhere.”® Marc
Menesguen, managing director of strategic marketing at cosmetics giant
L’Oréal, said, “The digital world multiplies the ways our brands can cre-
ate an emotion-filled relationship with their customers.”

Other companies envision how they can be smarter in serving (and
selling to) their customers through analytics. Caesars started with a
vision of using real-time customer information to deliver a personalized
experience to each customer. The company was able to increase cus-
tomer satisfaction and profits per customer using traditional technolo-
gies. Then, as new technologies arose, it extended the vision to include a
mobile, location-based concierge in the palm of every customer’s hand.™

Another approach is to envision how digital tools might help the
company to learn from customer behavior. Commonwealth Bank of
Australia sees new technologies as a key way of integrating customer
inputs in its co-creation efforts. According to CIO Ian Narev, “We
are progressively applying new technology to enable customers to play
a greater part in product design. That helps us create more intuitive
products and services, readily understandable to our customers and
more tailored to their individual needs.”!!

Finally, some companies are extending their visions beyond influ-
encing customer experience to actually changing customers’ lives.'? For
instance, Novartis CEO Joseph Jimenez wrote of this potential: “The
technologies we use in our daily lives, such as smart phones and tablet
devices, could make a real difference in helping patients to manage their
own health. We are exploring ways to use these tools to improve com-
pliance rates and enable health-care professionals to monitor patient

progress remotely.”"
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Reenvisioning Operations

Organizations whose fortunes are closely tied to the performance of
their core operations and supply chains often start with reenvisioning
their operations. The business drivers of operational visions include
efficiency and the need to integrate disparate operations. Executives
may want to increase process visibility and decision-making speed or
to collaborate across silos. For instance, in 2011, Procter & Gamble
put operational excellence at the center of its digital vision: “Digitizing
P&G will enable us to manage the business in real time and on a
demand-driven basis. We'll be able to collaborate more effectively
and efficiently, inside and outside the company.”* Other companies,
in industries from banking to manufacturing, have transformed them-
selves through similar operationally focused visions.

Operational visions are especially useful for businesses that sell
largely to other businesses. When Codelco first launched its Codelco
Digital initiative, the aim was to improve mining operations radically
through automation and data integration. As we described in chapter 3,
Codelco continued to extend this vision to include new mining auto-
mation and an integrated operations-control capability. Now, execu-
tives are envisioning radical new ways to redefine the mining process
and possibly the industry itself.

The operational visions of some companies go beyond an internal
perspective to consider how the company might change operations in
its industry or even with its customers. For example, aircraft manufac-
turer Boeing envisions how changes to its products may enable custom-
ers to change their own operations. “Boeing believes the future of the
aviation industry lies in ‘the digital airline,” the company explained on
its website. “T'o succeed in the marketplace, airlines and their engineer-
ing and I'T teams must take advantage of the increasing amount of data
coming off of airplanes, using advanced analytics and airplane technol-
ogy to take operational efficiency to the next level.” The manufac-
turer goes on to paint a clear picture of what a digital airline means in

practice: “The key to the digital airline is delivering secure, detailed
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operational and maintenance information to the people who need it
most, when they need it most. That means that engineering will share
data with IT, but also with the finance, accounting, operational and
executive functions.”® The vision will improve operations at Boeing’s
customers, but will also help Boeing’s operations, as the information
from airplanes should help the company identify new ways to improve
its product designs and services. The data may also lead to new busi-
ness models as Boeing uses the information to provide new services to

customers.

Reenvisioning Business Models

Some executives combine ideas around operational processes and the
customer experience to envision new business models. The new vision
may extend the current business model or may depart from it substan-
tially. There are many resources and frameworks that can help you
envision new business models.”” And in chapter 4, we shared examples
of companies that digitally transformed their business models. In our
research, we have seen two broad ways to form a new business model
vision: defensively or offensively.

Some companies take a defensive approach to reenvisioning the
model. Often, these companies are under threat and need to focus on
their long-term survival. For example, information-based industries
such as books, music, and travel are now going through fundamen-
tal structural changes. The rapid pace of change in these industries is
forcing companies to redesign their business models. The defensive
approach is where Pages Jaunes started. Facing a burning platform, the
company’s executive team needed to create a vision that could drive
rapid change.

On the other hand, some companies are lucky enough not to
face a crisis; they can take a more offensive approach. Executives in
these companies can focus on the potential opportunity of new, digi-
tally powered business models, rather than overcoming a crisis situa-

tion. However, lack of crisis can be both a blessing and a curse. It’s a
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blessing because companies in this situation have time to experiment
with new digital approaches. But it can be a curse if employees—or
their leaders—see little reason to change. Banco Santander is taking
an opportunity-based approach to its business model, highlighting a
vision for how digital technologies can help it break into new market
segments: “Our objective for the coming years is to exploit the growth
opportunities in segments where the bank has a low presence, such as
companies, insurance, and cards. Specifically, we are making signifi-
cant investments in I'T systems and staff to be able to take advantage of
these opportunities.”®

A few companies go beyond the challenges and opportunities of
today. They create visions to prepare for—or even drive—the next
long-term shift in their industries. General Electric, for instance,
focuses its vision on the coming wave of smart connected devices. In
2011, CEO Jeftrey Immelt stated, “We will lead in the productivity
of our installed products and their ecosystems. This will require lead-
ership of the ‘Industrial Internet,” making infrastructure systems more
intelligent.”"

Progressive Insurance has, for decades, had a vision to be smarter
than competitors at assessing risk and pricing policies. In 1956, the
company set an industry standard by reducing rates for low-risk drivers
with its Safe Driver Plan.?® The company then started to use propri-
etary analytics to identify which high-risk drivers were less risky than
they appeared on paper. It could price its policies so that it got the
customers it wanted, while making other customers want to choose
Progressive’s competitors.?!

Later, Progressive went a step farther, envisioning what would
be possible if it had information on customers’ actual driving behav-
iors. For more than fifteen years, the company has experimented
with gathering telemetry from customers, offering discounts and
pay-as-you-drive policies as an incentive. In 1998, it launched a pilot
in Texas using specialized GPS-based devices.”? In 2004, it piloted
TripSense, which used an inexpensive sensor that drivers could easily

install on a port in their cars. The information obtained from these
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pilots led to the Snapshot program, which is based on a similar device
and which Progressive launched nation-wide in 2011.%

Progressive’s Snapshot box is not a simple gimmick that separates
drivers who think they are good from those who think they are bad.
Through its telemetry boxes and analytics capabilities, Progressive
can link actual driving behaviors—speed, distance, acceleration, and
braking—to risk. Because company executives have been willing to
invest in gathering and using new information, Progressive can offer
services that its competitors cannot. Through its vision of being smarter
than competitors at assessing and pricing risk, Progressive continually
strives to find ways that it can serve good drivers at lower prices, offer
lower-cost options to less-affluent customers, and encourage poorer

drivers to choose other insurance providers.

HOW CAN YOU FRAME A
TRANSFORMATIVE DIGITAL VISION?

There is no single best way to express a vision for digital transforma-
tion. It’s not a formulaic process. You need to craft a vision that builds
on your strengths, engages employees, and can evolve over time. You'll
need to identify the benefits you want, what the end point looks like,
and how you will engage your customers, employees, and investors.

Here are some steps you can take.

Identifying Strategic Assets

In crafting your digital vision, you need to identify some strategic assets
that will help you win. If the new vision can’t build on some of your
company’s strengths, then there is no sense trying to implement it.
Another company—one that is faster, more nimble, and less burdened
with legacy issues—will execute better and win the game.

But how can you identify your strategic assets? Start by looking at
what kinds of assets you have. Physical assets like retail stores or manu-

facturing plants may or may not be valuable in a new digital, globally
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interconnected world. Competence-based assets, such as product design
expertise, flexible and efficient operations, and excellent frontline staff,
can be very useful as long as the processes they support remain valuable.
Intangible assets, such as brand, reputation, and company culture, are
more difficult to judge; they can be very helpful to reach a future state,
but can also inhibit your transformation. Data assets can provide you an
analytic advantage over your competitors or become products you can
sell to others.

Once you have identified potential strategic assets, you'll need to
assess whether those assets will remain strategic in the new world. In
the 1990s, management researchers developed a simple yet powerful
tool for making this assessment.* Strategic assets are VRIN: valuable,
rare, inimitable, and nonsubstitutable. Valuable assets are those you can
use to exploit opportunities or neutralize threats. Assets must be rare,
and not available to most competitors. They must be inimitable (or,
to be more precise, imperfectly imitable), since otherwise, competitors
can copy them and beat you at your own game. And strategic assets
must be nonsubstitutable; otherwise, someone may find a different way
to do what you do, but better and at a lower price.

During the dot-com bubble, many internet firms found that cus-
tomer eyeballs were not rare enough to support advertising revenues;
paying customers were valuable but also far more difficult to obtain.
Newspaper firms thought their classified advertising operations were
strategic assets, only to find that companies such as Craigslist and eBay
could imitate what newspapers do, but could do it better and at a lower
price. Executives at film-rental company Blockbuster may have been
correct when they believed the firm’s network of stores was an inimi-
table asset. Unfortunately, Netflix beat Blockbuster when the start-up
found a simple way to substitute for what Blockbuster stores did.

When Jean-Pierre Remy crafted a new digital vision for Pages
Jaunes, he didn’t start from scratch. Instead, he and his senior team sys-
tematically examined the company’s core assets. Some, such as printing
and distribution capabilities, would have little value in the digital world.

Others, such as money and information about customers, could be used
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with little change, but were easily copied by competitors. However, two
assets—the Pages Jaunes brand and the relationships between sales-
people and their customers, could be strategic. These assets were valu-
able, rare, and difficult to copy. And with some change, they could
become their own substitutes. That’s why Remy chose to build a new
vision around these assets. Pages Jaunes would continue to be a trusted
brand in the local marketing business, and its salespeople would help its

customers make their own way into the digital future.

Creating Transformative Ambitions

Having a vision is not enough. The vision needs to be transformative.
Incremental visions will limit the benefits that you can attain in your
digital transformation. Even if you succeed, the most you'll get is incre-
mental payoff. If digital is leading to radical changes in every industry,
you can help your company by defining what a radically different digital
future looks like.

You can liken the situation to caterpillars and butterflies.
Competitors with the vision to transform into digital butterflies can
fly to new heights. Meanwhile, an incremental vision will only turn
you into a faster-moving caterpillar. Companies using analytics to
improve targeting in their physical or electronic mail campaigns are
making caterpillars faster. The real-time, location-based customer-
engagement process employed at Caesars transforms the caterpillar
into a butterfly.

Your digital aspirations can be divided into three categories: substi-
tution, extension, and transformation.?

Substitution is the use of new technology as an alternative or a
replacement for substantially the same function that the enterprise
already performs. For example, if you use mobile phones simply to do
what people already do from their PCs, or if your version of analytics
is simply a better way to do basic reports, then you're in substitution
mode. Substitution sometimes generates incremental cost or flexibility

improvement, but it doesn’t really fix inefficient processes. It can also
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be a way to experiment with new technologies before you do something
bigger. But something bigger is required.

Extension significantly improves the performance or functionality
of a product or process, without radically changing it. Many manu-
facturers and resellers now enable field workers to access information
through mobile devices, reducing the workers’ need to visit the office
at the start and end of shifts. In another example, a pharmaceutical
company has created a social-media physician community so that it can
learn about issues and opportunities by allowing doctors to talk with
one another. While regulators put severe restrictions and audit require-
ments on any corporate communication with physicians, there are far
fewer restrictions on monitoring what physicians say to each other.
Extensions like these improve on existing processes or extend the com-
pany’s existing capabilities, but still focus on doing the same activities
as before.

Transformation is the fundamental redefinition of a process or
product through technology. When executives at Asian Paints used
embedded devices and analytics to create fully automated factories,
they changed the nature of their manufacturing processes, delivering
higher levels of efficiency, quality, and environmental sustainability
than were found at manually tended factories. Codelco’s digital mines,
the mobile concierge apps at Caesars, and Nike’s FuelBand are simi-
larly transformative. Each digital transformation reinvented the nature
of an offering, allowing the firm and its customers to do things radically
better than they could before.

Unfortunately, the previous examples notwithstanding, we found
few companies doing transformative things with digital technolo-
gies. Figure 5.1 tallies the most transformative efforts for each firm
we interviewed during the first year of our study in 2011.% Although
many firms were investing in new technologies, few were doing more
than substitution or extension. Only 18 percent of firms—fewer than
one in five—were investing in analytics to drive breakthrough change
in customer experience. Meanwhile, fewer than one in six firms were

transforming their products or practices using other technologies.
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FIGURE 5.1

How transformative is your digital vision?

Customer experience Operational process
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Note: Charts plot how the firms we interviewed in the first year of our study are using each technology in
customer experience or operational process initiatives. For each firm, only the most transformative usage

is counted.

Source: Adapted from George Westerman, Claire Calmejane, Didier Bonnet, Patrick Ferraris, and Andrew
McAfee, “Digital Transformation: A Roadmap for Billion-Dollar Organizations,” Capgemini Consulting and MIT
Center for Digital Business, November 2011.

Consider your digital vision. Are you aspiring to do more of
the same? Or do you see an opportunity to radically reshape your
business—to unchain it from the shackles of old technologies and
business practices? Is your vision focused on only a single part of the
company, or are you envisioning a change that crosses silos? Executives
with an incremental vision get what they aim for—incremental
improvement. Those who realize the transformative power of digital

can achieve much more.

Defining a Clear Intent and Outcome

One constant among the companies we interviewed is that people are
busier than ever. Employees have to work harder and harder just to
meet their current objectives. Few workers have time to work on a
broad, softly defined vision of the future. The vision may never become
reality. Or it may be very different when it does. Meanwhile, there are
more important tasks to handle right now.
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If you want people to engage with a vision, you need to make it real
tor them. What does “good” look like once the vision is realized? How
will people know they've achieved it> Why should they care?

Great digital visions include both intent and outcome. Intent is a
picture of what needs to change. Outcome is a measurable benefit to
the company, its customers, or its employees. Together, intent and
outcome help employees visualize the future of the organization and
help motivate them to start realizing the outcome.

The CEO of Pages Jaunes clearly stated his intent to move beyond
thick paper directories while retaining the company’s valuable role in
connecting small to medium-sized businesses with local customers. He
shared examples of new digital services that the company could pro-
vide. He then coupled intent with a concrete outcome: the company
would earn 75 percent of its revenues from digital services within five
years.”” This combination of intent and outcome gave everyone in the
organization a clear set of guidelines to envision new ways of working.
It also ensured that the transformative vision focused not on technol-
ogy but on finding new ways to improve performance and customer
satisfaction through digital services.

Similarly, Hispanic media conglomerate PRISA painted a clear
picture of how a digitally transformed media company would operate
across its wide range of media properties, from newspaper to satellite
TV to educational publishing. Video of a soccer star recorded in Africa
could be immediately available to PRISA’s media properties in Spain,
Brazil, and other parts of the world. Or the company could coordi-
nate social media and digital marketing with traditional media adver-
tising in global campaigns across media outlets. PRISA’s CEO, Juan
Luis Cebrian, gave a clear target: 20 percent of the company’s revenues

would be digital within five years.?®

Evolving the Vision over Time

If you create a compelling vision and help employees believe in it, then

the broader organization can fill in the details. Aim to make your digital
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vision specific enough to give employees a clear direction, while giving
them the flexibility to innovate and build on it.

Asian Paints started in the early 2000s with a vision to move from a
regional company to an integrated one.?” This vision combined opera-
tional efficiency with new ways to serve customers.*® The vision pro-
vided a clear mandate for change while enabling people throughout the
company to refine the details over time.

Since then, Asian Paints executives have led three successive waves
of digital change—each building on top of the other. The first wave
focused on industrialization, the second on creating a customer-centric
organization, and the third on automation. It is moving to a fourth
wave, which will link structured and unstructured data—such as inter-
nal and external social media—to further improve customer engage-
ment and internal employee collaboration.® The company’s original
vision remains a key inspiration behind improvements in operations
and the customer experience, even as the company has extended its
vision through successive waves of capability.

Meanwhile, digital technologies are a moving target. They con-
tinually change as some technologies die, others improve, and new
ones are invented. Nobody can reliably predict the next new technology
blockbuster. And it’s impossible to make specific long-term predictions
of how companies and individuals will use technology. Your organi-
zation’s digital vision will evolve as technical advances and your new
capabilities create new opportunities.

The vision of using analytics to deliver personalized customer ser-
vice at Caesars started by providing better information in real time
to employees and evolved to self-service personalization through the
website. Then the vision evolved again to include a real-time con-
cierge on every customer’s mobile phone. At Progressive Insurance,
the vision of making smarter decisions based on available data about
customers evolved into new ways to gather data about actual driv-
ing behavior. That change in vision led to radically new products and
decision-making processes.
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HOW TO GET STARTED

An inspiring digital vision is the cornerstone of successful digital
transformation. Though many executives are waking up to digital
technology’s potential impact, few have created a compelling vision of
the digital future. Digital Masters have a transformative digital vision.
Other companies need to create one.

As you craft your digital vision, focus on your business, not the
technology. Technology can remove obstacles and extend your capa-
bilities, but it is not an end in itself. Focus on how you can enhance the
experience of your customers, streamline your operations, or transform
your business models.

Aim to be transformative, not incremental. Make your digital
vision specific enough to give employees a clear direction, while giving
them the flexibility to innovate upon it. Dream big, and then ask your
employees to help you make the dream a reality. This is no small task.
Crafting a vision for digital transformation is a journey. You need to
plant the seed at the top, and then engage people at all levels to make
the vision live and grow. In chapter 6, we’ll show how you can engage

your employees to make the vision a reality.

LEADING DIGITAL CHECKLIST:

DIGITAL VISION

v Familiarize yourself with new digital practices that can be an

opportunity or a threat to your industry and company.

v Identify bottlenecks or headaches—in your company and in your
customers—that resulted from the limits of old technologies, and

consider how you might resolve these problems digitally.

v Consider which of your strategic assets will remain valuable in

the digital era.
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v Craft a compelling and transformative digital vision.
v Ensure that the vision specifies both intent and outcome.

v Make your digital vision specific enough to give employees a

clear direction, while giving them the flexibility to build on it.

v Constantly be looking to extend your vision using the capabilities

you have created.



CHAPTER 6

ENGAGING THE
ORGANIZATION AT SCALE

If my mind can conceive it, and my heart

can believe it, | know | can achieve it.

—JESSE JACKSON

Ask any executive who has led an organization through a large transforma-
tion, and he or she will tell you that a company’s strategic vision is only as
good as the people behind it. This remains true for digital transformation.
As we showed with the example of Pages Jaunes in the previous chapter,
creating a compelling digital vision is only the beginning of the journey.

Unlike incremental change, which can be achieved by a few people
working on their own, transformation can only be achieved through
the engagement of many. It is a commitment first made by leaders,
then by a few champions, and finally by the critical mass needed to
make the radical change happen. But what does it mean to be engaged?
In our definition, when employees are energized to make the vision
a reality, they are engaged.

Business transformation involves making important, some-

times disruptive, changes in how organizations get things done. Core
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organizational processes are redesigned, new technology tools replace
old ones, new skills are developed, and new ways of working are intro-
duced. Winning people’s hearts and minds through that process isn’t
easy. As Sir Richard Branson once said, “Loyal employees in any com-
pany create loyal customers, who in turn create happy shareholders.
The process sounds easy, but it’s not, and it has defeated some of the
biggest organizations of the twentieth century.”! Employee engage-
ment matters. And it matters even more to succeed at transformation.

Fortunately, engaging employees in organizational change is not
uncharted territory. There is a wide body of research that explains how
you can use the power of engagement to successfully transform your
organization.” Some of this work puts people’s hopes and fears and
other feelings at the center of the engagement strategy.> Other work
focuses on individual and team renewal as a key step in the transfor-
mation, or on achieving a psychological alignment and developing a
capacity for collective learning.* But all work points to one thing:
engagement is foremost a task of leadership.

Digital technology brings another dimension: real-time employee
engagement on a global scale. Blogs, Twitter, and digital video are help-
ing leaders connect with their organizations in ways that mass e-mails
or town hall meetings cannot. Executive bloggers can share a frequent,
candid perspective on the state of the transformation, and digital videos
help put a personal face on executive communications. Additionally,
enterprise social platforms create a new breed of open, two-way orga-
nizational communication, where leaders and employees can discuss,
share, and collaborate in real time.” With digital technology, leaders
have new powers to engage their employees in making change happen.

CONVIVIALITY GOES DIGITAL
AT PERNOD RICARD

Pernod Ricard is a world leader in wines and spirits, with sales exceed-
ing $10 billion in 2012-2013.° It employs some nineteen thousand

people in globally decentralized operations organized within six
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brand companies and eighty market units. The company is home to
prestigious global brands such as Absolut Vodka, Chivas Regal Scotch
whisky, Jameson Irish whiskey, Perrier-Jouet Champagne, and Ricard
Pastis, the anise-flavored liqueur.

Created from the merger of Pernod and Ricard in 1975, the
company has grown its brand portfolio with three transformative
acquisitions—Seagram, Allied Domecq, and Absolut Vodka. Already
leading the premium segment, the company has the ambition to become
the global leader in wine and spirits. Pierre Pringuet, Pernod Ricard’s
CEO, explained: “We've now posted thirty-eight years of growth.
Leadership is our goal. We want to be the company that leads industry
growth. But we also want to be the one that changes the rules.”

For most companies, the combination of global complexity, a
highly decentralized operating model, and rapid growth through mul-
tiple large acquisitions, is not generally conducive to building globally
cohesive employee engagement. Yet employee engagement and culture
at Pernod Ricard goes well beyond the corporate rallying cry. In 2013,
an employee survey, carried out by an independent agency, showed
that 94 percent of Pernod Ricard’s employees are proud to work for
the group, and 87 percent would recommend their company—a full
10 points above industry average.®

But employee surveys are lagging indicators. Such employee
engagement and sense of belonging does not happen by chance. What
really drove such results? In the last few years, Pernod Ricard has
invested heavily in its people processes and in engaging the workforce
around its strategy and digital vision. Alexandre Ricard, deputy CEQO,
explained: “Our vision is to use digital as a game-changer for Pernod
Ricard. It will provide us with direct access to consumers. It will give us
more influence and unleash new dynamics in our relationships with our
trade partners. It will also allow the company to empower employees
so they can play a full part in this growth journey. And, a data-driven
approach will underpin all three pillars of this vision.”

To share this vision, the senior leaders used all available platforms—

intranet, management seminars, and the company’s own internal TV
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channel (PRTV). Digital transformation was part of the challenge, and

the solution.

Wiring Pernod Ricard to Face the Digital Tsunami

As a global group with very strong consumer brands and multiple dis-
tribution models, Pernod Ricard was facing the impact of digital tech-
nology from all angles. Customers were talking about the company’s
products on social media and expecting more direct and engaging con-
versations with the brands. Retailers, wholesalers, and bars were expe-
riencing their own digital transformations and facing new competition.
Finally, employees, particularly those of the younger generation, were
using more and more of their own digital tools in the workplace and
expected the company to be more digital in its ways of working.

Acknowledging that digital technologies were transformative for
the industry and the company, Pernod Ricard’s entrepreneurial cul-
ture responded. Several units started their own transformation journeys
with a wide range of consumer-driven initiatives, from digital advertis-
ing to social media to e-commerce. The units hired new digital talent
and experimented with new business concepts.

At the group level, however, the first major digital initiative was
focused internally: how to get the company to openly communicate
at scale. The company decided to implement a companywide enter-
prise social network. In a company whose culture is as decentralized
as Pernod Ricard’s, wiring the organization was a prerequisite to share
and scale successful initiatives across brands and markets. In addition,
the most advanced digital units were able to support the less advanced
ones, creating real “digital traction.” The platform objectives became
strongly rooted around entrepreneurship, innovation, and getting the
organization to work in different ways. With this, the company’s digi-
tal transformation started to accelerate. Alexandre Ricard explained:
“Leadership is built on example. It is also built on an organization’s
ability to adapt to tomorrow’s world. Digital has profoundly revolu-

tionized . . . the way we act, live and work.”"
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In light of the historic corporate motto, “Make a friend every day,”
the company introduced its enterprise social network with the tagline
“Share a new idea every day.” The platform engages nineteen thousand
employees in a continuous dialogue. The tool enables real-time data
sharing, visual communication, mobile collaboration, and instant mes-
saging on a global scale. From the initial decision through to test phase,
the network took less than six months to implement. But the tool wasn’t
the most important. What mattered was engaging employees to act as a
global team.

Key to success was vision, leadership, and business orientation.
CEO Pierre Pringuet explained: “In a group that is highly decentral-
ized, it is essential to promote the sharing of best practices, for instance
when implementing marketing or sales initiatives. We needed to create
new interactions where they did not previously exist. This networking
of collective intelligence has been instrumental to speed up the group’s
digital transformation at every level of our organization.”"!

Pernod Ricard realized that without a strong top-down and
bottom-up mobilization, change would not happen fast enough. The
company started by engaging executives at both the global and local
levels. After a period of training, more than 150 senior executives,
including the senior leaders, became actively engaged on the plat-
form. The project was reviewed regularly at the executive committee.
But bottom-up involvement was also needed. To be successful and
increase employee engagement, the enterprise network would need to
be anchored in real business needs—helping people in their day-to-day
work and making an impact on the company’s performance. Alexandre
Ricard emphasized: “You don’t do digital because it’s fashionable. You
do digital because it has a real impact on business performance.”’?

To increase business focus, several use cases were defined at the
outset—from innovation to brand marketing to business process
improvement. The network has also enhanced internal communications
and the deployment of new HR practices. Web conferences, or “coftee
breaks,” have increased participatory dialogues with employees to refine

and improve the introduction of new HR projects or ways of working.
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Employees have also found new and unexpected uses for the
collaboration platform. As a group of Pernod Ricard employees perused
an airport duty-free shop while waiting for a flight, they noticed some-
thing odd about the packaging on the store’s Absolut Vodka display.
They posted a picture of the display on the social network, tagged the
company’s compliance group, and asked if this was the standard pack-
aging for the region. Within hours, the compliance group was able to
confirm that the display was counterfeit. And within days, the display
was removed and corrective actions were taken.

But to scale employee adoption, Pernod Ricard went further.
Governance, communication, and training were deployed across
the firm. A digital curriculum was developed with “Pernod Ricard
University” to raise the company’s digital IQ. The company leveraged
its Millennial employees and identified early seeding-phase “champi-
ons” to evangelize other users. New roles, such as community man-
agers, and new processes, such as content moderation, were created.
Adoption was monitored through a scorecard with clear key perfor-
mance indicators (KPIs) that measured both reach (the share of users
who log in regularly) and engagement (the activity and contribution of
users to the platform).

By 2014, Pernod Ricard’s enterprise social network had connected
84 percent of its worldwide employees. A quarter of this population
was actively contributing, with some thirteen thousand connections
daily—well above industry benchmarks.

Alexandre Ricard explained: “Communities that are created on
the network are free from geographical, functional or hierarchical
boundaries. Immediacy and discussion are now at the heart of relations
between our employees, and have become essential in our relationship

with consumers.”?

Accelerating Digital Transformation Through Co-creation

For Pernod Ricard, the implementation of a group-level enterprise

social network created real value in itself by connecting employees
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and communities globally. But it was only a first foundational step to
implement the company’s digital vision.

“With the first phase of our digital transformation,” Pringuet said,
“we have connected the organization and transformed the way we com-
municate, work, and innovate. The second phase, the digital accelera-
tion roadmap, will help us to expand and accelerate this process. It will
make us go faster and further and become stronger in our quest for
market leadership. And its success is highly dependent on bringing our
people with us on this journey.”**

To tackle the digital challenges facing its brands and markets—
content, commerce, social media, consumer insights, and internal-
process digitization—the company needed new digital capabilities, new
ways of working, and other new behaviors. To achieve these desired
changes and foster buy-in, the senior leaders decided to engage the
employees in the co-creation of a digital acceleration roadmap.

The company mobilized a wide network of people called digital
champions, who were driving digital change in the company’s brands and
market units. The digital champions engaged their teams locally and lev-
eraged their local experience and customer knowledge. Pernod Ricard,
through that process, managed to prioritize the initiatives that would
have the biggest global impact on its brands and its business performance.

Today, the company is in full-speed implementation of its road-
map. Practices developed in corners of the world are being documented
and readied for large-scale rollouts to other units. Individual brand
units are developing and running strategic initiatives on behalf of the
whole company. Headquarters is also playing its part, identifying syn-
ergies and providing the shared capabilities required by the local busi-
ness units. This is engagement in action.

None of this could have happened without leadership. The digital
vision is being driven and sponsored at the highest level in the orga-
nization. Nevertheless, transforming day-to-day business practices
at scale remains a challenge. Digital-savvy top managers and digital
champions at every level must continue acting as digital change agents

to engage their nineteen thousand colleagues on this exciting journey.
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Pringuet explained: “We have started a ‘digital movement’ that affects
all aspects of our company and requires all of our people to be engaged
in the program. Digital transformation will continue to be one of our

key challenges in the coming years. We will only win together.”"

ALL HANDS TO THE PUMP

As the Pernod Ricard story shows, and as we described in chapter 5,
before you engage employees to make the vision a reality, you first need
a compelling vision—one that energizes employees to do more than
just show up at work in the morning. Leaders need to do their job of
leading—setting clear expectations for what needs to change. But it
doesn’t stop there. Digital champions within an organization can have
a great influence on showing employees what digital transformation
means to the business. By setting clear expectations and engaging digi-
tal champions in your efforts to communicate a transformative vision
for your company, you can reach a critical mass of believers that can
shift the organization to a higher level of performance.

Butas aleader, how do you practically engage the organization to take
an active part in the larger digital transformation journey? Our research
identified three critical managerial levers to engage the organization.

First, connect the organization—using digital technology to wire the
organization so that everyone gets a voice and can collaborate. Second,
actively encourage open conversations to facilitate strategic dialogue and
create the opportunity for everyone to play a role in advancing the vision.
Third, rather than design the solution and attempt to get buy-in after-
ward, crowdsource your own employees to co-create solutions. When done

well, the combination of these levers can accelerate digital transformation.

Connecting the Many

Digital Masters understand how new digital channels can drive
global employee engagement and transparent conversations to solve

business problems. Communication goes beyond blast e-mails.
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Wikis, micro-blogging tools, and enterprise social networks, also
referred to as Enterprise 2.0 tools, have received much attention
lately as key collaborative tools to wire up organizations.'® Enterprise
social platforms open strategic conversations to everyone in an orga-
nization. They foster cross-functional problem solving at global
scale. Through these social platforms, business discussions become
visible to everyone in the organization, driving greater transparency
and accountability for what needs to be done. They also give lead-
ers the opportunity to publicly recognize contributions and reward
engagement. You need to find ways to connect your organization to
make this global dialogue possible. Pernod Ricard decided to use an
enterprise social network as the glue for a highly decentralized busi-
ness model. Other companies have chosen different tools, like their
existing intranets. The tool is not important. What matters is the
open dialogue and the engaging of the organization to deliver the
digital vision.

Consider the case of a large US-based medical technology com-
pany. Facing a major strategic shift, the company convened three
hundred of its executives and top managers for a three-day work-
shop to develop its plan of action. Over the course of the session,
video teams captured the discussion and the decision making. They
also recorded short digital debriefs with executives at the end of each
session to explain how the meeting was progressing. These digital
clips were then streamed in near real time to the entire company.
According to one attendee, the streaming produced a great sense of
openness: “You're broadcasting, ‘Here’s what we’re working on, day
one’ back to their organization. So when [executives] walk out of
the meeting, people know that they were there and what they were
working on. And all of a sudden, the organization has an expec-
tation of follow-up.” Reflecting on the transparency created by the
new digital coverage of the event, the president said, “Last year,
we walked out of the meeting and told the organization what the
strategy was. This year, we’re walking out of the meeting, and they

already know.”’
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Engaging the Wider Conversation

To encourage open dialogue and increase adoption of new ways of
working, executives have to both lead by example and engage a suffi-
cient coalition of employees to get the change under way. Employees
who are encouraged to contribute to the digital transformation will
have a higher level of engagement and, in turn, will become better
employees.

One of the best ways to lead an organization into embracing new
technologies and new ways working is to act as a role model. Role mod-
els set expectations for the rest of the organization and give employees
an opportunity to interact directly with senior leadership. For exam-
ple, senior executives at Kraft record podcasts (dubbed Kraft casts) and
make them available to employees with iPhones and iPads. These mes-
sages help keep employees in the loop on the latest corporate strategies
and branding initiatives.'®

Executive presence on digital platforms also helps create a pull
effect for user adoption. Consider Coca-Cola. The iconic company
is one of the top twenty brands on the planet for engaging customers
through social media.!” Coke’s corporate website is now a digital maga-
zine.”® Customers can develop their own personalized blends of Coke
products through the company’s smart Freestyle vending machines.
From the outside, Coke appears to be a leader in using digital channels
to interact with its customers.

But Coca-Cola encountered challenges when it tried to use digi-
tal tools internally to improve collaboration among its employees.
The company introduced an enterprise social platform in an effort
to transform its self-described “secret formula” culture, but struggled
to sustain user engagement. In a 2012 interview, global innovation
director Anthony Newstead noted, “After an initial surge of activ-
ity, [user activity] slowly drifted back down.” Newstead and his team
investigated the cause and discovered that weekly posts from executive
leaders were enough to attract other employees and sustain an active
community. “With executive engagement, you don’t have to mandate

activity.”*
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But not all leaders feel comfortable going online and showing the
way. In addition, sometimes the strongest ambassadors for digital
transformation may not come from the company’s most senior ranks.
Employees on the front lines can be the most effective vehicles of
promoting change in an organization. Influential supporters can help
recruit others to your cause. Many Digital Masters proactively iden-
tify true believers within the organization and position the devotees to
share their knowledge and enthusiasm with colleagues.

In some companies, these digital champions assume formal organi-

zational roles. Nestlé, for example, introduced its Digital Acceleration
Team (DAT) in 2012. The team, based in Vevey, Switzerland, serves
a dual purpose as Nestlé’s “center of excellence” for digital know-how,
as well as an incubator for its digital champions. High performers from
Nestl¢’s many brands around the world join the team for an eight-
month assignment, where they work together to deliver targeted digital
projects such as developing mobile strategies for emerging markets or
developing recruiting strategies for digital talent. At the end of their
rotation, the team members return to their home countries and brands
to share their knowledge and skills. DAT alumni now form a global
network within Nestlé, and individuals know where to go to leverage
global practices in their home markets.?

Other organizations take a less formal—but no less effective—
approach. To overcome the digital divide between generations of
employees, several companies have established reverse-mentoring pro-
grams. [’Oréal, for example, launched its digital reverse-mentoring
program as part of a campaign to raise the digital 1Q_of its employees
and brands. The company paired 120 young, digital-savvy workers with
more-senior management committee members. Each partner brought
a different set of skills to the partnership. Younger workers shared their
knowledge of digital channels and shopper behaviors, while senior man-
agers shared insights from their years of experience in the company and
industry. Together, the teams worked to identify key trends and under-
stand the behaviors of new customers.” Individually, each partner walked

away engaged from the experience with new skills and new insights.
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Taking Advantage of the Crowd

Engaging the wider organization to chart the path to a company’s
digital future is healthy. The value of employees goes beyond their day-
to-day jobs. Digitally savvy companies use crowdsourcing techniques
to create solutions for their most strategic problems. Crowdsourcing
gives employees a voice to actively engage in debates and share their
views and ideas. With the rise of a more digitally aware working popu-
lation, companies that don’t learn how to engage with employees in a
collaborative way will lose out.

Pernod Ricard, as we've seen earlier, took this step of employee col-
laboration to co-design and prioritize its entire digital transformation
roadmap, to great effect. Other companies have crowdsourced employ-
ees to improve aspects of the customer experience, make operations more
efficient, or co-create new ways of working. Still others have used crowd-
sourcing to institute a continuous flow of innovation. The potential appli-
cations are endless, as are the benefits when crowdsourcing is done right.

Crowdsourcing your employees can sometimes solve very prag-
matic operational issues. French-based telecom provider Orange suf-
fered from a common operational problem for operators: cable theft.
The impact on operations was significant and costly, involving line
downtime, field-force interventions, and other problems. Through its
internal employee crowdsourcing platform, called idClic, Orange iden-
tified one employee who had developed a mobile app that enabled a
much faster resolution of this problem—fast alarms to the police, clear
process steps, and intervention management. The result was one mil-
lion euros in savings per year for Orange on this idea alone.**

Engaging your employees can also be fruitful for collaborative
innovation. Companies have traditionally been very specific about who
engages in innovation, assigning responsibility according to an employ-
ee’s skill or role. In a digital world, this sort of segregation is no longer
desirable.

EMC, for example, harnesses the collective power of its global

employee base to drive innovation in its products and operations.
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The $21 billion company is a leader in enterprise storage, security,
virtualization, and cloud technology. But staying on top of digital inno-
vation in the fast-moving high-tech industry is a strategic imperative.
The company began running regional innovation contests in 2007,
and their popularity quickly outpaced the small innovation team’s
ability to deal with the thousands of submissions received. The team
needed a more scalable process for evaluating ideas. And it needed a
way to ensure that good runner-up ideas didn’t fall through the cracks.
A year later, the company launched an online platform to help
manage the idea submission and review process.”® Contest partici-
pants could post ideas that were visible to the entire global community.
Community members around the world could then comment on each
idea, provide feedback, and vote for their favorites. Since participation
in the community wasn’t limited to just those who had submitted ideas,
anyone in EMC around the world had the opportunity to contribute.
The contest committee presents a People’s Choice award to the idea
that gets the highest popular vote each year. Senior EMC experts choose
the other awards, but the social input helps the judges see potentially great
ideas to consider and helps the innovators improve their idea submis-
sions. In 2010, nearly four thousand EMC employees submitted ideas,
commented, or voted in the company’s annual innovation contest.*
Today EMC organizes the global innovation process on a
calendar-year basis. But EMC’s innovation process required more
than a technology platform. Executive engagement was critical. The
corporate chief technology officer (CTO) created a small internal unit
to manage the contests, foster sharing across regions, and coach win-
ning innovators in making their ideas a reality. In addition, the heads
of major business units can sponsor tracks in the innovation contest.
But to do so, they must agree to choose the winner from a list of final-
ists and provide seed money for winning teams.
Global employee engagement was also critical. EMC announces
winners at an internal innovation conference. Each year, on a chosen

day, employees in sites around the world gather for a day of activities
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that include executive speeches, videos, and guest speakers in addition
to award announcements. Groups in Ireland, Israel, the United States,
and other locations build their own schedules for the day, while attend-
ing global sessions remotely. The success of the corporate innovation
contest has spawned local contests around the world. For example,
people in China conduct their own award programs and share the win-
ning concepts with the rest of the company. This engaging innovation
process has now become part of EMC’s ways of working.

The benefits are apparent, too. One winning idea was a consumer
product that enables individuals to create a virtualized copy of their
desktop that they can carry to any other PC. Another fostered a brand-
new architecture for cloud-based and “internet-of-everything” prod-
uct development. But the benefits extend beyond winning ideas. At a
recent innovation conference, several sponsors stated, “I am funding
the winner, but I'll be happy to champion the other finalists if you need
me.” And senior executives cite a palpable feeling that the process is
creating more innovation, collaboration, and employee engagement
across the company’s business units. Employees feel part of a more uni-
fied global organization.”

Some companies even go beyond just crowdsourcing their own
employees. They engage external partners and customers in an open
innovation process.?®

Procter & Gamble, for instance, has embraced an open innovation
philosophy with strong drive from senior leadership. The aim was to
bring a constant flow of outside innovations while internally developing
the gating processes to manage ideas from inception to launch. Former
CEO Bob McDonald explained: “People will innovate for financial
gains or for competitive advantage, but this can be self-limiting. There
needs to be an emotional component as well—a source of inspiration
that motivates people.”

To support this effort, P&G developed its Connect + Develop por-
tal several years ago. The portal’s aim was to invite everybody—custom-
ers, suppliers, competitors, scientists, entrepreneurs, and others—to
submit ideas. P&G not only publicizes what it knows and what it
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can do, but also highlights what it needs. In addition, the company
doesn’t restrict itself to product development; it’s looking for new ideas
in everything, from trademarks, packaging, and marketing models to
engineering, business services, and design. Bruce Brown, P&G’s CTO,
said: “Connect + Develop has helped deliver some of P&G’s leading
innovations, and is critical in helping us deliver on our renewed growth
strategy moving forward.”°

In 2010, P&G extended its program to become the partner of
choice for innovative collaboration and to triple the contribution of
Connect + Drive to the company’s innovation development. P&G has
expanded the program to forge additional connections with govern-
ment labs, universities, small and medium-sized entrepreneurs, consor-

tia, and venture capital firms.*

Accepting the Sometimes-Rough Waters of Engagement

So are we facing a new engagement holy grail, thanks to digital tech-
nology? For all its merits, new technology also has its implementation
challenges. Familiarity with digital technology varies widely across
employees. Even digital-savvy employees don’t always adopt new tools
naturally. New ways of working can become a threat to the conven-
tional way of doing things, for instance, taking responsibility away
from middle management. Often, new digital practices create a more
open, collaborative, and transparent work environment. But not every-
one will be comfortable, especially those who owe their success in the
company to the old way of doing things. One executive said, “We have
a very tenured organization and an organization that has a whole lot of
experience of doing things the way they have always been done. Trying
to motivate people around changing that is a real challenge.”?

Many companies face some version of these challenges when the
conversation around digital transformation, itself, goes digital. We've
seen many companies overcome these challenges effectively.

A gap is growing between workers who are familiar with digital

tools and those who are not. A digital divide is opening up. Millennial
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employees are avid users of technology in their personal lives and are
underwhelmed by the enterprise tools available to them at work. One
executive commented, “These people coming into the company, mid-
twenties, late twenties, even early thirties, they do everything electroni-
cally. They say ‘Come on, I know the company is over a hundred years
old, but our IT capabilities don’t have to match the age of the com-
pany!” Meanwhile, their more tenured counterparts still face a steep
learning curve to adopt digital ways of working. This gap is leaving
executives with the dilemma of alienating either group in the communi-
cation channels they choose. It needs to be actively managed. Business
leaders need to work hard to use the best communication tools they
have and encourage both groups to break their habits. For example,
younger workers can be encouraged to pick up the telephone—or even
walk to a colleague’s office—when a serious misunderstanding is a dis-
tinct possibility. Similarly, older workers can be taught the benefits of
participating in company blogs or other social media to get themselves
out of a creative rut.

Digital tools can increase transparency in an organization.
Generally, this is a good thing, but it can also increase resistance to
change. Some managers may perceive increased transparency as an
affront to their autonomy or a threat to their role in the company. Other
managers engage in the conversation proactively. Some will eschew the
conversation entirely, and others will openly challenge the use of digital
platforms. Because managers are often on the front lines of introducing
change into an organization, their level of engagement should be a seri-
ous concern for executives.

When a global company we studied implemented a new reporting
platform as part of its transformation, many managers balked. Before
the new platform, sales managers produced reports that were based on
the managers’ own internal systems. They controlled the numbers that
were reported and the level of detail provided. The new system collected
revenue and profitability data centrally and produced reports in a stan-
dard format. According to one executive, “That kind of transparency—

they’re not used to it, so there was an initial pushback.”
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Executives at the company made it clear that the new platform was
reinforcing the idea of operating as a single company and that sales
managers retained decision-making authority for their respective units.
The leaders also made a conscious effort to frame benefits in terms that
mattered to the managers. They showed the sales managers how the
new information in the reports could help the managers sell more,
minimize inventory holdings, and eliminate the hours spent building
spreadsheets each month. Looking back, executives credit the new
reporting platform with creating significant cultural change. “It’s no
longer a blame game,” said one executive. “We live and we die together.
The only way we’re going to survive is if we're transparent and open to

communication with each other.”

ENGAGING TO MAKE YOUR DIGITAL
VISION A REALITY

Digital Masters create a compelling vision of the future. They know
where they want to go and what success will look like once they get
there. But they also understand that digital transformation requires the
concerted effort of the whole organization to turn that vision into real-
ity. New processes, new business models, and new ways of working will
affect people throughout the organization. Many leaders in these com-
panies walk the talk. They embrace new digital channels not just to set
a good example, but because these tools make these executives more
effective leaders of change. Employees also use technology to stay more
connected to each other. They make active contributions to the conver-
sation around digital transformation and collaborate with their peers to
solve its challenges.

Whatever leadership role you play in digital transformation, engag-
ing your employees should be high on your agenda. Experiment with
new ways of communicating, collaborating, and connecting with your
colleagues, and engage them in a two-way conversation. Lead by
example to champion new digital ways of working, and recruit other

true believers to join you. Engage the critical mass of employees that
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is needed to move your organization to a new level. And focus on the
conversations that are critical to solve business problems, not the tools
themselves.

Some will remain skeptical about new technology and its role in
the organization. But engaging the organization is not optional if you
want to succeed with your digital transformation—it is necessary.
Conversely, when used effectively, digital technology can help you

engage employees at scale.

LEADING DIGITAL CHECKLIST: ENGAGING

THE ORGANIZATION AT SCALE

v Lead the engagement effort to energize your employees to

make the digital vision a reality.
v Use digital technology to engage employees at scale.
v Connect the organization to give a voice to your employees.

v Open up the conversations to give everyone a role in digital

transformation.

v Crowdsource your employees to co-create solutions, and

accelerate buy-in.

v Deal with the digital divide by raising the digital 1Q of the

company.

v Deal with resistance by being transparent and open about the

goals.



CHAPTER 7

GOVERNING THE
TRANSFORMATION

My fault, my failure, is not in the passions | have,

but in my lack of control of them.

—JACK KEROUAC

Even with a strong, engaging vision, it is extremely difficult to channel
your organization’s efforts in a single direction. Large, complex com-
panies are full of entropy, constantly moving in the direction of less
order rather than more. Once engaged in a compelling vision, manag-
ers throughout the company may move in their own directions to make
the vision a reality. Other managers, not having bought into the vision,
may try to ignore it. Some units may move too slowly, while others
may introduce risk by moving before they have truly thought through
regulatory, security, and organizational risks. Other units may waste
resources on duplicative, uncoordinated, or incompatible efforts.
That's where digital governance comes in. Digital governance
helps to steer the company’s digital activities in the right direction. It
turns the diverse energy of employees throughout the organization into

a coherent engine that drives digital transformation forward.
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DIGITAL GOVERNANCE AT P&G

Procter & Gamble (P&G) is a global consumer goods leader. Head-
quartered in Cincinnati, Ohio, it has operations in about seventy coun-
tries and more than 120,000 employees. In 2013, the company had
sales of more than $84 billion. P&G’s ex-CEO Bob McDonald recog-
nized the transformative potential of digital technologies for traditional
industries. He set a clear goal: “We want Procter & Gamble to be the
most digitally-enabled company in the world.”* Achieving such a goal
required a focus on digital throughout the company, which McDonald
described in this way: “[We want] to digitize the work of the com-
pany from the creation of molecules all the way to running our factories
off of the point of sale data of our retail partners.”” P&G subsequently
embarked on a multiyear digital transformation program to make that
happen.

McDonald’s vision was enough to set the transformation in motion,
but more was needed to make the transformation successful. P&G
needed very strong digital governance to turn the vision into reality across
the company’s many brands and regions. With the right governance
mechanisms in place, P&G could allocate digital funding wisely, promote
sharing across business units, provide centralized tools and skills to help
business units innovate, and start to build a digital culture across P&G.

Foundations of Digital Governance

Fortunately, in building digital governance, P&G did not need to start
from scratch. Although the idea of centralized governance can run coun-
ter to the culture of large diversified companies, P&G already had useful
elements in place. In particular, Global Business Solutions (GBS), the
company’s shared services unit, is one of the four pillars of P&G’s cor-
porate structure. Originally an evolution of the company’s I'T unit, GBS
today provides more than 170 shared services and solutions from six
hubs to over three hundred P&G brands globally. In its thirteen years

of operation, it has reduced the cost of shared services by 33 percent and
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halved the time to market for new products.’ The unit is led by Filippo
Passerini, group president of GBS, who also serves as P&G’s CIO.

Establishing Digital Leadership

Passerini’s dual role gives him a unique perspective on technology and
its impact on business: “For us, technology is never the starting point.
Technology is the enabling tool. The real driver for business transfor-
mation is a change in work processes, business processes or culture—in
the way employees work and operate, rather than the technology per se.
We prefer to be technology agnostic.” He proved himself as a leader
of GBS not only by improving the unit’s performance and increasing
its scope of responsibilities, but also by elevating its strategic role in
the organization. According to Passerini, “The mantra in our organiza-
tion is that we wake up every morning with the idea that, today, we are
working to become distinctive—and not become a commodity. If we
become a commodity, then it would be all about cost.”™ To do this, he
explained, “We think you need to start with the end in mind of what
is the business value, and then work backwards into all the steps that
unequivocally lead to that business value creation.”

When McDonald announced his new digital vision, Passerini was
a natural choice as its leader. According to McDonald, “IT is the key
enabling function in delivering our digitization strategy.”” As head of
IT and GBS, Passerini could mobilize the capabilities and relation-
ships of GBS to meet the digital challenge. He became the company’s
de facto chief digital officer (CDO). As McDonald explained, “He
is a group president of a business, not just a functional leader, a key
member of our P&G leadership, and the one I hold accountable for the
delivery of this all-important [digitization] strategy.”

Building a Digital Services Unit

GBS is responsible for leading the effort to digitize the company, pro-
viding governance, technology, processes, and tools to make P&G’s
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digital vision a reality. The aim is to help the company become simpler,
flatter, faster, and more agile.’

Going digital for Passerini meant building an environment based
on real-time operations. Digital governance was organized around
three key principles: standardize systems, process, and information;
automate to eliminate non-value-added interactions; and accelerate
decision making via real-time information.'’ P&G started the jour-
ney by identifying the core processes that the company was running
on—some one hundred processes. In conjunction with business
units, the digital team’s role is to identify transformational improve-
ments and find combinations of process and technology to make
them happen."

In P&G’s digital governance model, the centralized team provides
end-to-end services to support the business needs of the operating units
and brands. GBS focused its digital services on four main areas: con-
sumer engagement, value chain innovation, business intelligence, and
organization development.’? “We manage it like we would the launch
of a new brand, a new product,” Passerini says. He tapped into the
tamous brand culture of P&G to structure the roles of the people in the
central unit—naming individual roles as “service managers.” The title
came with clear responsibilities: set internal prices, monitor quality,
and develop innovations. To create digital champions, Passerini also
embedded I'T people in various business units and made them account-
able for delivering business results, from saving money to speeding

products to market.

Governing Technology Innovation

P&G has built a multilayered approach to stay abreast of the fast-
changing digital technology market. New digital technologies can fuel
innovation and improve company performance, but only if applied
in the right places and with the right amount of investment. Every
few years P&G looks at megatrends across the world. These mega-
trends are then distilled to identify those that impact P&G’s business.
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For those trends that will have an impact, the organization defines clear
strategies to address them. Only then does the organization choose
technologies to enable those strategies.' Such an approach closely ties
with Passerini’s management culture. According to Passerini, “I see
myself as a business person who happens to have an interest in—and an
understanding of—technology.”

For instance, consider how the company addressed a trend toward
accelerating innovation cycles in several sectors. With virtual reality
technology, P&G was not only able to prototype products but also to
show how they would look on a store shelf, increasing the quality of
consumer feedback. Retailers also offered early support for this type
of digital modeling. The digital team provided not only virtual real-
ity technology, but also any end-to-end services required to deliver an
experiment. It even built a library containing images of products from
both P&G and its competitors. Passerini says, “That is creating a lot of
business value because we get much better quality feedback, and can go

to market faster.”?®

Building a Digital Governance Culture

In addition to building the leadership and organizational structures for
digital governance, GBS leaders realized they also needed to evolve the
work culture across P&G. Transparency of data was a key aspect of
competing in the digital age. P&G’s high-tech physical environment,
dubbed “business sphere,” allows leaders to harness massive amounts of
data to make real-time business decisions. The environment constantly
displays data on how P&G is doing around the world. However, as
Passerini admits, the data is not perfect. He says, “We intentionally
put the cart before the horse, because it is a way to force change.””
A key aspect of competing in the digital age is the ability of leaders to
be comfortable with a certain level of ambiguity when it comes to digi-
tal initiatives.

That approach has been one of the hallmarks of how P&G gov-

erns its digital initiatives. For instance, Passerini took a risk when he
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introduced digital cockpits—a range of easy-to-read charts that contain
the information that is most relevant to each P&G employee. The
idea was that there would be one shared version of the facts, so peo-
ple would stop debating what’s happening and focus on solving prob-
lems. The initial versions failed and had to be re-architected over an
eighteen-month period. However, by January 2012, P&G had 58,000
such cockpits operational with more than 80,000 planned by the end of
2013.8 Such risk-taking was encouraged as an active means of driving
change. Passerini explains, “We take a lot of risk. When there’s a new
idea, rather than talk about it philosophically, we do a pilot for free
with one of the business operating units.”"

Today, P&G is known as a leader in using digital technology to
transform its businesses. McDonald backed his vision of making P&G
the most digitally enabled company in the world by providing funding
to make it happen. But with energy and funding around the vision,
the company needed discipline and capabilities to make it a reality. In
establishing digital governance, Passerini and the GBS team adapted
successful practices where possible and built new capabilities where
needed. Through its governance processes and its resources, GBS is
now an integral part of digitally transforming P&G, from product

development to manufacturing to marketing.

WHY DIGITAL GOVERNANCE IS NEEDED

The word governance derives from the Greek verb kybernan, which
means “to steer.”” Most companies have strong governance over
finance and human resources. But companies vary in the extent to
which they govern other aspects of their business, such as brand gov-
ernance to ensure consistent and appropriate brand usage, IT
governance to apply technology resources effectively, and ven-
dor governance to ensure that purchasing is efficient and compliant
with regulation.

New demands for digital capabilities, and new risks from digital

activities, have made digital governance essential in all companies.
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For example, social media reduces a firm’s control over its global
brand. A negative customer post on Facebook, Twitter, or YouTube
can receive global attention immediately. Even as companies find new
ways to work with customers through mobile and social channels, the
companies are also paying close attention to their online reputations.
But beyond social media, digital technology makes a firm’s customer-
focused activities more apparent to all, wherever they happen. That’s
why Burberry CEO Angela Ahrendts appointed a brand czar to syner-
gize the use of the iconic company’s brand around the world.*!

New technologies can also have unwanted confidentiality and
regulatory consequences. Lost phones and tablets can enable hackers
to invade a network. Employees may post company secrets online or
release information on mergers or company financials in inappropriate
ways. Personal information about credit cards or patient health can find
its way online. Customers may see employees’ personal posts as corpo-
rate advice on investments or health. Any of these breaches can leave
firms liable to reputational damage and millions of dollars in penalties
or regulatory sanctions. As one executive told us, “The last thing we
want to do is put the reputation that we’ve built for a hundred and fifty

years on the line because of a security incident.”

Digital Masters Govern Better

Our research shows that Digital Masters govern digital activities better
than other companies do. Our 2012 survey measured governance capa-
bility as a composite of questions related to clear roles, strategic align-
ment of initiatives, cross-unit investment coordination, use of KPlIs,
and presence of a high-level transformation roadmap. According to
this measure, Digital Masters govern 51 percent better than nonmas-
ters.”? The masters are far better at making decisions about what initia-
tives to pursue and at steering those initiatives to success.

Our qualitative and quantitative analysis shows that digital gover-
nance is one of the most important levers that senior executives can

apply in driving digital transformation. Governance acts as a set of
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guiderails to keep everybody moving in the right direction. It provides
both carrots and sticks to foster innovation and prevent inappropriate
investment. It helps to manage the risks of transformation and to drive

transformation forward efficiently.

Digital Governance as Opportunity

Digital Masters understand that governance not only prevents prob-
lems but also enables new digital capabilities. Mobile apps, collabo-
ration networks, connected products, and social media create new
opportunities, from marketing to manufacturing to customer service.
Business cycles are getting faster and faster because of demands from
both customers and employees.” Governance can help to implement
new solutions faster than ever before, while also managing the chal-
lenges of security, regulatory compliance, and legacy system integra-
tion. It helps companies gain a more integrated view of customers
and operations, collaborate more effectively, and make policy work
better.

For example, as customers demand a more integrated experience
and analytics demands more-integrated data, many companies struggle
to unify their disparate data sources. “Data integration is the biggest
challenge in setting up our digital services,” explained an executive,
echoing statements by many others. Digital Masters use governance to
shape a unified platform for their digital initiatives, from new customer
experiences to automated factories to advanced analytics.

In addition, as companies become more global, they are finding the
need to collaborate more effectively across geographic locations, business
units, and specialties. When employees find their own ways to col-
laborate outside the company’s official sanctioned approaches, poten-
tial security, regulatory, and integration challenges can result. Many
companies have used governance to establish official collaboration
platforms for video conferencing, instant messaging, and knowledge

sharing. Companies also use governance to create and enforce polic
g p & Vs
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stating which types of collaboration are (and are not) appropriate, and

creating monitoring tools to detect policy violations.

Making Digital Governance Work

When designing governance for your digital activities, focus on how
you will achieve two key goals:

* Coordination: Prioritizing, synchronizing, and aligning

initiatives across the enterprise

* Sharing: Using common capabilities and resources (including

people, technology, and data) across the enterprise

In many big companies, coordination and sharing tend to be unnatural
acts. To a manager in a business unit or region, coordination means
endless meetings and unwanted restrictions. Building on shared
resources can make you dependent on the goodwill and delivery capa-
bility of people you do not control. It's no wonder that organizational
antibodies rise up to defeat new corporate-level governance activities
whenever possible.

Yet, the biggest benefits of digital transformation come exactly
from engaging in unnatural cross-silo acts of coordination and shar-
ing. According to a senior executive in an international banking group,
“Digital impacts firms globally, across traditional silos. It requires more
coordination when [we are] making decisions and conducting actions,
compared to the way we do business usually. Questions are not local
but global, and so the choices we make engage the company as a whole,
in all countries and business units.”

This is why executives at Nike created a strong digital unit to work
across the firm’s major business units. It's why Nestlé built its digital
acceleration team. And it’s why you need some mechanisms to ensure
the same benefits. Governance makes up for issues that arise from the
way your company is structured. It encourages employees to follow

certain practices that they wouldn’t do if left to their own devices.
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KEY MECHANISMS FOR
DIGITAL GOVERNANCE

In building your digital governance, think about how you will use three
major governance mechanisms: committees, leadership roles, and
shared digital units. Each mechanism has strengths and weaknesses in
terms of delivering sharing and coordination. And each may be more
or less appropriate to your company’s culture. One of your jobs as an
executive is to choose mechanisms that give the right levels of coordi-
nation and sharing for specific resources, while managing any cultural

conflicts that the new mechanisms create.

Governance Committees

If your company has been paying attention to the rapid pace of technol-
ogy change, you have probably already established executive-level com-
mittees to govern some digital activities. Committees are a relatively
easy way to get started on coordination. Unfortunately, they rarely pro-
vide enough governance—especially in companies where not all units
are on board with the digital vision.

Steering committees are most common. These groups, consisting
of some of the most senior executives in the company, make decisions
such as ratifying policies, prioritizing competing interests, and kill-
ing low-value projects. Through their power to set policy and allocate
resources, steering committees can help the enterprise to act in a uni-
fied way. Volvo, for example, has a strong committee to steer the launch
of its connected-cars concept. The committee helps to align activities
across engineering and manufacturing units and to set policy to address
dealers’ concerns that the corporation is starting to talk directly with
customers.*

Steering committees can also make the case for investments that
business units might not undertake on their own. An example is a man-
ufacturing company’s investment in a global customer platform: “This

investment was primarily based on what I would call an ‘art business
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case,’ rather than the ‘science business case,” and this was the right
thing to do,” explained a senior executive. “We did it big enough to be
successful, but small enough to not be stupid.”

Some companies also create innovation committees to govern emerg-
ing technology. The committees don’t do the work of innovation; they
play a policy and oversight role. Innovation committees identify chal-
lenges that can be resolved through innovation, fund experiments and
pilots, and consider how to adopt useful innovations.

Northwestern Mutual established an innovation committee to stay
ahead of and respond to constantly changing demands from the firm’s
independent financial representatives. As representatives started to use
tablets and social media, the committee investigated how to use this
technology in a way that was efficient, secure, and aligned with regula-
tory requirements. The goal of the committee is not to prevent unwanted
action, but rather to help the company innovate safely with new tech-
nologies and processes. According to an executive, “We cannot be slow
to think about these technologies because our field force adopts them
quickly. We have regulatory concerns that we have to deal with, and we
have training and education challenges. We need people with different
perspectives talking together about these emerging technologies.”

The innovation committee helps to choose technology standards
and set policy before investing in capabilities that will be shared across
the company. An executive explained: “We are bringing together all the
people who can say, ‘Wow, we could do this. It’s not a problem.” That’s
our IT architects. And then we've got everybody else saying, ‘Well, if
we do this, how do we protect confidentiality? How do we retain data?
How do we train? What's it going to take to make this usable before we
officially condone its use in the field?” So, it brings all of the right levels

of perspective to the table.”

Digital Leadership Roles

Committees can make decisions, but they cannot drive change. Leaders

do that. New leadership roles include chief digital officers (CDOs),
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who lead digital transformation at the enterprise or business level, and

less senior liaison roles.

Chief Digital Officers

In March 2012, Starbucks appointed Adam Brotman as its first CDO,
reporting directly to the CEO. According to Brotman, digital “has
been an essential part of how we build our brand and connect with our
customers . . . [T]here’s been such a seismic shift [in our interactions
with customers] that we needed to pull it all together and make it a
priority.”

The CDO’s job is to turn a digital cacophony into a symphony. He
or she creates a unifying digital vision, energizes the company around
digital possibilities, coordinates digital activities, helps to rethink prod-
ucts and processes for the digital age, and sometimes provides critical
tools or resources. Such a leader may do this alone or with help from
committees or digital units.

Some CDOs have responsibility only to establish a vision and
coordinate digital activities. These tasks are relatively workable in most
companies, since they offer little threat to autonomous managers. We
often see more-junior people in this type of CDO role. They make
suggestions and create energy, but often must rely on others to drive
real change.

However, many CDOs are also charged with creating synergies
and driving transformation. These tasks can be much more difficult
in companies that have a history of decentralization and autonomy.
When this type of CDO role is created, organizational antibodies rise
up to attack it. Local unit chiefs may reject what they see as unneces-
sary interference from a role they consider illegitimate. That’s why a
strong CDO role requires a respected leader. And it requires strong
communication from the top of the firm that the CDO role—and its
authority—is real.

At Starbucks, Brotman has responsibility for web and mobile com-
munications, including social media; Starbucks cards and loyalty pro-
grams; in-store Wi-Fi and the Starbucks Digital Network; and the
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company’s in-store digital and entertainment teams. He earned respect
from his prior positions in the company, and he has the CEO as his
chief supporter.

At Volvo, the firm hired a seasoned senior executive to take respon-
sibility for its connected-cars concept. With the support of a strong
senior executive steering committee, he drives coordination and shar-
ing across silos such as product design, manufacturing, marketing, and
after-sales service.

You may or may not want to appoint a new C-level executive to
manage digital transformation. But the responsibilities of the CDO
will be required. You may appoint a temporary CDO to get your house
in order, or you may develop other ways to get the job done. Whatever
approach you choose, you need to create appropriate levels of digital
technology synergy, brand integration, investment coordination, skill

development, vendor management, and innovation over the long term.

Digital Liaisons

Official liaison roles, such as the digital champions we mentioned in
the previous chapter, can steer digital transformation at a local level.
Members of Nestlé’s digital acceleration team play an informal gover-
nance role by being part of the conversation in their units and sharing
practices across units.”® But large companies often require a stronger
liaison role—one that acts as a mini-CDO for each business unit.
When the CEO of PRISA decided to establish digital governance,
he hired a group-level CDO. This CDO built the company’s shared
digital unit, led the development and rollout of a global content man-
agement system, and set direction for most digitally related questions.
In PRISA’s highly decentralized corporate culture, the group CDO
had limited authority to drive change in each of the company’s media
properties around the world. Instead, the CEO mandated that each
property appoint its own CDO. These local CDOs, who were typically
very senior managers from the unit, had the mandate to lead digital

transformation in their divisions while coordinating with the group

CDO and each other.”®
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Shared Digital Units

Committees can decide, and leaders can drive change. But imple-
menting change sometimes requires a centralized set of expertise and
resources. Digital units, like those developed by P&G, Nike, and
PRISA, are a very effective way to govern and drive digital transforma-
tion. Digital units vary in size and role, but all have a common goal to
drive synergy across the firm. Some digital units help business units
conduct digital initiatives, while others conduct all digital initiatives for
the business units. All have resources such as skills, infrastructure, and
financing that can be shared across the firm.

Digital units can do what committees and leaders can’t do on
their own. They can create shared infrastructure such as unified cus-
tomer databases, an enterprise wireless platform, advanced analytics
teams, and innovation labs. A senior executive in a global insurance
group explained: “It would not make sense for the different entities of
the group to develop all the digital stuff themselves. It costs time and
money and requires coordination. And by doing it themselves, they
would not benefit from the experience gained across the company.”

Building some digital infrastructure and skills centrally creates an
incentive for local units to go along with the new standard. The deci-
sion moves from “How much would it cost us to do this on our own?”
to “How can we get the most out of the central platform?” “How can
we leverage these capabilities as much as possible?” At PRISA, for
example, the digital unit was essential in creating a global content-
management system. The leaders of each media outlet did not have
incentives to invest in the system, but the enterprise-level effort created
a system that all outlets can use. Through the new system, journalists in
each media outlet can store, track, and share media such as text, audio
interviews, and video clips with other PRISA outlets around the world.

Some digital units provide specialized digital expertise to the rest of
the company. When we interviewed 150 executives about digital trans-
formation, the most important barrier they identified was missing skills.

Among the companies we studied, 77 percent cited skill challenges in
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areas such as mobility, analytics, and social media.*® The companies
are actively recruiting experts in these areas, with varying degrees of
success. Hosting these skills in the digital unit allows the company to
recruit the right experts and use them across the firm. Many units also
build skills through training and knowledge sharing, as we discuss in
chapter 12.

Digital units can exercise power and influence beyond what more-
lightweight committees and leadership roles can do. But don’t go into
them lightly. Digital units require significant investment in resources
and management attention. For example, Nike’s digital unit plays a
role in digital activities across the firm. It cooperates in marketing and
other initiatives and provides key skills. It contains a set of innovation
groups to clarify the future vision, identify new technological opportu-
nities, and build new capabilities. It also serves as the home for digital
products. Doing all of this in a company as fast-moving and entrepre-
neurial as Nike required a strong mandate from the top, hiring sea-
soned leaders to run different functions, and many millions of dollars

per year. But its impact has made the investment worthwhile.

FINDING THE BEST GOVERNANCE
MECHANISMS FOR YOUR ORGANIZATION

To design governance for your organization, start with the behaviors
you want to encourage. What do you need to coordinate? What sharing
do you want to encourage? Consider how well your organization will
do these on its own, or how you might foster any “unnatural acts” you
need.

Highly decentralized organizations may need strong central gover-
nance to ensure sharing and coordination, but may be able to use less
stringent governance to oversee local innovation. Highly bureaucratic
or centralized organizations may find coordination and sharing to be
more natural, but may need some extra help to innovate or to transform

their processes.
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Each governance mechanism has its strengths and weaknesses
(table 7.1). Additionally, some mechanisms may fit naturally with your
organization’s culture, while others will require strong top-down effort
to implement.

Shared digital units can create strong synergies around infrastruc-
ture, tools, standards, and capabilities. When digital units work, they
accelerate innovation and drive efficiency. They can pool together
tunding, digital tools, and people with specific skills to develop digital
services for all units in the company. Some coordination also comes

naturally as the units develop technology standards and implement

TABLE 7.1

Digital governance mechanisms have their strengths and weaknesses

Role in coordination and
sharing

Typical benefits and
challenges

Shared digital units

Sharing is the main objec-
tive, by pooling specialized
resources and providing
infrastructure.

Standards and policies cre-
ated by the unit provide some
coordination and sharing.
However, stronger coor-
dination of digital initia-
tives requires additional
mechanisms.

Benefits: new digital skills,
shared digital services, econ-
omies of scale.

Challenges: structure and
positioning in the organiza-
tion, coordination difficulties
with local unit leaders, defini-
tion of the service catalog.

Governance committees

Coordination is the primary
goal.

However, some decisions and
policies may mandate sharing
of specific resources and
capabilities.

Benefits: digital standards
and policies, resource optimi-
zation, adoption of new digital
trends.

Challenges: additional mech-
anisms often required to lead
transformation or to enforce
standards and policies.

Digital leadership roles

These roles drive sharing by
encouraging the use of key
digital resources. They also
assist coordination across
different initiatives and orga-
nizational units.

Benefits: shared digital vision,
culture change, stronger
policy compliance.
Challenges: responsibility
and authority, relationship
between corporate and local
units, coordination between
levels.

Source: Adapted from Maél Tannou and George Westerman, “Governance: A Central Component
of Successful Digital Transformation,” Capgemini Consulting and MIT Center for Digital Business,

August 2012.
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policies governing use of their services. However, challenges exist in
defining the right structure and positioning in the organization. Even
if positioned correctly, the unit can adopt an inward focus, losing touch
with the needs of different business units. In addition, there can be
funding and coordination difficulties, especially if executives in some
part of the organization see the unit as a threat to their autonomy.

Governance committees aim for coordination: making investment
decisions, prioritizing resources, and establishing policies and stan-
dards. The goal is to synchronize activities across the firm without add-
ing a lot of bureaucracy. When they work, these committees can keep
everyone moving in the same direction. However, they tend to be lim-
ited to decision making, not doing. Lacking a staff, they have a limited
ability to manage activities closely, or to create new things. Additional
mechanisms are often required to lead transformation or to enforce
standards and policies.

Digital leadership roles can drive sharing by helping local units
know when (and how) to adopt firm-level solutions or use centralized
resources. These roles also coordinate across different initiatives and
organizational units. When they work, the roles can ensure that the
digital vision is shared across the enterprise. They can foster culture
change, improve policy enforcement, and ease the transition to new
ways of working. However, these roles have challenges too. If senior
executives do not take the roles seriously, they may staff them with
people who do not have the seniority or influence to be successful.
Another challenge is inherent in the role itself. Liaisons need to bal-
ance the interests of both the enterprise and the business unit. This can
be very difficult to do consistently and without bias, especially if you

physically sit in one area or the other.

TAKE STEPS NOW TO BUILD
DIGITAL GOVERNANCE

Digital governance should not be left to chance. Ineftective governance

creates waste and missed opportunities, making digital transformation
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riskier and costlier than it needs to be. Governance requires conscious
design and engagement by the company’s most senior executives. The
right governance model provides appropriate levels of coordination and
sharing for digital initiatives, in line with the company’s structure, cul-
ture, and strategic priorities. No single governance model is optimal for
all companies, but lack of governance is never optimal.

Your digital governance model will use combinations of the three
mechanisms for different activities and at different levels of the organiza-
tion. Executives at Nike chose to build governance around a new digital
unit, along with a steering committee and new roles. Asian Paints used a
steering committee, but considered the IT unit its digital unit, with the
CIO playing the role of CDO. Nestlé built a digital acceleration team
and digital champion roles, but not a steering committee. Northwestern
Mutual built committees but not a digital unit or new roles.

Whatever you choose, remember one thing: governance models
should not be static. You will need to adjust your governance arrange-
ments as your digital capabilities grow and your competitive situation
changes. You can understand when it is time to revisit your governance
models by paying attention to the behaviors governance is intended to
enhance and by adjusting governance to encourage new behaviors. You
may find you need to create more centralized control over your digital
activities or may need to build additional capabilities in your digital
unit. Or, as coordination and sharing become part of the culture, you

may devolve much of your governance to business units.

LEADING DIGITAL CHECKLIST:

DIGITAL GOVERNANCE

v Lookinternally (e.g., IT, finance, HR, and capital budgeting) for

effective governance practices.

v Consider which digital decisions must be governed at the high-
est levels of the company, and which can be delegated to lower

levels.
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Place somebody in charge of leading digital transformation,

whether that is a chief digital officer or another leader.

Identify governance mechanisms, such as committees and

liaisons, to assist in governance.

Examine whether you need a shared digital unit, including the

resources it would have and the roles it would play.

Adjust your governance models as your company’s governance

needs change.






CHAPTER 8

BUILDING TECHNOLOGY
LEADERSHIP
CAPABILITIES

We are stronger when we listen,

and smarter when we share.

—RANIA AL-ABDULLAH

If, before you had read this book, we asked you to think about what
makes leadership work, you would probably have thought of vision,
governance, and engagement (among other things). These three tools
are essential to guide any kind of major transformation.! But another
essential element of digital leadership capabilities is not necessarily
something you might think of as leadership. It’s the strong relationship
that Digital Masters encourage between their I'T and business lead-
ers, and the way these companies use that relationship to drive change
in their internal platforms and digital skills. These are what we call
technology leadership capabilities, and they are essential for driving
transformation that is based on digital technology.
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TECHNOLOGY LEADERSHIP AT
LLOYDS BANKING GROUP

Lloyds Banking Group (LBG), based in London, is one of the
world’s largest banks, with more than $1 trillion in assets. In 2006,
LBG executives began to understand that their existing online retail
platform, while working well, could not scale to the new demands
that the company was going to place on it in the future. Soon after,
a merger with Halifax Bank of Scotland made the situation more
pressing, as it would add millions more customers to the strained
system.

The executive team asked a senior business executive, Ashley
Machin, and a senior IT executive, Zak Mian, to rethink the compa-
ny’s approach to digital retail banking. The pair knew each other only
in passing, but soon developed a strong working relationship. Starting
small, they put together a plan to replace the old platform with a new,
more scalable one—a true foundational investment for the company’s
future digital strategy. This first step was the start of a partnership that
began to transform nearly all of the bank’s digital customer engage-
ments, and then more.

Machin described how the transformation began:

The senior-most leadership of the bank did something pretty
courageous, which you cannot traditionally do. We looked at

what we wanted to achieve, and we looked at the infrastructure
we currently had. And our recommendation was, “Do you

know what? We're going to spend the first couple of years just
building and completing new infrastructure.” And the only
customer benefits at the end of that new infrastructure will be a
fundamentally redesigned user interface and hence user experience.
And we will have a state-of-the-art platform, which will enable
us to respond far more quickly to customers.

We did the pitch, and the bank supported a program that said,

“Let’s build a foundation that will last us for decades to come.”
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That’s a huge up-front investment with no real return in a
traditional sense. The only return was that it puts you in a
position to be able to roll out customer processes and offers in

a way the competition can’t?

In addition to rethinking the platform, the two leaders also
rethought the way IT and business worked together. Understanding
that their team needed to work faster than traditional IT develop-
ment processes could, they created a new unit that merged both IT
and business talents. Instead of business providing the requirements
and IT delivering the technology, people from both sides of the house
worked together to innovate the company’s processes. The team took
responsibility not only for delivering technology, but also for ensuring
the business changes that would be necessary to deliver the expected
benefits. Machin and Mian hired staff from inside and outside the
company, built a team with system development consultants in India
and the UK, and went to work.

Once the basic platform was in place, the team started to take on
new challenges such as credit card processing. Mian explained: “We
had extended the platform for retail and also commercial, and then
it was absolutely time to reenergize the transformation agenda rather
than the re-platforming agenda.” Demand took off, and leaders of
many units—from credit cards to mortgages to commercial products—
asked for help in digitally transforming their businesses.

Looking back, Machin said, “One of the regular questions I get
is, ‘How have you managed to get such an integrated and symbiotic
relationship between IT and business?” And quite simply, I think the
answer is, you need to have a shared passion for the outcomes you want,
and to have a highly trusting relationship that you are both determined
to do the right thing for the customers and [to] be slightly agnostic, for
want of a better word, about how you get there.”

The strong I'T-business partnership and the ability to deliver great
digital customer experiences, ROI, and flexible technology has paid off
for the team and the company. In 2013, CEO Anténio Horta-Osério
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recognized that the group had a further opportunity to strengthen and
accelerate the company’s plans and to develop digital propositions
across all customer-facing divisions in the group. In September 2013,
Horta-Osério made “head of digital” a group executive-committee-level
appointment, reporting directly to him, creating a new digital divi-
sion under Miguel—Angel Rodriguez-Sola, the director for digital,
marketing, and customer development. This digital unit, now more
than a thousand people strong, moved into a new dedicated location.
Commenting on future plans, Mian added, “What gives me confi-
dence is that although we know we need to continue to adapt and learn,

the shared agenda and integration of business and IT teams is now in

our DNA.”

THREE ELEMENTS OF TECHNOLOGY
LEADERSHIP CAPABILITY

As the Lloyds story shows, technology leadership is not just about I'T
leaders, although they are part it. It’s not just about technical skills,
although they’re essential. It’s about merging the skills and perspec-
tives of business and IT leaders so that they drive transformation
together.

When the IT-business relationship is strong, IT people can sug-
gest new opportunities, and businesspeople listen. Businesspeople have
an instinct for the problems that poor technical decisions can create,
so they make better decisions, with no need for the CIO to lecture
them on standards and procedures. I'T and business groups are able to
move faster together than they could separately, so they can conduct
experiments, launch new capabilities, and transform outdated platforms
better than other companies can.

In talking about technology leadership, therefore, we won’t just
focus on the leaders’ relationship. We'll also look at what they do with
that relationship—building digital skills and transforming the tech-
nology platform that underpins all digital processes, from customer

engagement to operations to business models.
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THE IMPORTANCE OF STRONG
IT-BUSINESS RELATIONSHIPS

Many executives told us that, given their IT units’ poor performance,
they were going to find a different way to conduct their digital transfor-
mations. The business executives were going to move forward despite
their IT units, not with them. We did not find this to be true with
Digital Masters, which have much stronger IT—-business relationships
than nonmasters do. In our research, the precise measure we used was a
well-known concept from the I'T research literature: shared understand-
ing.’ The concept is a composite of four survey items that assess the
extent to which I'T and business executives share a view of the role of
IT in the organization, including its potential in improving produc-
tivity and serving as a competitive weapon, as well as a common view
of prioritization. Digital Masters averaged a statistically significant (32
percent) higher level of shared understanding than nonmasters did.*
Shared understanding is the starting point for larger changes in the
I'T-business relationship and the nature of I'T itself. In Digital Masters,
IT and business executives have deep trust and respect for each other.
They are also very clear on their roles as they work together to make
digital transformation happen. This translates to what they can do.
Digital Masters reported feeling 21 percent higher control over their
destiny than nonmasters, a difference that is also statistically signifi-
cant.” By working together, these leaders can do what they need, and
they can get more done. Their companies’ digital skills are higher, and
the state of their digital platform is better than in nonmaster firms.
When the relationship is strong, the IT-business partnership
merges customer and product knowledge, technical knowledge,
organizational change capabilities, and I'T capabilities into a single,
continuous collaboration. Unfortunately, in many companies, the
relationship seems to be more like a troubled marriage than a smoothly
functioning partnership.® Conversations are full of conflict, and little
collaboration takes place. The poor relationship serves as a handicap

that can slow action and increase the risk of change.
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The Causes of Poor IT-Business Relationships

Poor relationships between IT and business leaders can have many
causes. Sometimes it’s the personality of the IT leader. A common
complaint among senior executives is that their CIO seems to speak a
different language from the business. Another is that the CIO doesn’t
seem to understand what’s really important. For example, a chemical
company CIO we interviewed described how he communicates
regularly with business executives about the innovative possibilities of
digital technologies. Yet none of his business executive peers (whom
we interviewed separately) seemed to find the discussions credible.

Sometimes the issue arises from I'T’s delivery capability. According
to Bud Mathaisel, who has served as CIO in several large companies,
“It starts with competence in delivering services reliably, economically,
and at very high quality. It is the absolute essential to be even invited
into meaningful dialog about how you then build on that competence
to do something very interesting with it.”” Unfortunately, some IT
units today do not have this competence. One business executive we
interviewed said, “IT is a mess. Its costs are not acceptable. It proposes
things in nine or ten months, where external firms could do them in
three to nine weeks. We started offshoring our IT, and now our IT
guys are trying to change.” A legacy of poor communication, byzan-
tine decision processes, and broken commitments is no foundation on
which to build a strong I'T—business relationship.

However, the fault doesn’t always rest only with IT leaders. In
many cases, business executives share some of the blame. As we'll
show later in this chapter, high-performing I'T requires a good digi-
tal platform, and good platforms require discipline. If your approach
to working with I'T can be characterized by impatience, unreasonable
expectations, or insisting on doing things your way, then you’ll need to
think about how to change your side of the relationship.

Regardless of the cause, if your IT-business relationships are poor,
it’s essential to fix the problem. A bank executive stated, “I'T has been
brought closer to business during the last five years. It is very important
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to success because many of the important transformations in our
business are enabled by technology.” With strong relationships, IT
executives can help business executives meet their goals, and business
executives listen when IT people suggest innovations. Executives on
both sides are willing to be flexible in creating new governance mecha-
nisms or shared digital units. At Codelco, Asian Paints, and P&G, the

CIO even leads digital transformation for the company.

Improving the IT-Business Relationship

So, how can you start to improve your IT-business relationship?
Angela Ahrendts, CEO of Burberry, told her CIO he needed to help
drive the bus with the executive team.® However, leadership changes
or top-down mandates are only the start of the change. Few CIOs can
change the business by themselves, and not all business executives will
climb on the bus with the CIO, even if the CEO demands it.

Fixing the IT-business relationship can take time, as people learn
how to trust each other and redefine the way they work together. As
with any struggling relationship, the best starting point is to fix the way
you communicate. Does IT really cost too much, or are costs reason-
able, given what IT has to do? Is the IT unit really too bureaucratic,
or do all of those procedures actually serve a useful purpose? Are you
a good partner to IT or a difficult one? How can I'T make it easier for
you to get what you need, while still making sure things are done cor-
rectly? What investments can help IT improve its technology, internal
processes, cost-effectiveness, quality, or speed?’

MIT research into IT turnarounds has identified a series of
steps that can change IT from a poorly respected cost center to a
high-functioning business partner.”® The key change mechanism is
transparency—around performance, roles, and value. The first step is to
help I'T employees think, and talk, differently about what they do. The
second step proceeds to showing very clearly how well (or how poorly)
IT delivers value for money—the right services at the right quality and
right price, and where problems still exist. And then the third step
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moves to changing the way I'T and business leaders make investment
decisions and assess the returns that projects deliver. Through trans-
parency around roles, performance, and investments, both sides can
make smoother decisions and work together to identify and deliver

innovations.

Creating Dual-Speed IT

Changing the IT-business relationship is well worth the effort, but
doing so takes time. Your company may not have the time to wait
before starting your digital transformation. Rather than improving the
IT unit, some companies try to build digital skills into another unit,
such as marketing. They try to work around I'T rather than with it.

Although building digital skills is useful, trying to work around IT
can be fraught with challenges, especially if people do not understand
the reasons for I'T’s systematic, if sometimes ponderous, processes.
This kind of flanking action can waste money, make the digital plat-
form more complex, and, even worse, open the company to security
and regulatory risks.

A better approach is to create a dual-speed IT structure, where one
part of the IT unit continues to support traditional IT needs, while
another takes on the challenge of operating at digital speed with the
business. Digital activities—especially in customer engagement—move
faster than many traditional I'T ones. They look at design processes
differently. Where I'T projects have traditionally depended on clear
designs and well-structured project plans, digital activities often engage
in test-and-learn strategies, trying features in real-life experiments and
quickly adding or dropping them based on what they find.

In a dual-speed approach, the digital unit can develop processes and
methods at clock-speeds more closely aligned with the digital world,
without losing sight of the reasons that the old I'T processes existed. I'T
leaders can draw on informal relationships within the IT department
to get access to legacy systems or make other changes happen. Business

leaders can use their networks to get input and resources. Business and
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IT leaders can even start to work together in the kind of two-in-a-box
leadership method that LBG and other companies have adopted.

Building dual-speed IT units requires choosing the right lead-
ers on both sides of the relationship. Business executives need to be
comfortable with technology and with being challenged by their IT
counterparts. I'T leaders need to have a mind-set that extends beyond
technology to encompass the processes and drivers of business per-
formance. Leaders from both sides need to be strong communicators
who can slide easily between conversations with either business- or
I'T-focused people.

Dual-speed IT also requires perspective about the value of speed.
Not all digital efforts need the kind of fast-moving, constantly chang-
ing processes that digital customer-engagement processes can need.
In fact, the underlying technology elements that powered LBG’s new
platform, Asian Paints’ operational excellence, and Nike’s digital sup-
ply chain enhancements required the careful, systematic thinking that
underpins traditional I'T practices. Doing these big implementations
in a loose learning-by-doing method could be dangerous. It could
increase rework, waste money, and introduce security risks. But once
the strong digital platform is there, building new digital capabilities
can be fast, agile, and innovative. The key is to understand what you
need in each type of project and how much room any project has to
be flexible and agile. Great I'T leaders know how to do this. If teamed
with the right business leaders, they can make progress quickly and
safely.

Dual-speed IT also takes new processes inside IT. Few digital
businesses have the luxury to wait for monthly software release cycles
for all of their applications. Digital-image hosting business Flickr, for
example, aims for up to ten deployments per day, while some busi-
nesses require even more.!’ This continuous-deployment approach
requires very tight discipline and collaboration between development,
test, and operations people. A bug in software, missed step in testing,
or configuration problem in deployment can bring down a web site or

affect thousands of customers.



162 LEADING DIGITAL

A relatively new software-development method called DevOps
aims to make this kind of disciplined speed possible. It breaks down
silos between development, operations, and quality assurance groups,
allowing them to collaborate more closely and be more agile. When
done properly, DevOps improves the speed and reliability of appli-
cation development and deployment by standardizing development
environments. It uses strong methods and standards, including syn-
chronizing the tools used by each group.?

DevOps relies heavily on automated tools to do tasks in testing,
configuration control, and deployment—tasks that are both slow and
error-prone when done manually. Companies that use DevOps need
to foster a culture where different I'T groups can work together and
where workers accept the rules and methods that make the process
effective.”® The discipline, tools, and strong processes of DevOps can
help IT release software more rapidly and with fewer errors, as well as
monitor performance and resolve process issues more effectively, than
before.'*

Whether your CIO takes it upon himself or herself to improve the
IT-business relationship, or you decide to help make it happen, forg-
ing a strong link between business and I'T executives is an essential part
of driving digital transformation. Strong IT-business relationships can
transform the way IT works and the way the business works with it.
Through trust and shared understanding, your technology and business
experts can collaborate closely, like at LBG, to innovate your business
at digital speeds. Without this kind of relationship, your company may
become mired in endless requirements discussions, failing projects, and
lackluster systems, while your competitors accelerate past you in the

digital fast lane.

BUILDING DIGITAL SKILLS

Creating great customer experiences or market-leading operational
capabilities is more than a technology challenge. It’s also an organiza-

tional change challenge requiring new skills and new ways of working.
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Yet, 77 percent of companies in our first year of research cited missing
digital skills as a major hurdle to their digital transformation success.”
To compound the problem, most companies are chasing after similar
skills—social media analysts, mobile marketers, cloud architects, or

data scientists, to name a few.

How Digital Masters Are Building Skills

So what are Digital Masters doing differently when it comes to
skills? First, they are investing. Of the Digital Masters we surveyed,
82 percent are building the digital skills they need to support their digi-
tal transformation efforts. Only 40 percent of nonmasters are doing so.

Second, Digital Masters are accelerating and creating a gap. Our
survey research shows that the masters had greater digital skills than
nonmasters, reporting 31 percent higher social media skills, 38 percent
higher mobile skills, and 19 percent higher analytics skills.'¢

But Digital Masters did not start with higher skills. Burberry did
not become excellent at digital marketing and channels overnight.
CEO Ahrendts hired a new, dynamic marketing team whose members
mirrored the behaviors of the millennial customer.'” Nor did Caesars
excel at delivering personalized customer experience solely because its
CEO, Gary Loveman, has a PhD in economics from MIT. Caesars’
executives actively incorporated quantitative skills into the marketing
area. In these companies, like other Digital Masters, top executives
worked hard to build the digital skills they needed.

The skills difference extends beyond technology. Digital Masters
report 36 percent higher skills in digital leadership than nonmasters.'
Digital transformation requires changes to processes and thinking—
changes that span your internal organizational silos. The clear delinea-
tion between technical skills and leadership skills is blurring fast.

The impact of digital technologies is now felt not only in the IT
and technical departments, but also across the entire organization.
Digital transformation’s need for cross-functional collaboration creates

a huge demand for hybrid digital skills—technical people who need
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to be more business savvy and businesspeople who need to be more
technology savvy. A retail executive explained: “We are trying for the
first time to work across the company. That implies going through a
new level of complexity in the organization, and requires people to
manage and network differently. That, I think, is the most important
skill that needs to be developed.”

The need for new skills can also result from the need to bridge the
communication gap between digital and business competences. One
executive said, “I need a charismatic quant—somebody who’s an influ-
encer and can carry his weight in a senior meeting, but at the same
time, someone who can roll up his sleeves and look at data tables and
build models and enjoy it.”

These bridging roles may soon become the responsibility of every
manager. “I believe,” said Markus Nordlin, CIO of Zurich Insurance,
“that the successful leaders of tomorrow, in any business or industry,
are going to be true hybrid professionals who have spent some time in

I'T but have shifted to operations and vice-versa.”"

A Two-Pronged Arms Race for Digital Skills

Aspiring Digital Masters are all chasing the same technical skills. The
shortage of digital skills in the current marketplace is unprecedented.
In Europe alone, forecasts point to nearly a million vacancies for
IT-related roles by 2015.2° And globally, out of the 4.4 million big-data
jobs to be created by 2015, only a third will be filled.*!

But by the same token, business professionals will increasingly
need to be comfortable with digital tools and technologies to perform
their core roles. By 2015, research firm IDC expects that 90 percent
of all jobs will require IT skills.? Some business functions are already
adding technology skills to their mix. Gartner reports that 70 percent
of the companies they surveyed have a chief marketing technologist to
support the digitization of the function.”

This skills race won’t slow down anytime soon. Having the right

digital skills is an important source of competitive advantage and a key
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enabler of digital transformation. Companies that build skills faster
will get ahead.

To win at the digital skills race, you will need to tap into multiple
approaches—hiring, partnering, incubating, and the like. It’s not easy,
as one executive explained: “Our recruiters don’t know where to go to
find these people, and people with the right skills don’t look to our kind
of company for opportunities.” HR organizations will need to get up
to speed quickly. A recent Capgemini Consulting survey found that
only 30 percent of HR functions were actively involved in digital skills
development.* This needs to change. Many Digital Masters have a
carefully crafted plan to fight and win the talent race. In chapter 12,

we'll show you how to do this.

THE DIGITAL PLATFORM AS A
LEADERSHIP CHALLENGE

Our research confirms a wide body of research in the I'T management
field: the most fundamental technology foundation for digital
transformation is a strong digital platform—well structured, well
integrated, and only as complex as absolutely necessary.”> We've seen
this in case after case. Burberry fixed its I'T backbone before it could
transform customer engagement. Asian Paints created a unified plat-
form before transforming operations. LBG reengineered its digital
platform before expanding its digital services. The growth and innova-
tiveness of Seven-Eleven Japan rides largely on the real-time visibility
that its unified operational platform provides. Well-structured digital
platforms are the foundation for new digital business models such as
Nike+, Airbnb, and Hailo.

If this is true, then why do so many large companies have poorly
designed technology platforms? Large companies often operate in silos,
each with its own systems, data definitions, and business processes. The
systems are confusing, sometimes duplicative, and often tied together
in complex (and sometimes unknown) ways. Generating a common

view of customers or products can be very difficult.
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Every request for a nonstandard technology, every demand to do
things your own way, every choice to go around corporate governance
processes so you can move faster, and every integration meeting that
your staff people miss will create more complexity. Sometimes that
complexity is necessary, but often it is not. According to the head of the
disability business for a major insurer, “We have, through the last fifty
years, proliferated our IT systems and applications. We don’t retire sys-
tems. We just add on top of them, which creates a tremendous amount
of expense and complexity.”*

Technologists have a term for this type of systems arrangement:
legacy spaghetti. Companies mired in legacy spaghetti find it difficult
to make sense of their information and even more difficult to make
change happen.”” Research shows that unnecessary complexity in the
platform is the number one driver of IT risk in firms; it makes pro-
cesses harder to change, harder to test, more prone to fail, and tougher
to restore after it fails.® Spaghetti happens only because leaders let it
happen. And removing spaghetti requires strong leadership.

The Power of a Strong Digital Platform

A well-designed digital platform is one reason that web-based
companies are able to perform analytics and personalization much more
readily than traditional firms.” Amazon.com, knowing everything you
have purchased over many years, can make good recommendations for
what you might buy next. Facebook and Google, knowing what you
have written and read in the past, can target advertising to you much
more effectively than can less informed firms.

But this capability is not limited to born-digital companies. The
personalization and mobile capabilities at Caesars are built on its
unified Total Rewards database, which records all interactions the
company has with each customer. At Codelco, the unified digital view
of its mines allows the firm to synchronize operations smoothly while

identifying ways to innovate its processes.
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To understand platform quality for the firms in our survey, we asked
respondents the extent to which they had an integrated view of differ-
ent aspects of their firms. Digital Masters average 17 percent higher
than nonmasters for integrated views of operational performance
and supply-chain status.*® Beyond operations, the difference was even
higher. Digital Masters average 25 percent higher than nonmasters for
integrated views of customer data and 26 percent higher for integrated
views of product or service performance.

If you don’t have a common view of customers, it’s extremely diffi-
cult to accomplish advanced customer-engagement techniques such as
personalized service or location-based marketing. The challenge grows
as you engage in multichannel operations. As a marketing executive
said, “It’s very difficult to get a good understanding of the customer
when customer data is spread across so many systems.”

For many traditional companies, the first step in preparing for
digital transformation is to invest—sometimes heavily—in integrating
data and processes across the enterprise. In this respect, firms that have
already implemented ERP and CRM systems are a step ahead of others.
Burberry’s transformation required much more than digitally enabling
stores or starting to do social media marketing. The company needed
to invest millions into an ERP system that could help the company
become digital end-to-end. Through unified systems and processes,
Burberry could improve operations, understand sales patterns, and start
to provide seamless service across channels.

Well-structured platforms can also to help manage the
centralization-versus-decentralization challenge in globalization. At
Caesars, for example, each hotel’s website around the world is served
by a single global platform. Each property’s manager can customize
the site’s content and marketing campaigns locally, while headquarters
supports the technology for all sites. Global media company PRISA’s
content management system means that a soccer video clip recorded in
Barcelona can easily be used by a TV station in Madrid, a newspaper in

France, and a radio station in Argentina on the same day.
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The Scaling Power of Digital Platforms

Well-structured digital platforms have benefits beyond efficiency and
agility. As we discussed in chapter 3, platforms can help leaders to drive
unwanted variation out of key operations. But good platforms can also
help a company scale volume faster than it needs to scale its labor. And
they can help to roll out innovations quickly across a large and geo-
graphically distributed company.

US pharmacy retailer CVS is an example of how a well-structured
platform can scale not only volume but also new practices. Customer
service levels are a critical measurement in the retail pharmacy business.
So when CVS experienced a decline in customer satisfaction in 2002,
the drop got senior management’s attention. Further analysis uncov-
ered a key issue: 17 percent of prescription orders experienced delays
from problems with the customers’ insurance. Staft typically checked
insurance after the customer had already left the store, meaning that
problems could not be resolved until the customer returned to pick up
a prescription. Moving the insurance check earlier in the process could
resolve the problem.

CVS embedded the process change into its enterprise pharmacy
tulfillment system, thereby ensuring 100 percent compliance. It was
simply no longer possible to accept a prescription without doing the
insurance check. Through its platform, CVS was able to replicate the
new process throughout its 4,000-plus retail pharmacies within a year.
Performance of the prescription processes improved sharply, driving
customer satisfaction with it. During that year, overall customer satis-
faction scores rose from 86 to 91 percent—a dramatic difference within

the highly competitive retail pharmacy industry.*!

Great Digital Platforms Won’t Happen Without Leadership

Greatplatforms provide clearinformation to decision makers. They serve

as the bases for advanced analytics capabilities and new digital services.
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They are both efficient and agile. And they constantly provide new
digital transformation options.

But great platforms don’t just happen. In complex companies,
platforms tend to grow in many directions at once, creating copies,
customizations, and offshoots like so many weeds in a garden. Like
good gardens, good platforms take constant attention to pull weeds, kill
pests, and shape them into beautiful designs. You cannot get a single
view of customers, or an integrated view of operations, without strong,
top-down leadership.

IT leaders can help shape the platform. They can translate the
digital vision into a vision of the technology platforms that will make
it a reality. They can establish management tools such as architecture
reviews to kill weeds and to move the platform in the right direction.
They can adjust technology funding methods to support the right kind
of growth. Intel’s I'T unit, for example, increases the priority of proj-
ects that align with the firm’s architectural direction.’ Business unit
requests that that build on the company’s standards are more likely to
be funded than those that don’t.

But IT leaders can have limited ability to force change in business
practices. The typical CIO has little power, on his or her own, to
change the actions of a strong business unit chief. That’s where the
company’s senior-most executives need to play a role. Pages Jaunes
CEO Jean-Pierre Remy did this when he stopped funding updates
to the systems that supported paper-based books. P&G’s digital czar,
Filippo Passerini, uses a more positive approach. He promises busi-
ness unit chiefs that his global services unit can reduce the cost of
their purchasing, HR, and other processes by 10 to 30 percent—but
only if they use his standard processes.™

Platform issues are not limited to big incumbent companies. Even
Amazon.com—a company that was born digital—encountered plat-
form issues. In the 2002 time frame, during a period of rapid growth
and innovation, the firm’s powerful platform began to suffer from a

proliferation of spaghetti and nonstandard designs. It took top-down
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leadership from CEO Jeff Bezos to fix the problem. Bezos issued
a strong mandate that all new development would follow a set of very
clear design rules. The letter ended with this admonition: “Anyone
who doesn’t do this will be fired.” Bezos then empowered a senior exec-
utive to make sure that the mandate was being followed.** Over the
next several years, the company’s culture of standardization evolved,
and so did its platform. Now, more than ten years later, Amazon.com’s
well-structured digital platform continues to power the firm’s ever-
growing volume of online sales. It has also made possible new business
models, such as Kindle books and streaming video. Amazon.com has
also begun to sell cloud-based infrastructure services to other compa-
nies, transforming Amazon.com’s internal platform into a product of
its own.

The same can happen with your platform. Health insurance
companies are already using their health claims platforms to create
analytics-based products about trends in prescribing and medicine.
A logistics company in China is able to sell forecasts of regional demand
using the trends it has discovered in its historical sales platform.* And
as Boeing makes its “airline of the future” a reality, it will have a rich
platform, crossing the boundaries of many companies, which it can
mine for new information-based services and products (see chapter 5).
But all of these developments require leadership—to develop the right
platform and skills, to keep them properly aligned, and to capitalize on
the opportunities that they create.

TECHNOLOGY LEADERSHIP AND YOUR
COMPANY, EVOLVING TOGETHER

Regardless of how you build your platform, our research highlights
an important point. The real value of digital transformation comes
not from the initial investment, but from continuously reenvisioning

how you can extend your capabilities to increase revenue, cut costs, or
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gain other benefits. Initial investments become the foundation upon
which you can make additional strategic investments. When Asian
Paints first centralized its order-taking processes and implemented
an ERP system, executives did not envision the many successful busi-
ness model changes they would be able to make in the future. They
just knew that the unified data and standardized processes would
help the company reach a new level of performance.*® Then, with
unified data and a strong call center, they were able to envision new
things. Mobile-equipped salespeople, armed with up-to-date sales
and order information, could focus on growing the relationship with
each retailer. Call center personnel could do outbound calling to serve
retailers or let them know when a shipping truck would be in their
neighborhood. By delivering to customer work sites instead of retail
stores—a capability none of its competitors had—the company got
closer to its end customers. Then, executives started exporting their
processes to countries outside India.

The firm’s digital foundation provided Asian Paints executives with
options they'd never had before. But the leaders needed to be ready
to seize the opportunity. The company started with business-savvy
IT leadership paired with a business leadership team that understood
the power of IT to change the business. The leaders worked closely
together to make each change to the platform and then let platform
changes create new opportunities. And they invested heavily in devel-
oping skills—from digitally enabling salespeople to growing internal
analytics talent—that would help the company take each new step in
the transformation journey.

The same pattern occurred at LBG, Codelco, Burberry, Caesars,
and other companies. When your technology leadership capabilities are
weak, everything is a risky struggle. When they are strong, you can do
great things. And when you constantly pay attention to the link between
IT-business relationships, skills, and your digital platform, you can
constantly extend them to create valuable new digital transformation
opportunities.
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LEADING DIGITAL CHECKLIST: TECHNOLOGY

LEADERSHIP CAPABILITIES

v Assess the state of your IT-business relationships: consider trust,

shared understanding, and seamless partnership.

v Assess your IT unit’s ability to meet the skill and speed require-

ments of the digital economy.

v Consider dual-speed IT approaches such as a unit within a unit or

a separate digital unit that combines IT, business, and other roles.

v Focus your initial investments on getting a clean, well-structured

digital platform; it’s the foundation for everything else.
v Start building the right digital skills.

v Challenge yourself continually to find new things you can do with

your IT-business relationships, digital skills, and digital platform.

WHAT’S NEXT

So far, we've shown you what it means to be a Digital Master and
why you should care. We've walked you through the process of build-
ing each dimension of digital mastery: digital capabilities in chapters 2
through 4 and leadership capabilities in chapters 5 through 8.

Now it’s time to put these ideas to work for your company. In
chapters 9 through 12, we'll provide a playbook to help you get started

on your own digital transformation journey.
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BACK AT THE OFFICE:

A Leader’s Playbook for
Digital Transformation

ou don’t need the vision and leadership qualities of a Steve
Y]obs or Jett Bezos to conduct your own digital transformation.
As a successful executive, you already possess the basic skills to
make your company an insurgent in your own market. As we showed in
parts I and II, it takes some new thinking to set the course and commit-
ted leadership to drive the transformation. In part III, we have distilled

the practices from Digital Masters to present a transformation compass

to help you steer the course of this complex journey (figure I11.1):

* Framing the digital challenge: Build awareness of digital
opportunities and threats. Know your starting point, and
assess your digital maturity. Craft a vision, and ensure that

your top team is aligned around it.

* Focusing investment: Translate your vision into an actionable
roadmap. Build cross-silo governance structures. Put in place

the funding for your transformation.

*  Mobilizing the organization: Send unambiguous signals about

your ambitions and the change needed now. Build momentum
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FIGURE Ill.1
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the organization toward a more innovative culture.

s Sustaining the transition: Build the necessary foundational skills.
Align reward structures to overcome traditional organizational
barriers. Monitor and measure the progress of the transforma-

tion, and iterate when necessary.

Digital transformation is anything but a linear process. You may
have already started a number of digital initiatives. You may need to
build skills in different areas and redirect your efforts from time to
time. Use the digital transformation compass to guide you. The next
chapters will steer you through the steps that Digital Masters have
taken to maximize the success of their digital transformations.



CHAPTER 9

FRAMING THE DIGITAL
CHALLENGE

As we showed in chapter 1, digital transformation has already hit every
industry we've studied. Yet nearly 40 percent of the respondents we
surveyed cite “lack of urgency” as a major obstacle to digital transfor-
mation.! Why is this? One of the key reasons organizations miss out is
management inertia—failure to sense the need to change. They react to
threats instead of shaping the future.

In industries such as publishing, digital technologies have already
created such an upheaval that the context for transformation is clear;
it’s a burning platform. In other industries, such as manufacturing, the
case for change is less obvious. One manager explained the reason for
the skepticism: “There is too much hype. I can’t push harder because of
all the hype and the overselling from suppliers. I lose my credibility if I
push too hard. So we take a slower approach just to make sure we don’t
give the naysayers their way.”

Combating inertia requires an awareness of the challenge, knowing
where you're starting and deciding where you want to go. You know

your industry. As a senior leader, you need to create the appropriate
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momentum around digital transformation. Do this by addressing three

areas early in the process:

* Building awareness: Do top leaders in your organization
understand the potential threats and opportunities from

digital technologies and the need for transformation?

* Defining your starting point: How mature are your digital
competencies, and which current strategic assets will help you to

excel? Have you digitally challenged your current business model?

* Creating a shared vision: Have you aligned your top leadership

team around a vision of the company’s digital future?

FIGURE 9.1

The digital transformation compass: framing the digital challenge
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ARE YOU AWARE OF THE
DIGITAL CHALLENGE?

The first step in framing the challenge is to ensure that your top team
understands the potential business impact of digital technologies.
Only 37 percent of our survey respondents see digital transformation
as a permanent fixture on their current executive agenda. By contrast,
61 percent of the same respondents believe that digital transformation

will become critical to their business within the next two years.?

Put Digital Transformation at the Top of Your Agenda Now

Engage senior leaders in the debate about the implications of digi-
tal technologies for your current and future business. Ask, “How can
those technologies potentially disrupt our competitive position?” and
equally, “How can they help improve performance and delight our
customers?”

As the most senior leader in the organization, the CEO is respon-
sible for ensuring that this framing phase is successful. More often than
not, motivational speeches and internal evangelization are not enough.
You need to ensure that other leaders in your organization visualize the
profound change at hand and understand the business possibilities that
technology can already enable today. For good lessons, look to practical
examples of companies and industries that have been helped or hurt by
digital change.

Understand the Scale and Pace of the Digital Impact

The combination of the scale and pace of the digital impact, along with
your own capabilities, will dictate your risk profile as a firm. Finding
the right tempo for digital transformation in your organization is a
managerial art form. Key aspects of your organization’s culture will
also play a role. Is decision making centralized or decentralized? What
is the propensity of the organization to collaborate and share? You

need to design digital transformation programs that protect profitable
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existing operations and assets, while making the transition to a new
digital business or digitally enhancing part of it.

But be careful. As Andy Grove noted, “Only the paranoid sur-
vive.”* Disruptive digital innovations often come from outside your
industry. Events can sometimes dictate the pace of the change required.
Competitive and industry analyses have become less useful than before.
As we described in chapter 4, the London taxi market was not disrupted
because incumbent companies failed to go online or develop mobile
apps for hailing taxis. It was disrupted when Hailo saw the opportunity
to bridge the inefficiencies of this two-sided market, winning the driv-
ers first, then providing a great customer experience. Hailo’s win-win
business model allowed the company to sign more than 60 percent of

London’s twenty-three thousand licensed taxis in less than two years.®

Make the Awareness Process Experiential

Building awareness among the top team is a leadership challenge.
Employees can be unforgiving. One of our respondents complained,
“Management is composed of old people from fifty-five years and
above. They know nothing about technology and its benefits and they
don’t want to learn.”®

Conduct this awareness phase using sound, fact-based research,
but also ensure that you make it a highly experiential exercise for your
team. For example, presenting both a digital hall of fame and a digi-
tal hall of shame creates a balanced view of the risks and opportuni-
ties. We've also seen companies conduct a “digital hackathon,” pairing
senior executives with tech-savvy employees to understand and shape
the potential impacts. Other formats and tools can help as well: analysis
of disruptive innovation, war gaming, scenario planning, digital discov-
ery expeditions, and external peer leaders’ testimonies. All can help you
to generate the right level of awareness in your executive team.

Consider the case of the CEO of a global manufacturing com-
pany. Although he had become convinced that digital technologies and

online channels were going to have a profound effect on his company’s
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operations and competitive position, the members of his management
board were less enthusiastic. After a period of slow progress, he invited
his board members to California for a weeklong program of intense dig-
ital immersion. He enlisted the advice of former CEOs who had failed
to grasp the digital opportunity, highlighting the personal significance
of what was at stake. He also showcased leading digital technology pro-
viders, industry visionaries, and companies that had transformed their
businesses successfully, underlining the opportunities that digital tech-
nologies made possible. The week was an eye-opener for senior lead-
ers. It elevated digital transformation to the top of the executive team’s

agenda.

Build a Coalition of Believers

Do you need everyone on board? Probably not. But we've seen many
Digital Masters build an early coalition of senior leaders who play key
roles in driving digital transformation inside the organization. Joe
Gross of Allianz Group explained: “With digital meaning different
things to different departments, it became critical to establish a com-
mon ground—a uniform understanding of what digital transforma-
tion meant.”” Creating awareness helps to unite the core team around a
common purpose and sets digital transformation off on the right foot.
The point is not to turn your senior team into technologists.
The goal is to ensure that, collectively, they understand the potential
threats and opportunities from digital technologies and the need for

transformation.

DO YOU UNDERSTAND YOUR
STARTING POINT?

Building a powerful coalition among your top leaders is essential, but
it’s not enough. Large companies survive major transitions not by radi-
cally replacing the old with the new, but by leveraging their existing

resources and competencies in the new digital environment. You need
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to know your starting point. How digitally mature is your organization
today? And what current strategic assets will be relevant in a digital
world?

Assess Your Digital Mastery

To assess your digital mastery you need to take an unbiased view of
your current digital initiatives and skills. Consider in detail both your
digital capabilities and your leadership capabilities. They will point to
one of the four levels of digital mastery we discussed earlier: Beginner,
Conservative, Fashionista, or Digital Master. In chapter 1, we sug-
gested that you assess your company’s digital mastery by using the short
maturity assessment tool included in the appendix. But, now that you
have seen what Digital Masters do differently, it is time to take this
assessment again. Using the Digital Masters described throughout the
book as a benchmark, spend some time revisiting your company’s posi-
tion on the matrix. Consider not just what they do with the technology,
but how they lead the change. Highlight strengths and weaknesses in
your digital capabilities and your leadership capabilities. You now have

an informed view of your company’s transformation starting point.

Chart Your Transformation Journey

Now you can start charting the path and pace of your transformation.
Every company is different. Your company might have the ambition
of a Burberry—to move directly from Beginner to Digital Master.
Doing so will mean simultaneously developing the leadership and dig-
ital capabilities to make your strategy a success. Or you might want
a more Conservative approach—favoring prudence over innovation.
This approach will involve building a foundation of strong leadership
capabilities before experimenting too far with new digital technology.
Or you might be like the Fashionistas—having already launched a
multitude of uncoordinated digital initiatives. Your focus then becomes

developing a coherent vision and a robust governance model and then
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streamlining or harmonizing digital initiatives across business units. If
you are in a large global organization, digital mastery may also vary
by divisions, lines of business, functions, or geographical locations.
Understanding these differences is important as you craft a trajectory

that will work for your organization.

Assess Your Strategic Assets

Next, we have seen how several Digital Masters conducted an early
assessment of their strategic assets to define those that will be relevant in
a digital world, and those that won’t. As we showed in chapter 5, Pages
Jaunes executives realized early that selling yellow books via its strong
direct-sales force would not be a competitive advantage in the future.
The company’s paper-distribution model had no future. However,
the company’s direct-sales force and its strong relationships with local
businesses were still key strategic assets. Retraining salespeople to sell
digital services was a challenge, but gave the company the foothold it
needed to move into the digital world.

It takes thoughtful analysis to identify which assets will help make
digital transformation successful. You should view strategic assets
through the lens of a digitally transformed world and identify those
that have value. We showed in chapter 4 that rethinking assets, for
instance, in the context of the sharing economy, can yield innovative
business-model thinking. Several definitions exist about what consti-
tutes strategic assets.® Beyond financial assets, which can be extremely
useful to defend against new entrants, we have observed that four broad
categories of assets can serve as the foundation for digital transforma-

tion: physical assets, competencies, intangible assets, and data.

Physical Assets. The most obvious assets, physical assets are retail
stores, distribution networks, warehouses and depots, products, and
so on. Some physical assets may be redundant in a digital world, but
combining physical and digital assets in novel ways can often be a keen

source of advantage. For example, 62 percent of banking customers
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in the United States today prefer to bank online.” Does this mean
that all retail banks will eventually close their branches? It’s unlikely.
About 47 percent of US banking customers believe that a bank is not
even legitimate unless it has physical branches.” But the industry’s
consensus is that a traditional homogeneous, full-service branch net-
work, catering to customers across all segments, is no longer viable.
Some branches will offer standardized banking needs, while others
will be highly digitized, acting as physical extensions of online and
mobile banking. Digital technologies are changing the role of physical

branches, but they will not render branches extinct in the near future.

Competencies. This type of asset can also be essential to create a
digital advantage. Competencies can reside within your functional
skills (e.g., IT, sales) or core competencies—your unique know-
how around products, processes, or technologies. For instance, your
frontline employees and salespeople can be crucial assets in maintain-
ing customer loyalty. They have amassed important knowledge about
customer behaviors and preferences. Similarly, institutional competen-
cies can be reinforced and augmented though the use of digital tech-
nologies. Nike has world-class product design and engineering talents.
Digital technology helps the two groups work more closely together,
speeding the product development process and enabling a radically

transformed Flyknit manufacturing process.

Intangible Assets. By their very nature, intangible assets are often the
most difficult to gauge. Examples of these assets include brand equity,
company culture, patents, proprietary technologies, and an ecosystem
of partners. Starbucks, for example, was able to leverage its brand as an

asset and extend it online.

Data. This asset class has taken new prominence in the digital world
and warrants significant executive attention. Data has become one of
the most valuable digital assets for companies that have learned how

to master analytics. But often, data is a hidden asset. Many companies
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still cannot extract value from the data they possess or cannot create
new insights through the combination of their data with other sources.
However, if you can use your data, you will create a new currency with
huge value. Barclays Bank, for example, has started to monetize infor-
mation on its thirteen million customers, selling aggregated spending
habits and trends data to other companies.™

Start by looking at your strategic assets in a different light. Can
they offer a competitive advantage in a digital world? Can you recon-
figure or combine them to create something new and valuable? Do you
have, or can you assemble, data-driven insights that no one else has?
Use a broad ideation process to think outside the boundaries of what
your firm and its competitors do today. But don’t start with broadly
defined brainstorming sessions. Start with known unmet customer
needs or sources of complexity in your operations. Ask yourself, How
can we use or combine assets differently to address these? And how can
we use technology to deliver economically?

Digital Masters examine their strategic assets to align their initial
investments with their core skills. Burberry started with its unique cus-
tomer experience, Asian Paints with its culture of process excellence,
and Caesars Entertainment with its strengths in analytics and customer
data. It does not matter where you start. What matters is that you start
in an area where you can leverage strategic assets early to establish your

digital advantage.

Challenge Your Business Model/

We showed in chapter 4 that business model innovation can be a huge
source of value in digital transformation. But it can also be a threat to
your business. As you gauge the scale and pace of the digital impact on
your business and you reconsider your strategic assets, it is a good time
also to challenge your business model.

Of course, you need first a good grasp of your current business
model. Start thinking about how you could deliver greater value to

customers. Then, figure out how this extra value can be operationally
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delivered at a profit. You can, at this point, exploit the possibilities
offered by digital technology to look at creative and efficient options
to get there. Also learn from how other industries have solved similar
problems or taken advantage of similar opportunities.

Multiple avenues will be possible. You will need to prioritize
options that generate the greatest value to customers, that are opera-
tionally hard to copy, and that can provide you with a profitable eco-
nomic model. You will also have to de-risk the change by running
controlled experiments on your new model. Then, gather data to learn
and revise your assumptions.

How is it done? Several practical approaches can help you challenge
your existing business model, explore new ones, or defend against a
potentially disruptive one. We've seen companies conduct gaming ses-
sions such as DYOB (Destroy Your Own Business) or WWAD (What
Would Amazon Do?). Some practical frameworks also exist to help
structure the thinking, such as the business-model canvas developed by
Alexander Osterwalder and Yves Pigneur.' It is good practice to spend
time going through this business model rethinking with your top team,

even if your current business model is not under threat.

IS YOUR TOP TEAM ALIGNED AROUND
A SHARED DIGITAL VISION?

You understand the business challenge posed by digitization. You
know where you're starting and the range of possibilities before you.

You and your team now need to decide where you want to go.

Craft Your Transformative Vision

Chapter 5 described how Digital Masters craft their visions. You need
to do the same. Your vision needs to be focused on enhancing the cus-
tomer experience, streamlining your operations, or combining both to
transform your business model. Don’t fall into the trap of the marketing

slogan with no grounding in the reality of your situation. Authenticity
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matters. Your vision needs to recognize where you are starting from,
taking stock of your existing competences and culture. It needs to be
built around strategic assets—or a combination of strategic assets—
that will be relevant in a digital future. And it needs to be transforma-
tive, not incremental.

As you craft a digital vision, focus on your business or your cus-
tomers, not the technology. Design your vision with a clear intent—a
picture of what needs to change—and clear business outcomes, that is,
the resulting benefits for your customers, employees, and the company’s
performance. Remember, crafting a vision is a journey. So make it spe-
cific enough to give direction to the organization, but give yourself room
to make the vision live and grow over time. Several processes and facili-

tated approaches exist to support the design of a good digital vision."

Align Your Top Team

Having a great digital vision will get you part of the way, but not all the
way—the vision needs to be shared. Many digital initiatives fail to cap-
ture potential value because the vision guiding them is not shared at the
top. As Curt Garner, CIO of Starbucks, noted, “Our entire leadership
team is very engaged and animated around digital and tech and what
it can mean for the company. It is part of the shared goals we have
as a leadership team to continue to lead in terms of innovation and
customer-facing technology.”* A shared digital vision is a prerequisite
for successful digital transformation and a key component of Digital
Masters’ DNA.

But, of the executives we've surveyed, only 57 percent said their
teams were aligned around a vision of a digital future.” Why is that?
Senior leaders often confuse consensus with an aligned executive team.
Avoid the trap of assuming that information means understanding
and that lack of debate signals alignment. Digital transformation only
works when your top team is actively engaged and owns the digital
vision. You'll need to be a role model in this respect; test your vision by

making it part of every speech and communication you deliver. Ask for
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teedback, crowdsource ideas, and iterate. Encourage other members of
your top team to do the same, and compare notes.

Aligning executive teams is neither new nor specific to digital
transformation. However, one thing is different with digital. Digital
transformation will respect none of your traditional organizational
boundaries. Digital transformation usually requires the collective talent
and effort of cross-disciplinary teams to innovate and drive change. Joe
Gross of Allianz Group explained: “The reason we involved market-
ing, sales and local entities, and not just I'T or operations, in our digital
transformation is because we needed everyone’s active participation to
drive change of this scale.”

Many management techniques can be useful to align your top team.
Facilitated team-building exercises, individual and collective coaching,
and 360-degree feedback are just a few examples. Incentives can also
be useful. We've seen several companies give each senior leader a digi-
tal KPI relevant to the transformation goals. Whatever the technique,
good dialogue matters in alignment. Carving out part of your regular
management board meetings for a robust discussion on digital trans-
formation is a good practice, as is conducting regular facilitated off-site
sessions to steer the progress of your transformation.

How do you know when your team is truly aligned? A good lit-
mus test is when all members of your senior team sense the urgency of
transformation (awareness of the challenge), understand their strate-
gic assets and level of digital mastery (starting point), and can articu-
late what the digital future looks like (shared vision) through words
and specific goals. When all three conditions are met, it is time for
execution.

So what’s new with digital transformation? Technology adds
another dimension to the traditional business challenges. You need to
make sure your top team can articulate the new threats and opportuni-
ties created by digital technology. Rethinking your traditional assets
through a digital lens creates new possibilities. Some assets will still
be useful; some won’t. New ones, such as data and insights, will be

sources of new value in a digital world. Whereas a functional approach
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sometimes works in a traditional transformation, digital transforma-
tion respects no organizational boundaries. You need to have aligned
executives who, as a team, have the authority to drive the change across

silos.

HOW WELL HAS YOUR ORGANIZATION
FRAMED THE DIGITAL CHALLENGE?

Table 9.1 (page 188) summarizes how to frame the digital challenge
in three key steps. Look at the central questions at each step, and give
an honest assessment of your company’s progress on a scale from 1 to 7
(1 = strongly disagree; 4 = neutral; 7 = strongly agree). For each of the
three steps, total your scores across the individual questions.

For each step, we have provided you with a target score that places
you among the Digital Masters. We've also provided a threshold below
which you should start taking action now to improve your situation. If
your score is in the Digital Master range, you are ready to move on. If
your score is in the middle range, reflect on why. Your team still needs
to work out a few things in the framing phase. If your score is in the
lower range, it is time for remedial actions. If it is well below, we rec-

ommend you conduct a full framing exercise with your top team.
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TABLE 9.1

How well has your organization framed the digital challenge?

Answer each question, using a scale from 1 to 7, where 1 = strongly disagree; 4 = neutral;
and 7 = strongly agree, and find the recommended action for your score.

Are you aware of the digital challenge? Score

Our senior leaders are aligned around the strategic importance of digital
transformation.

Our senior leaders agree on the pace of digital transformation in our
industry.

Digital transformation is a permanent fixture on our executives’ strategic
agenda.

Total score

Scoring: Over 15: you understand the digital transformation challenge; 9-15: isolate which part is not com-
plete, and work with your team to remedy; less than 9: need to consider specific team awareness exercises
and/or digital discovery programs.

Do you understand your starting point? Score

We understand which strategic assets will be most important in digital
transformation.

We understand how our own digital capabilities compare with those of our
competitors.

We have a clear view of the most important first steps in our
transformation.

Total score

Scoring: Over 16: you know where you are and what your transformation trajectory is; 7-16: build
alignment around a viable transformation path; less than 7: conduct a digital maturity assessment and a
scan of best practices.

Is your top team aligned around a shared digital vision? Score

Our senior leaders are aligned on a vision for the digital future of our
company.

Senior executives have a digital transformation vision that crosses internal
organizational units.

Our senior leaders have a digital transformation vision that involves radical
changes compared with the way we have traditionally done business.

Total score

Scoring: Over 16: you believe your team is aligned; 7-16: isolate the root causes of your concerns, and
work with your team to remedy; less than 7: start a structured senior executive alignment initiative.



CHAPTER 10

FOCUSING INVESTMENT

Becoming a Fashionista is easy. Everywhere you look, there are
opportunities to invest time, effort, and dollars into making your busi-
ness more digital. It is all too easy to invest in them all. The siren song
of digital technologies is a powerful one and can lead many companies
astray. But Digital Masters know their own direction and they stay the
course. They focus on the initiatives that will advance their vision and on
which the Digital Masters can build existing skills and assets. These ini-
tiatives contribute new digital platforms and infrastructure and are the
initiatives that Digital Masters can afford to invest in and see a return.
Digital Masters have a keen focus on the things that are important and
the discipline to disregard those that are not.

Focusing investment is where the rubber meets the road in digital
transformation. You will need to commit real money to fund initia-
tives, you will have to engage real people in making things happen, and
you will also need to keep everyone moving in the same direction. Our
research shows that many companies struggle to turn vision into real-
ity. In non-masters, 78 percent of respondents said that their senior
executives agreed on the importance of digital transformation. But only
40 percent said that their leaders were aligned on how to execute it.!
So, what does it take?
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As you focus your early digital transformation investments, be sure

to manage three areas carefully:

* Translating vision into action: Have you converted your digital
vision into strategic goals? Have you translated your digital
transformation priorities into a roadmap of initial activities?

* Building governance: Have you designed governance mechanisms

to steer your transformation in the right direction?

* Funding the transformation: Have you designed a balanced
portfolio of digital investments? Have you worked out the

funding mechanisms for your transformation?

FIGURE 10.1
The digital transformation compass: focusing investment

Sustaining the Framing the
digital transition digital challenge

Translate your

vision into action
Mobilizing the
organization

Build your
governance

Fund the
transformation
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HAVE YOU TRANSLATED YOUR
VISION INTO ACTION?

Translating your vision into a focused set of goals and initiatives is
the key starting point for implementing your digital transformation.
You and your team will have crafted a vision of your digitally trans-
formed company: what your company will stand for, how it will oper-
ate, and what you need to do to get there—or partly there. That vision
should start highlighting some of the major landmarks on your digital
transformation journey—how you improve the customer experience,
how you increase your operational performance, and how you adapt
your business model. The astute investments in digital capabilities—
the whar of digital transformation—have already been described in part
I of the book. But how do you turn vision into action?

Digital Masters first translate their vision into strategic goals that
point to what an achieved vision would look like. Second, they build a
roadmap of initiatives—a roadmap that starts guiding the organization

toward the vision.

Define What Good Looks Like

Translate your digital vision into top-down strategic goals that point
to what an achieved vision would look like. Articulate top-level goals
only. Specific KPIs will come later, once you have a detailed program.
For example, “By 2016, two-thirds of our customer contacts will come
from digital channels.” Or “Digital sales will represent 60 percent of
our total revenue in four years.” Or “In two years, we will have straight-
through processing of our claims, without manual interventions.”
Make sure your goals reflect what you are trying to achieve in a bal-
anced way. Your goals should not just be about financials, but should
also be expressed in terms of customer experience and operations as
well as the organizational capabilities you need to build. This strategic
scorecard will provide a basic template for your entire digital transfor-

mation efforts.
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There are several tools and methods available to help you construct
and manage this scorecard, such as the balanced scorecard method-
ology.? Many business management software tools can also help you
automate the process. But the key is to create enough time with your
top team to design and manage a scorecard that truly reflects what
“good” will look like once your vision becomes reality. Of course, you
will need to iterate and sometimes correct your course. But just like a
traditional compass, the scorecard will provide a point of reference with

which to navigate your digital transformation.

Build a Roadmap for Your Digital Journey

In a perfect world, your digital transformation would deliver an
unmatched customer experience, enjoy the industry’s most efficient
operations, and spawn innovative, new business models. There are
myriad opportunities for digital technology to improve your business,
and no company can entertain them all at once. The reality of limited
resources, limited attention spans, and limited capacity for change will

force focused choices. This is the aim of your roadmap.

Find Your Entry Point

Many companies have come to realize that before they can create a
wholesale change within their organization, they have to find an entry
point that will begin shifting the needle. How? They start by build-
ing a roadmap that leverages existing assets and capabilities, as we
discussed in chapter 9. Burberry, for example, enjoyed a globally rec-
ognized brand and a fleet of flagship retail locations around the world.
The company started by revitalizing its brand and customer experience
in stores and online. Others, like Codelco, began with the core oper-
ational processes of their business. Caesars Entertainment combined
strong capabilities in analytics with a culture of customer service to
deliver a highly personalized guest experience. There is no single right

way to start your digital transformation. What matters is that you find
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the existing capability—your sweet spot—that will get your company
off the starting blocks.

Once your initial focus is clear, you can start designing your trans-
formation roadmap. Which investments and activities are necessary to
close the gap to your vision? What is predictable, and what isn’t> What
is the timing and scheduling of each initiative? What are the depen-
dencies between them? What organizational resources, such as analyt-

ics skills, are required?

Engage Practitioners Early in the Design

Designing your roadmap will require input from a broad set of stake-
holders. Rather than limit the discussions to the top team, engage the
operational specialists who bring an on-the-ground perspective. This
will minimize the traditional vision-to-execution gap.’ You can crowd-
source the design, as we showed in chapter 6 with Pernod Ricard. Or
you can use facilitated workshops, such as “digital days,” as an effective
way to capture and distill the priorities and information you will need
to consider. We've seen several Digital Masters do both.

Make no mistake; designing your roadmap will take time, effort,
and multiple iterations. But you will find it a valuable exercise. It forces
agreement on priorities and helps align senior management and the
people tasked to execute the program. Your roadmap will become more
than just a document. If executed well, it can be the canvas of the trans-
formation itself. Because your roadmap is a living document, it will

evolve as your implementation progresses.

Design for Business Outcome, Not Technology

Technology for its own sake is a common trap. Don’t build your road-
map as a series of technology projects. Technology is only part of the
story in digital transformation and often the least challenging one.
For example, we described in chapter 6 how the major hurdles for
Enterprise 2.0 platforms are not technical. Deploying the platforms

is relatively straightforward, and today’s solutions are mature. The
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challenge lies in changing user behavior—encouraging adoption and
sustaining engagement in the activities the platform is meant to enable.

Express your transformation roadmap in terms of business out-
comes. For example, “Establish a 360-degree understanding of our cus-
tomers.” Build into your roadmap the many facets of organizational
change that your transformation will require: customer experience,
operational processes, employee ways of working, organization, cul-
ture, communication—the list goes on. This is why contributions from

a wide variety of stakeholders are so critical.

Think a Series of Sprints, not Marathons

The digital world moves quickly. The rapid pace of technology inno-
vation today does not lend itself to multiyear planning and waterfall
development methods common in the ERP era. Markets change, new
technologies become mainstream, and disruptive entrants begin court-
ing your customers. Your roadmap will need to be nimble enough to
recognize these changes, adapt for them, and course-correct.

To design an agile transformation, borrow an approach that has
become common among today’s leading software companies.* Keep
people committed to the end goal, but pace your initiatives as short
sprints of effort. Create prototype solutions, and experiment with new
technologies or approaches. Evaluate the results, and incorporate the
results into your evolving roadmap. Adam Brotman, Starbucks CDO,
explained the iterative process: “We didn’t have all the answers, but we
started thinking about other things we could do . . . I think it worked to
not go too far, too fast, but to keep a vision in mind and keep building
on successes along the way.”

This test-and-learn approach will require some new ways of work-
ing in its own right, but it enjoys some distinct advantages. By market-
testing ideas quickly before they go to scale, this approach saves time
and money. Its short cycle times also make it more adaptive to external
changes. Finally, it enables your transformation to sustain momentum
through small, incremental successes, rather the big-bang approach

of long-term programs. However, as we described in chapter 8, some
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efforts, such as your technology platform, are large enough that they
need a more traditional approach to understanding requirements and

delivering capabilities.

Put Dollar Signs on Your Journey

You need initiative-based business cases that establish a clear link from
the operational changes in your roadmap to tangible business benefits.
You will need to involve employees on the front lines to help validate
how operational changes will contribute to strategic goals.

The basic building blocks of a business case for digital initiatives
are the same as for any business case. Your team needs to work out the
costs, the benefits, and the timing of the return. But digital transforma-
tion is still uncharted territory. The cost side of the equation is easier,
but benefits can be difficult to quantify, even when, intuitively, they
seem crystal clear.

Building a business case for digital initiatives is both an art and
a science. With so many unknowns, you'll need to take a pragmatic
approach to investments in light of what you know and what you don’t
know.

Start with what you know, where you have most of the informa-
tion you need to support a robust cost-benefit analysis. A few lessons
learned from our Digital Masters can be useful.

Don’t build your business case solely as a series of technology
investments. You will miss a big part of the costs. Cost the adoption
efforts—digital skill building, organizational change, communication,
and training—as well as the deployment of the technology. You won’t
realize the full benefits—or possibly any benefits—without them.

Frame the benefits in terms of the business outcomes you want to
reach. These outcomes can be the achievement of goals or the fixing of
problems—that is, outcomes that drive more customer value, higher
revenue, or a better cost position. Then define the tangible business
impact and work backward into the levers and metrics that will indicate
what “good” looks like. For instance, if one of your investments is sup-

posed to increase digital customer engagement, your outcome might be
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increasing engagement-to-sales conversion. Then work back into the
main metrics that drive this outcome, for example, visits, likes, inqui-
ries, ratings, reorders, and the like.

When the business impact of an initiative is not totally clear, look
at companies that have already made similar investments. Your tech-
nology vendors can also be a rich, if somewhat biased, source of busi-
ness cases for some digital investments.

But, whatever you do, some digital investment cases will be trick-
ier to justify, be they investments in emerging technologies or cut-
ting-edge practices. For example, what is the value of gamifying your
brands’ social communities? For these types of investment oppor-
tunities, experiment with a test-and-learn approach, as we discussed
in chapter 8. State your measures of success, run small pilots, evalu-
ate results, and refine your approach. Several useful tools and meth-
ods exist, such as hypotheses-driven experiments with control groups,
or A/B testing.® The successes (and failures) of small experiments can
then become the benefits rationale to invest at greater scale. Whatever
the method, use an analytical approach; the quality of your estimated
return depends on it.

Translating your vision into strategic goals and building an action-
able roadmayp is the first step in focusing your investment. It will galva-
nize the organization into action. But if you needed to be an architect
to develop your vision, you need to become a plumber to develop your

roadmap. Be prepared to get your hands dirty.

HAVE YOU CHOSEN THE RIGHT
GOVERNANCE MODEL?

Defining your strategic goals and your implementation roadmap will
help you get everyone focused on the digital priorities—the priorities
you have selected for the positive impact they will have on your cus-
tomer experience or operations. Roadmaps help with the whar of digital
transformation but not with the Aow—the way you conduct your trans-

formation (discussed in part II). Earlier, we discussed in detail the need
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to craft a vision and how to do it. Later in the book, we will address
how you can mobilize your organization effectively and the need to get
IT and the business working in sync. But in this current stage, you need
to figure out how you will ensure that everyone keeps moving in the

right direction. This is where governance is useful.

Build the Right Governance

One of the major challenges of digital transformation is that there
is no single obvious owner of the transformation. Marketing? IT?
Operations? Your biggest business unit? In a complex company with
many different functions, business units, and geographic areas, who
owns the transformation can be a very difficult question to answer. But
not answering it is a recipe for failure.

Digital transformation engages a broad, cross-functional set of
stakeholders. Once those people are motivated (or once they see a big
pot of money available for spending), they’ll start moving in the direc-
tion they think is best. That direction may not be what’s best for the
company as a whole.

You need to steer the efforts of all of those people in a common
direction. And that takes governance. In our research, we have seen
that governance is an important driver of the profitability advantage
enjoyed by Digital Masters. But our research also showed something
else. No single governance model is right for every company. This is no
surprise, because research over many years has failed to find the single
best governance model for IT across all companies. Digital governance
is, if anything, even more complex than IT governance.

As we discussed in chapter 7, digital governance focuses on two
clear goals—coordination and sharing—whatever your company is.
And there are some common mechanisms to help you make it work.
In creating your digital governance model, you'll need to decide what
you want to coordinate and share. Then you'll need to figure out how
to make it happen in your company. Finally, you'll need ways to know

when to adjust your governance over time.
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Decide What You Need to Coordinate and Share

Start by identifying the behaviors you want to encourage or discourage.
What do you want to coordinate across the company? What do you
want to share? Consider all of the investments, resources, and activities
in your roadmap.

First, ask yourself, “What resources should we be sharing or coordi-
nating across groups?” Sharing resources like digital technology plat-
forms, talent, data, or other digital assets can offer economies of scale.
However, sharing requires extra effort to ensure that the resources
meet the needs of the groups that are sharing them. You might choose
instead to allow some resources to exist in each business unit, but coor-
dinate their activities. And some may work perfectly well without coor-
dination, at least in the short term.

A second question to ask is, “What initiatives should be shared or
coordinated across the company?” Should you take on a single social
media strategy for all your company’s products or allow each brand to
design its own? If each brand designs its own, should the brands coor-
dinate their technologies or vendors? Should they work with common
standards? Should they develop interfaces so they can work together?

Research shows that centralized control of a standardized platform
can provide both efficiency and agility simultaneously.” Conversely, too
much autonomy can lead to spaghetti, which reduces efficiency, creates
risk, and decreases agility.®

Standardized systems and processes can provide economies of scale
to all units, while allowing each unit to build extensions on top. For
example, the Caesars online platform is standardized, allowing the
company to manage it efficiently and to easily make changes that affect
all units. But employees in each hotel can customize their websites’
style, information, and marketing campaigns and can even build exten-
sions on top of the platform to meet local needs.’

Also be sure that your choices of sharing and coordination do not sti-
fle innovation. You want to build economies of scale and drive out unnec-

essary complexity, but you also want to allow business units some leeway
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to find new ways of working. Your processes can make exceptions to allow
experiments to happen, or possibly even seed innovative activities.
Finally, consider whether sharing and coordination should be man-
datory or optional and at what level of the firm. P&G prides itself on the
entrepreneurial autonomy of its business units, but mandates strict coor-
dination and sharing of processes such as finance and HR. Meanwhile,
business unit leaders can opt in to other services such as innovation and

brand management if they feel doing so would benefit them.™

Choose Mechanisms to Meet Those Goals

Some of the coordination and sharing you desire will occur naturally as
part of the way your company works. But much of it won’t. The design
of your organization may lead to unwanted behaviors. Some units will
optimize for their own needs instead of the company’s needs. Others
will follow the standard way of working without thinking about how
to innovate it. Still others will shut down innovation in a too-intense
desire to standardize.

If governance is not someone’s job, it won’t happen. For example,
Adam Brotman of Starbucks, explained: “Before the CDO position
was created, my job was web, mobile and social media . . . [I]t wasn’t
global digital marketing, it wasn’t card [Starbucks Cards and mobile
payments], and it wasn’t loyalty. Those were in three different groups
separately in the organization. We realized those were all one thing,
they all work best together and if you listed the vision for where we
wanted to go with digital, it was encompassing all those things.”"!

Chapter 7 highlighted in detail several mechanisms you can use to
make governance happen. To design your digital governance model,
select the mix of mechanisms that will encourage the right behaviors in

your organization.

Governance Committees

These bodies are the simplest to implement. However, because they are

)«

no one’s “day job,” committees are limited in what they can accomplish.
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Committees can be a useful starting point, but usually need to evolve to

another mechanism.

Digital Leadership Roles

No major change effort happens without someone in charge. Many
companies make digital transformation someone’s day job by nam-
ing a chief digital officer (CDO) or an equivalent role. Unless you just
want light coordination, you need to give teeth to the digital leader role
by appointing a senior executive. Who that executive reports to, and
what authority he or she has, matters a great deal. The executive’s net-
work of informal contacts can also be very helpful. Also consider how
you can use formal liaison roles to help drive the change across your

organization.

Shared Digital Units

These groups are effectively shared service units for the digital age.
Rather than trying to bridge the gaps in the digital activities of IT,
marketing, and other groups, shared digital units allow you to integrate
their activities into a single group. These units are typically stand-alone
and manage their own budget and resources. Shared units can act as
a powerful accelerator for your transformation. But they are the most

resource-intensive of all the mechanisms.

Plan to Evolve Your Governance Model

If no single governance model is right for every organization, another
point holds true too. No governance model is right forever. As your
digital capabilities improve, and as your governance models take hold,
you'll find that you need to make some adjustments.

Pay attention to the coordination and sharing behaviors that you
want to encourage. How well is your governance model making them
happen? As business units learn that shared digital resources work well,
you may be able to relax some of your more heavy-handed enforcement

mechanisms. You might devolve centralized skills and initiatives to key
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business units. On the other hand, you might want to go the other way,
expanding the role of your digital unit to drive even more sharing and
coordination or launch new digital products.

Also pay attention to the negative consequences of your governance
model. Are small business units getting enough attention? Are your
governance processes too bureaucratic? Are your standards squeezing
out innovative ideas that might be useful? Is a decentralized approach
preventing you from sharing some practices developed by different
business units?

Finally, think about your digital leaders. Do you need to augment
your steering committee with a full-time CDO to drive changes in cul-
ture and governance process? If the organization is starting to adopt
the right behaviors naturally, should you evolve the role of the CDO
from strong governance toward something different—maybe driving
innovation? Do you still need a strong enterprise-level CDO, or can
unit-level CDOs work with a committee or shared unit to drive the
coordination and synergy you need?

No governance model is perfect; they all need tuning. And over
time, they will all need to evolve as you work to drive new behaviors

and use your resources most effectively.

DO YOU HAVE THE FUNDING MODELS
FOR YOUR TRANSFORMATION?

Digital transformation might be a strategic opportunity for your
company or, sometimes, it may be a response to a burning platform.
Regardless, the transformation will always need serious investment.
You and your team have defined your strategic goals and the financial
justification for your roadmap. Now, you need to build a balanced view
between long-term capability building and short-term return. You also
need clarity on the sources of funding. Finally, you need to ensure that
the metrics used for your transformation make sense up and down the

organization.
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Manage Your Digital Investment Portfolio

You need to build an investment portfolio that balances the goals of
your vision with the desired combination of short- and long-term pay
off. A wide body of research covers IT portfolio management princi-
ples and classifies technology investments.'? In our research, we have

consistently observed four broad types of digital investments.

Foundational Investments

Foundational investments are the table stakes for the strategic success
of your transformation. Without them, you may find it can become
difficult to make any scalable progress at all. They are the core systems,
platforms, or tools that you need to enable advances in digital customer
experience or operations. Often, these investments are too costly, or
their benefits too distributed, to be absorbed by one unit’s P&L (profit
and loss) alone.

A large global company, for example, invested in a global content-
management platform to unify the flow of content between its diverse
business units. None of the business units could justify the benefits on
their own; the benefits were at the corporate level, including an aggre-
gate of smaller returns in each business. The company’s CEO under-
stood that this investment was on the critical path of his company’s
transformation. Rather than build the business case for each unit sepa-
rately, he made an executive decision to invest in the new platform.

Foundational investments do not lend themselves to detailed ben-
efits cases. They require a leadership call. Hence, they are often funded

centrally.

Maintenance Investments

Although maintenance investments do not help advance your digital
capabilities, they are nevertheless essential to keeping the business run-
ning or minimizing risk. They may also be driven by external factors,

such as regulatory and compliance requirements. Upgrading website
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functionalities, providing compliance analytics to regulators, or funding

security applications would fall in this category.

ROI-Driven Investments

ROI-driven investments are tightly linked to your transformation
roadmap. They are usually project-based with a clear line of sight to
KPI improvements and ROI targets. These investments are generally
managed within the normal financial planning cycle of your organiza-

tion but may come from a separate digital fund or account.

Early-Stage Innovation Investments

By definition, early-stage investments are more speculative and their
returns are highly variable. For example, these investments can fund
incubators, digital labs, research partnerships, or specific experiments.
Manage these as if you were a venture capitalist: select the most prom-
ising projects, kill losers early, and maximize the commercial value of
winners.

Manage a portfolio that balances long-term capability building
with short-term ROI. To start, map out the percentages that you cur-
rently allocate to each category. Then discuss with your team what
the optimum balance needs to be to accelerate your digital transition.
Often, investments in digital transformation are an easier sell when
they are budget-neutral or generate at least as much value as they con-
sume. Consider using cost savings from industrializing IT to fund
other digital initiatives in the portfolio, such as those focused on build-
ing new capabilities or developing innovative new products. In other

words, squeeze the old to fund the new.

Exploit Various Funding Mechanisms

Assuming your company is like most, you will have more demand for
financing your digital transformation than funds available. The trick

here is to diversify your sources of funding. There are many funding
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mechanisms available, but most fall into one of three basic models:

central, local, and partner-supported.

Central Investments

Your company may need to make central investments when the services
provided are owned by a central function or when you need to coordi-
nate between entities, to leverage the investment. This will often be the
case for your foundational digital investments. Central investments can

also be used to fund your innovation—such as seed funds or incubators.

Local Investments

When projects within your roadmap are directly benefiting specific
parts of the business, local investments work best. An example may be
an e-commerce application for one of your brands. You need to ensure
that, when possible, you leverage locally funded implementations across
the wider business. If the potential for enterprise-wide leverage is sub-
stantial, you can offer a central subsidy for a local effort. Or, you can
pay a royalty fee back to the unit in an app-store type of model when
the application is used by others.

Partner-Supported Investments

Partner-supported investments come in several flavors. You can get a
partner to support an initial investment in exchange for a minimum
service volume and duration commitment. You can ask your partner
for performance-based investments. You can sell or lease assets (physi-
cal or IP) to a partner to fund new investments. Or, if your partner is
launching new technologies, you can act as a showcase pilot for their

marketing in exchange for a substantially reduced investment.'

Don’t Let Transformation Goals Get Lost in Translation

Executives speak the language of strategy, cost, and revenue.
Employees on the front lines speak the language of product, work flow,
and click-throughs. A survey by CFO Research Services found that
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only 36 percent of finance executives agree that the metrics they use
to assess technology investment are commonly understood across the
company.'* Clearly, something is lost in translation between strategic
measures of success and operational KPIs.

That translation also needs to work both ways. Senior leaders need
to understand how operational improvements drive real business per-
formance. As one high-tech executive said, “When the marketing guys
came up with their click-through rate, cost-per-thousand impressions,
and sentiment-analysis metrics to justify their investment, I could tell
that the whole board had no clue what they were talking about. The
outcome became obvious.”

Strategic goals need to be understood in terms that make sense to
on-the-ground employees. Likewise, operational and customer expe-
rience improvements must be translated into financial benefits that
can be tracked and understood at senior levels. But as a senior leader,
your role is to ensure that both groups speak a common language when

developing the investment and funding case for your transformation.’

DO YOU HAVE A SHARP FOCUS?

Success in digital transformation is as much about what you don’t do as
what you do. In the context of so many opportunities to digitize your
business, it’s easy to become distracted by the latest shiny object. But
when it comes to making real strategic commitments, investing real
dollars, and involving real people, only a focused approach to digital
transformation delivers real business value.

Play to your strengths. Leverage existing assets and capabilities
to build your roadmap. Build governance mechanisms to steer the
transformation and maximize its return. Be clear about your funding
models. These steps are critical to turn your vision into action. The
next step is to mobilize your organization to make it happen. In chapter
11, we'll show you how to do it.

So what’s new about focusing investment in the digital world?

You need to design an agile transformation roadmap to cope with the
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velocity of digital change. You may need to appoint a person to serve
as chief digital officer. Since different units, such as marketing, may be
more willing to fund digital efforts on their own, coordination is even

more important than for other technology investments.

HOW WELL HAS YOUR ORGANIZATION
FOCUSED ITS INVESTMENT?

Table 10.1 summarizes how you can focus investment in three key
steps. Look at the central questions at each step, and give an hon-
est assessment of your company’s progress on a scale from 1 to 7
(1 = strongly disagree; 4 = neutral; 7 = strongly agree). For each of the
three steps, total your scores across the individual questions.

For each step, we have provided you with a target that places you
among the Digital Masters. We've also provided a threshold below
which you should start taking action now to improve your situation.
If your score is in the Digital Master range, you are ready to move on.
If your score is in the middle range, reflect on why. Your team still
needs to work out a few things in the investment-focusing phase. If
your score is in the lower range, it is time for remedial actions. If it
is well below, we recommend you start now to fundamentally rethink

your investment process for digital transformation.
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TABLE 10.1

How well has your organization focused its investment?

For each of the three questions, rate your company, using a scale from 1 to 7, where 1 =
strongly disagree; 4 = neutral; and 7 = strongly agree, and find the recommended action

for your score.

Have you translated your vision into action?

Score

We have a top-down strategic scorecard to guide our transformation.

There is a high-level roadmap for digital transformation.

Our roadmap encompasses all organizational changes required, not
just technology changes.

Total score

Scoring: Over 17: your roadmap and scorecard are in good shape—focus on engaging your people in
executing; 7-17: review your roadmap and scorecard for content and alignment; less than 7: you need to

conduct a full review of your scorecard and roadmap processes.

Have you chosen the right governance model?

Score

Digital initiatives are coordinated across silos such as functions or
regions.

We are clear on what needs to be coordinated and what needs to be
shared across the enterprise.

Roles and responsibilities for digital initiatives are clearly defined in
the company.

Total score

Scoring: Over 15: your governance model is in good shape; 8-15: check governance principles and/or pro-
gram leadership; less than 8: you need to design or rework your governance principles.

Do you have the funding models for your transformation?

Score

Our business cases and key performance indicators are linked to our
roadmap.

We balance our portfolio of digital investments between long-term
capability building, short-term return on investment, and experiments.

We have a diversified funding model.

Total score

Scoring: Over 16: your digital funding process is strong; 8-16: ensure that your portfolio, funding, and
business case are aligned; less than 8: you need to rework your investment and funding case.







CHAPTER 11

MOBILIZING THE
ORGANIZATION

Large, transformative change programs only succeed when leaders are
able to earn employees’ trust, engage them, and mobilize them into
action. Digital transformation is no different. However, surprisingly,
our survey shows that 64 percent of employees still do not feel that
senior leaders have adequately shared a vision for digital transformation
with everyone in the organization.! So, what can we learn from Digital
Masters? To mobilize your organization and achieve high impact, ask

yourself three fundamental questions:

* Signaling: Are you marketing the ambitions and the benefits of

digital transformation sufficiently clearly to the organization?

s Earning the right to engage: Are you building sufficient momen-
tum with employees by co-creating solutions and involving

those who will have to make the change happen?

o Setting new behaviors: Are you actively encouraging a culture
shift by using digital technologies to change the way people
work and collaborate?

Crafting programs to answer these three questions will substantially

increase the chances of success of your digital transformation efforts.
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FIGURE 11.1

The digital transformation compass: mobilizing the organization
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Of course, the effort is not just up to you. The entire leadership team

should be on board for this journey.

ARE YOU SIGNALING YOUR
AMBITIONS EFFECTIVELY?

In chapter 9, we discussed the need to both mobilize your top team on
the impact of digital transformation and align around a future vision.
But there is a tougher crowd to get on board—your entire organization.
You need to become the marketing manager for your transformation

ambitions. How? Send clear signals to the organization early. Make
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sure the value proposition you craft is clear and has meaning for
individuals and functions. And then, market the ambitions at scale

using all channels available.

Send Signals

Put your transformation process in motion early by sending unequiv-
ocal internal and external signals about the importance of the digital
phenomenon and the resulting changes that are expected. The signals
can take several forms. Some are metrics- or performance-driven, such
as the CEO’s declaration that Pages Jaunes would shift from hav-
ing roughly 30 percent of its business online to more than 75 to 80
percent within four years.” Some signals can also be organizational.
We've seen the COO of a large division within a global company be
appointed for the CDO role within the same unit, sending a strong
signal throughout the firm. Other signals relate to visible branding of
the transformation to all the firm’s stakeholders—as L’Oréal did when
the CEO announced 2010 as the “digital year.” You can send signals
in many ways; what matters is that you do it visibly to start mobilizing

your organization.

Explain Benefits Clearly

But sending signals to employees is not enough. To market your ambi-
tions effectively, you also need to explain the benefits and make digital
transformation meaningful to key individual constituents. Put your-
self in their shoes, and ask yourself, “What’s in it for me?” Traditional
financial and competitive logics are important but not sufficient to
engage employees’” hearts and minds. You need to articulate how digi-
tal transformation will improve the way people do their jobs—making
their work easier, better, faster, or more fulfilling. You also need to
adapt those messages for your different organizational communities.
For example, explain to your finance department how digital tools will

increase the visibility and accuracy of financial reporting; show your
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marketers how to get a more refined, data-rich view of their customer
segmentation. Position the benefits of digital transformation in terms
that make sense to the individuals who will be critical in making your
vision a reality.

Facing a sharp decline in market share because of new competition,
a global mobile operator redefined its vision: to become the first truly
digital brand in the mobile market. To mobilize the organization, the
company produced and distributed a video program on all its internal
platforms. Board members and the top 150 executives then engaged
in an open dialogue with employees and individual functions—using
an internal social network—to explain the scale of change, the result-
ing customer benefits, and how work practices would improve and to
solicit employee feedback and ideas.

Giving your digital transformation a meaning for each constituent
and function will substantially increase people’s engagement. As employ-
ees understand which part of the digital vision they can actively contrib-

ute to and how it can benefit their work, they will become advocates.

Use All Available Communication Channels

To mobilize at scale and ensure that the change is understood by all
employees, use all available digital platforms within your organiza-
tion—video, enterprise social networks, webcasts, intranets. Use your
traditional channels as well. And encourage open feedback and dia-
logue. Reaching out to all employees in this way will create the scale,
but remember, these tools are only carriers of the message. You also
need to work on the message itself. What counts is authenticity. Show
that you care about people’s contribution to making the vision a reality
and that you value the increased dialogue. Your internal communica-
tion and HR departments can be great allies to ensure the success of the
mobilization. Enroll them in putting a two-way communication plan

together. Then craft the right messages, and design a process to analyze
the feedback.
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HAVE YOU EARNED THE RIGHT TO ENGAGE?

Creating organizational momentum at scale is not a given management
right; you need to earn it! How can it be done effectively? Do four
things consistently. First, encourage the leadership of the company to
become role models—actively promoting the behaviors that represent
the new vision. Second, co-design a detailed implementation plan of
the transformation with the people responsible for its success. Third,
identify and engage early the true believers, those transformation
champions who are willing to take risks in making the change a real-
ity. Finally, find early quick wins of how digital can visibly improve the

business, both internally and externally.

Walk the Talk

Mahatma Gandhi famously stated, “Be the change you wish to see in
the world.” This holds true for leading digital transformation. As a
leader, you can influence the transition to digital by becoming a role
model for the most important managerial decisions. An executive at
Pfizer put it this way: “The way we are approaching it is to say “Think
digital first,” so everything we create, every piece of content, every piece
of information we have, should be accessible digitally.”* By acting as a
role model for the desired change and encouraging your colleagues to
do so, you take the first important step in earning the right to engage
your employees. As described in chapter 6, Coca-Cola faced huge chal-
lenges when it deployed its internal social collaboration platform. Only
when Coke’s executives became engaged on the platform did the com-
munity become active. “With executive engagement, you don’t have to
mandate activity.”

For some tech-savvy business leaders, the act of being a role model
will be obvious; for others, it might feel unnatural. But it is worth per-
severing. The benefits of executive engagement far outweigh the effort

over the long run.
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Co-create Your Transformation

Digital technologies allow you to co-create your transformation with
people up and down the organization more easily than ever before.
Pernod Ricard opened up the dialogue with its employees to co-create
its entire digital roadmap. Not only is crowdsourcing a good way to
generate new ideas and increase the quality of your transformation
design, but it is also engaging.

In June 2013, Société Générale, the French-based global bank,
mobilized sixteen thousand employees in nineteen countries to shape
its detailed transformation plan.® The bank focused the exercise on the
three core streams of its transformation roadmap, namely, improv-
ing customer experience, changing the way employees collaborate,
and investing in the right I'T systems to support the change. Using its
internal social network, the bank gathered more than a thousand initia-
tives, which were reviewed and analyzed concurrently by thousands of
employees. The most promising were presented to the CEO and the
top team for final validation and integrated into the bank’s transfor-
mation plan. Little buy-in was needed by the business after that. As
Frederic Oudéa, Société Générale’s CEQO, explained, “There will be
no overnight revolution in our digital transition; we must encourage

business-led initiatives from the front line.””

Identify Your Digital Champions

Identifying your true believers within the organization will help scale
your mobilization efforts and multiply their impact. Digital Masters
leverage their digital champions through both formal and informal
roles. These individuals have bought into the vision, the strategy, and
the resulting need for transformation. They are essential to connect
the top-down digital initiatives with the various dimensions of the
organization—regional, functional, business lines, brands, and the like.
They ensure that the part of the organization they champion remains

engaged and that its specific needs and contributions are represented at
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the corporate level. No matter what their age or tenure in the company,
digital champions are both technology savvy and business savvy. They
network well and create horizontal influence to help you implement the
transformation across silos. Look after your champions well. They will,
most likely, be your organization’s future digital leaders.

But why should middle management not lead the digital
change? This is a tricky issue in many firms. As conversations move
online and information is transparent and more freely available,
middle-management roles in traditional hierarchical structures may
need to evolve. Some middle managers may become great digital cham-
pions, but many others won’t. This is particularly important in firms
where the digital divide—the gap between digital-savvy managers and
those who aren’t—is important. You will have to tackle this leadership
challenge early. Digital champions are essential to the success of your

digital transformation.

Identify Quick Wins

Finally, earning the right to engage the organization is about getting
results fast. You will need to stop telling, and start showing, early.
Quick wins are a good way to motivate believers and to silence naysay-
ers. But you need a formal process to identify the wins, to elevate their
visibility, and to celebrate them.

This is where pilots and experiments can help. Luckily, digital
technology allows for very effective and low-cost targeted experiments.
Unlike celluloid films, digital photography allows you to take multiple
shots and experiment with different angles and lighting conditions
with next to zero risks. Similarly, digital technology allows you to
experiment with the business and iterate more effectively. Find a pocket
of efficiency gains in operations, make a better decision through an
analytics pilot, or generate better sales results in a regional retail experi-
ment. Quick wins like these will speak volumes and help mobilize your
organization. And if you can scale those quick wins, it will also generate

huge benefits to the organization.
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ARE YOU SETTING NEW BEHAVIORS
FOR THE ORGANIZATION?

Digital technologies are transforming our traditional ways of working.

New ways of collaborating, communicating, and otherwise interacting

are changing the moral contract between companies and employees.
Michelle Pattison, global agile workplace director at Unilever,

explained:

How employees receive communication and interact with their
colleagues and employers, in a company like Unilever, has been
changing fast, enabled by the technology we have at our finger
tips today. In our traditional ways of working, as with so many
businesses, time and attendance were the key measurement of
employees. There was no argument about where you worked and
when you worked. At Unilever, we have introduced our “Agile
Working” program, which values the performance and output
of our people. For us, time and attendance are artificial barriers
that can be removed allowing employees to have a far greater say
in how they work. It builds our capability around the world, it
safeguards business continuity and keeps a far more diverse pool of

talent in our business. It is a win-win all round.®

The exact shape of the future digital organization is not yet
clear. What is evident is that new ways of working, powered by digi-
tal technologies, are evolving the cultures and work practices within
organizations. And over time, they will also change how organizations
are structured and function. What are the drivers?

Digital technology is fostering a more transparent sharing of
information up and down, but also across the organization. Forums,
communities, and new data flows are improving collaboration and
decision making. Online meetings, webcasts, and video communi-
cations are allowing employees from all functions, and regardless of

location, to come together to solve problems or innovate. Traditional
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internal processes have gone self-service, giving flexibility to employees
to arrange their work at will—whether people are booking a flight, fil-
ing expenses, or updating the weekly sales forecast.

We've seen many Digital Masters actively evolving their culture
toward building such high-performing digital businesses. It does not
happen randomly; it needs leadership. Your organization will have to
adapt to these new ways of working and the resulting cultural evolution.
How do you start? First, it’s about driving new behaviors—what you
reward and what you don’t. Second, it’s about encouraging adoption to
ensure your technology investments benefit the business as intended.
Third, it’s about tolerating failure and learning from it. And finally, it’s

about making new ways of working become the routine.

Make Visible Changes to Work Practices

Adapting work practices and evolving culture involve a multitude of
small changes in behavior from the top. Top-down communication,
no matter how inspiring, is not enough. There is no silver bullet, but
action and role modeling speaks louder than words.

Question your intuition—ensure that your most important man-
agerial decisions are based on the power of data and analytics. Fight
against organization fragmentation and silo-based thinking. Encourage
the transparency, core process standardization, and operations effi-
ciency that digital technologies provide.

Conversely, lead from behind, and adopt an encouraging style, to
allow self-organizing teams to solve problems, innovate, and further
your vision. This is management innovation powered by digital tech-
nologies and committed leadership. Do this successfully, and you will
start to weave a new cultural signature within your organization.

Most CEOs talk about the need to be customer oriented. But
Richard Branson, CEO of Virgin Group, was proactive about it. He
invited his 2.3 million Twitter followers to pose questions about his
company using the hashtag #AskRichard. By inviting the outside world

into a dialogue, he sent strong signals externally but also internally.’
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To advance your culture, sometimes you need to accept a level
of risk. Peter Aceto, CEO of ING Direct in Canada, did just that.
Using the company’s internal social network, he encourages employ-
ees to vent their frustrations about the company directly with him.
He explained: “We may not have solved major business issues by hav-
ing this bitch session, but with my support, employees know that it
is safe to be heard, and that dialogue is encouraged and feedback is
actionable. And my senior team is reminded of the power that resides
in having real conversations, honesty and open debate. Whether it is
the Pandora’s Box or a big can of worms you’re opening, the point is
the cans exist, the conversations take place and there’s always room

for improvement.”*

Encourage Adoption, Not Deployment

A great way to fail in your digital transformation is to focus on the
deployment of technology rather than its adoption by business users.
Sound obvious? Yet how many millions of dollars have been spent
on analytics technology with no visible improvements—or even any
changes—to the way decisions are made within a business? How many
companies have deployed internal social networks with great fanfare
only to see a slow take-up or a huge slowdown after a few months?

The way some companies typically introduce these platforms to
their organizations is partly to blame. Implementations that measure
success in terms of live sites or licenses focus only on deployment, not
adoption. They miss the true value of their digital investments: col-
laboration among actively engaged users, smarter decision making,
increased sharing of best practices, and, over time, sustained behavior
change. The result is often widely deployed internal applications that
no one actually uses effectively. Why does that happen?

There are three main reasons. First, these kinds of digital pro-
grams are all too often treated as technology implementations. Poor
technical leaders may measure success on deployment metrics, while

considering true business adoption as someone else’s job. Second,
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platform vendors often oversell the promise of instant change through
digital technology. They make their money selling products and soft-
ware, rarely by getting them used at scale. And finally, user adoption
programs cost money.

Your true ROI will come from embedding new work practices into
the processes, the work flows, and, ultimately, the culture of organiza-
tions. Even when the value of adoption is understood, cost contain-
ment often takes over. Faced with limited budgets, companies focus on
the most tangible part first—deploying the technology. The difficult
training and organizational change required for full adoption is left for
later, and often, “later” never comes.

This partial implementation drives negativism and can potentially
threaten a big part of your digital transformation program. Business
users do not see the value and fail to engage in the new digital plat-
forms. The platforms are themselves blamed for the failure. Cynicism
sets in. Every additional digital investment is negatively scrutinized,
and the whole digital transformation program slows down.

Encouraging employees to adopt digital tools and technologies,
and doing so visibly, through role modeling, gamification, rewards, or
any other methods, can have a significant impact on behaviors. When
adoption programs are well implemented, the benefits become obvious.

Bayer’s material science CIO, Kurt De Ruwe, explained how the
introduction of a social platform created an irreversible movement:
“You can’t stop it. Once you make it available to people on the right
platform the magic happens . . . Why do I participate? If you don’t do
it then your internal employees will find a way of leading themselves.
Micro-blogging is basically engaging with just anybody in the organi-
zation that wants to engage with them. That is totally creating a differ-
ent culture environment in the organization. Sometimes, if people ask
me to quantify in euros or dollars what the platform has delivered to
us—I tell them to look at the change of mindset, the open information
sharing, and how quickly information passes around Bayer. Things
that otherwise may have taken two or three weeks to uncover, now take

hours.”!!
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But business adoption of digital tools does not happen naturally.
It has to be led. So what do you need to do? It often starts with doing
tewer things better. You need to plan for adoption from the start—
taking into account people, process, and structural changes. Align
the investment required to achieve your intended benefits. It will cost
money. Aligning rewards and recognition is good practice. And as
we’ve shown earlier, so is leading by example.

Organizations that focus on the business adoption of digital tools
get better returns. Your active leadership in adoption will ensure that

your digital technology investments benefit the business as intended.

Learn to Fail

With the speed of technology change, your go-to-market and opera-
tional processes will often be catapulted into uncharted territory. Not
everything you try will succeed. The adage “Fail fast, fail cheap, fail
often” is not new, but is very relevant to the business adoption of digi-
tal technology. Of course, it’s not about encouraging failure. It’s about
promoting a culture where teams can learn quickly and smartly.

Experimentation can steer you in the right direction. Digital
technology enables a multitude of ways to experiment with new busi-
ness ideas, at relatively low cost. With the right control mechanisms
in place, it also provides a continuous stream of data to measure, learn
from, and enable adaptation. Time to market becomes more impor-
tant than perfection. Invariably, despite well-executed experiments,
some initiatives will fail to deliver as planned. But this is part of the
game.

The important thing is to learn from these failures and, in subse-
quent attempts, leverage the knowledge gained. Kim Stevenson, CIO
of Intel, instituted a simple program to encourage informed risk-taking
in her organization. She distributes small cards that read: “I took a risk,
it failed, and I learned something and applied it.” Each card is a license
to experiment and take a risk. When a project fails, team members turn

in a card to their manager; managers then decide whether to give the
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card back.? Failure can be a learning opportunity—consider it part of
the process.

Institutionalize New Work Practices

Use the power of digital tools to the limit of their capabilities.
Encourage new work practices to become the routine way your orga-
nization works. Sourcing your internal crowd can both help harness
the power of your organization and send a signal that everyone mat-
ters, not just the select few on the management committee. Sainsbury,
the British-based retailer, runs a panel of more than two thousand
employees who give feedback every month about key managerial deci-
sions.”® Even the process of innovation is being transformed by new
digital tools: crowdsourcing, broadcast search, and open innovation. So
you need to institute these tools one by one across your organization in
search of productivity and efficiency.

But how do you make these changes stick and become routine?
You need to adapt your management and people processes to insti-
tutionalize the new practices. This should be a key opportunity for
your HR or organization development functions to take a leadership
role in the transformation. Unfortunately, our research shows that all
too often, the employees in these functions don’t rise to the task. So
challenge them and ask yourself, “Do I have the right support for my
ambitions?”

You have signaled the change to your organization, you have
engaged communities and champions, and you are actively cultivating
new behaviors to move closer to a digital business. Your mobilization
task should be well on its way.

So what’s new with mobilizing in digital transformation? You
can mobilize at scale, whatever the size or complexity of your orga-
nization. You can co-design your transformation plans by engaging a
wider community. Digital champions who drive the change can be of
any age or tenure, not just senior leaders. Even more than in the past,

experimentation and tolerance for failure are part of the digital game.
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HOW WELL HAS YOUR ORGANIZATION
BEEN MOBILIZED?

Table 11-1 summarizes how you can mobilize your organization in
three key steps. Look at the central questions at each step, and give an
honest assessment of your company’s progress on a scale from 1 to 7
(1 = strongly disagree; 4 = neutral; 7 = strongly agree). For each of the
three steps, total your scores across the individual questions.

For each step, we have provided you with a target that places you
among the Digital Masters. We've also provided a threshold below
which you should start taking action now to improve your situation. If
your score is in the Digital Master range, you are ready to move on. If
your score is in the middle range, reflect on why. Your team still needs
to work out a few things in the mobilizing phase. If your score is below
the average of the rest of the sample, it is time for remedial actions. If it
is well below, we recommend you design and conduct a full mobiliza-

tion program with your top team.
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TABLE 11.1

How well has your organization been mobilized?

For each of the three questions, rate your company, using a scale from 1 to 7, where 1 =
strongly disagree; 4 = neutral; and 7 = strongly agree, and find the recommended action
for your score.

Are you marketing your ambitions clearly enough? Score

Our senior leaders are actively promoting a vision of the future that
involves digital technologies.

Our senior leaders and middle managers share a common vision of
digital transformation.

Our employees understand the benefits of change.

Total score

Scoring: Over 17: you are doing a good job of marketing your ambitions; 7-17: isolate which part is not
satisfactory, and work with your team to remedy; less than 7: consider developing a specific program for
signaling the ambition.

Are you building sufficient momentum within the Score
organization?

There are opportunities for everyone in the company to take part in
the conversation around digital initiatives

We have identified the "true believers" who will help mobilize the
organization.

We are building momentum through quick wins.

Total score

Scoring: Over 16 : you have built sufficient momentum in the organization; 8-16: you need to look at which
component of engagement is below par, and remedy this component; less than 8: you need to design and
conduct a full engagement program.

Are you actively encouraging a digital culture shift? Score

Our senior leaders act as role models in the adoption of new
behaviors.

We tolerate and learn from failure in our digital initiatives.

We are promoting the necessary culture changes for digital
transformation.

Total score

Scoring: Over 16: you have started to shift your organization’s behaviors and culture; 7-16: understand the
root causes of your concerns, and work with your team to remedy problems; less than 7: you need to start
working to create a cultural shift.






CHAPTER 12

SUSTAINING THE DIGITAL
TRANSFORMATION

Large transformation programs often fail to reach their goals because
they lose their momentum. Digital transformation is no different. It’s
easy to stay motivated in the early days—T-shirts, baseball caps, regu-
lar video communications, visible engagement programs, quick wins,
best practices sharing, and new leadership roles. But as time goes by,
change fatigue sets in and new ways of working begin to give in to the
old way of doing things.

This is the time where skills gaps become obvious; where unaligned
metrics and incentives get in the way of doing the right thing; and where
leadership teams, busy planning the next strategic move, too often assume
that the digital transition is flying on autopilot on its way to completion.

These can be dangerous times. Until new digital practices are rooted
into your customer experience, your operations, and your ways of working,
there is a real danger that the momentum of your digital transformation
will start faltering. Without a concerted effort to sustain the transforma-
tion program, your vision and your business objectives may be at risk. Joe
Gross of insurer Allianz Group explained: “I think the top challenge for
Allianz will be to maintain and accelerate the momentum that we have
already generated. It’s still an evolving process—we cannot hope to see

immediate results. It’s also easy for organizations to slip back into old,
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familiar patterns. The challenge for us is not to go back to our comfort
zones and instead always keep looking for new digital opportunities.”
What can we learn from Digital Masters about making digital
transformations sustainable? Ensuring that you are managing three
aspects of your digital transition will help sustain the momentum of

your transformation. Ask yourself the following questions:

* Building foundation capabilities: Do you have a plan for a ramp-
up of digital competence within your organization? Do you
have a well-structured digital platform? Do you have strong

I'T-business relationships?

FIGURE 12.1

The digital transformation compass: sustaining the digital
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* Aligning reward structures: Are your incentives, rewards, and

recognitions aligned to your transformation objectives?

* Measuring, monitoring, and iterating: Do you have a
management process that allows you to measure and
monitor the progress of your digital transformation?

Do you have enough visibility to adapt your course as
needed?

ARE YOU BUILDING FOUNDATIONAL
CAPABILITIES?

Technology innovation is outpacing many firms’ ability to build
organizational capabilities fast enough. In chapter 8 we showed
that Digital Masters build three solid foundations to sustain their
digital transformation. They build digital skills—the experience
and knowledge of people. They build a well-structured digizal plat-
form—the assembly of technology to power their business processes.
And they develop strong IT=business relationships—trusted, shared,

and integrated interactions between technology and businesspeople.

Orchestrate Your Skills Build-Up

Building digital skills is a gradual process. There’s no silver bullet, so
getting it right won’t happen overnight. You need to craft a capabil-
ity building and organization development plan meshing several com-
plementary approaches—hiring, training, partnering, acquiring, or
incubating.

But first, you need to understand what your skills gap is. At opera-
tional levels, you need to first conduct a proper skill inventory assess-
ment to understand the retooling required in your key functions:
what you have today, what your digital transformation requires, and
the skill gap that needs to be filled. Ask your HR organization to

take a lead on this. And consider all tactics at your disposal.
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Hiring

The ability to make good hires is the most obvious tool. External hiring
is effective in bringing both digital leadership skills to the senior levels
and specific capabilities in the more operational roles.

Start at the top. When you are trying to build up digital skills in your
company, bringing in digital awareness and experience at the board
level is useful. For example, in 2012, Coca-Cola added Robert Kotick,
CEO of game company Activision Blizzard, to its board. Muhtar
Kent, chairman and CEO, explained: “Bobby brings an entrepreneurial
mindset and a high level of financial literacy and digital knowledge to
our company. His global brand expertise and insight will be invaluable
as we continue to grow our business and invest in enhancing our digital
engagement with consumers and customers around the world.” Many
organizations also bring in experienced executives to inject digital lead-
ership in their senior executive team. Nestlé, the food giant, brought
in Pete Blackshaw as global head of digital and social media in 2011
to harmonize and accelerate the company’s digital marketing strategy.’

Innovate in your recruitment strategy. Use all of the recruitment
channels that digital technologies bring today—social media, online
recruitment agencies, and other online communities—as well as more
traditional routes. L’Oréal, for instance, developed “Reveal,” a recruit-
ment website that takes the form of a business game.* Not surprisingly,
digital-savvy Generation Y candidates preferred to be engaged through
digital means—49 percent of candidates are more likely to consider
a job advertised in an innovative way.’

Cast your net wide for rare skills. Go and get talents where they are.
Look outside your own industry to acquire valuable skills, or partner
with academic institutions to get early exposure. This is what Caesars
did when it needed to beef up its quantitative skills. The company iden-
tified the companies that were, at the time, the most advanced in terms
of analytics skills—many were in the financial services sector. Caesars
proceeded to attract candidates from these companies to build a solid

set of core analytical skills.
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Training

Training is essential to grow your capabilities from within. Many of
your existing employees will be eager to embark on their personal
digital journeys to grow their skills. Training comes in several flavors:
digital awareness programs, specific digital skills training and certifica-
tion, employee exchange programs, reverse mentoring, and even your
own internal digital university.

Increase your digital awareness. L’Oréal, for example, wanted to
increase digital awareness in several functions, including marketing,
research, manufacturing, communication, and sales. The company
launched a specific program to train fifteen thousand individuals,
including managers, in digital fluency in two years.®

Bring employees up to speed in specific digital technologies. Intel started
a Digital IQ_training program comprising sixty online courses span-
ning diverse areas, from social media measurement to brand identity.
Its success led the company to launch an internal certification called the
Digital 1Q_500, which licenses employees to practice social media on
behalf of the company.’

Organize employee exchange programs. Such programs can also be a
good way for your company to leverage key partners to improve digital
skills. P&G, for example, started an employee exchange program with
Google. Employees from both companies participate in each other’s
training programs and business meetings.® This program enabled select
P&G employees to gain expertise on digital and search marketing. On
the other hand, for Google, which controls about 74 percent of search-
term advertising spending, the exchange enables Google employees to
gain insight into the working practices and culture of the world’s big-
gest advertiser.’

Introduce reverse-mentoring programs. Originally pioneered by GE,
reverse mentoring is also a great way to pair your digital-savvy employ-
ees with executives in a nonhierarchical way. Krish Shankar, head of
HR at Indian telecommunications group Bharti Airtel, explained:

“The future of technology will be defined by the youth, and unless we
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talk to the younger generation and observe them closely, we will not
know their demands. A [reverse-mentoring] program like this sends a
message that no matter how high up you are, you are never too old to
learn.”°

Consider building your own digital university. Kering, the luxury-
brands holding company, set up its own in-house digital academy to
increase digital skills globally. The focus is threefold: to develop brand
innovation, to build digital awareness among managers, and to create
an international community around digital transformation across the

group.'

Partnering

Partnerships can be very effective when you're lacking critical skills that
your ecosystem partners already possess. Angela Ahrendts, Burberry’s
CEOQO, explained: “We began sharing our vision of our ecosystem with
our technology partners. We told them: Burberry is global, dynamic,
and has a clear vision. We have an amazing CTO and an IT team that’s
nimble and fast. So our proposal was: let us be your R&D. Let’s experi-
ment together.”*?

Partnerships can also be effective for accessing specific skills criti-
cal to your product or service innovation. GE, for instance, partnered
with Quirky, a social product-development company. The partnership
enables the Quirky product-development community to access GE’s
patents and accelerate advanced innovations in manufacturing. In
return, GE encourages product innovation that builds on GE technol-
ogy without fear of potential infringement.”> With proper skill-transfer

mechanisms, partnering can be very effective.

Acquiring (or “Acqui-Hires”)

You can acquire generally small companies purely for their talent.
When Walmart Labs wanted to strengthen its offerings across mobile
and social media channels, it acquired a range of mobile-related
agencies that were focused on product development.”* When other

methods are too slow or when skills are rare, acquisitions can be the
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answer. But, as with any people-based acquisition, they can be risky to

implement.

Incubating

Through incubation, you invest in agile start-ups while providing them
access to your company’s technical and executive support. By opening
up your resources to such start-ups, you can access specialized talent
that would otherwise be tough to source. Mondelez, the global snack
company, launched its Mobile Futures incubator in 2011 to harness
mobile marketing start-up capabilities. The company hopes to launch
mobile-focused tech companies out of the process. But more impor-
tantly, it wants to garner new capabilities—such as in-store marketing,
location-based advertising, and social-TV applications—to drive inno-
vation.” If you want to infuse entrepreneurial spirit and access state-
of-the-art digital skills, an incubator model can be very helpful, but it

requires St].’Ol’lg program management to succeed.

Building strong digital skills is essential to secure the sustainability of
your digital transformation program. In some areas, you will need to
build capabilities at scale, while in other areas, you may need to target
very narrow skills. There is no shortage of methods of how you can get
there. What matters is the impact on execution. You need a clear plan,
investment, and a concerted implementation with your functions and
business units. And don’t do it alone. You need your HR and organi-
zational development teams by your side and mandated to implement

this complex capability shift.

Build Your Digital Platform

Earlier in the book we described how important it is to have a strong
digital platform. Why? Because a well-defined and well-managed plat-
form provides you with the information you need to make decisions
and the coordination you need to power your processes as effectively as

possible. Great digital platforms are at the same time a bridge to your
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customers and a gateway to your internal and third-party processes.
When it’s good, your platform enables you to personalize your cus-
tomer interactions, perform analytics, optimize your internal processes,
manage seamlessly across channels, and have a single view of your
customers.

A digital platform is a coherent set of business processes, along with
supporting infrastructure, applications, and data, intended to ensure
the quality and predictability of core transactions.' It should be well
defined, well managed, and only as complex as necessary. Great digi-
tal platforms make your company’s business processes more efficient,
less risky, and more agile.”” Unfortunately, in many large companies,
the platform is a mess of spaghetti—overly complex, expensive to run,
tough to change, and prone to failure.

If you hope to transform your customer engagements or operations,
you'll need to start by transforming your platform. It's what Angela
Ahrendts of Burberry did when launching her digital transformation
program. It’s what Lloyds Banking Group did in setting the stage for
new digital banking capabilities. And it’s what, in all likelihood, you'll
have to do as you get started.

What does it take to build the right digital platform? A useful
approach is to think in terms of an enterprise architecture—a roadmap
explaining the desired organizing logic of your business processes and
underlying technology.’ Many people find it helpful to think of their
enterprise architecture in three different, but coordinated, layers. First,
you need a technical architecture comprising existing applications and
new ones, as well as the underlying infrastructure for processing, stor-
age, and communication. Some technologies will be managed by you,
some by your partners, and some by third-party suppliers—often cloud-
based. You also need a business process architecture to understand your
desired level of integration and standardization across different parts
of the company, and how your business processes make your company
work. You should be able to map your current state to your future state
with the technical and organizational changes that will be required to

get there. Increasingly, companies are building a data architecture. This
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is an understanding of your content—how information is produced and
how it is distributed. Is it structured or unstructured? How will it be
used for transactions and for analytics? How will you manage require-
ments for security, privacy, and data retention? How can you get to a
unified view of your customers, processes, and performance?

To move your platform in the right direction, you will need strong
digital governance. An effective governance model both rejects requests
that will add unnecessary complexity and facilitates initiatives that will
improve the platform’s capabilities. Governance is essential to build a
platform that is standardized enough to provide efficiency and enable
changes that affect the whole company, like the platform at pharmacy
retailer CVS that we discussed in chapter 8. It should also provide ways
that different units can customize parts of the platform or innovate on
top of it, as local hotels can do with Caesars Entertainment’s corporate
web platform.

Building world-class digital platforms is not a job just for your CIO
and his or her technical team. They can’t do it on their own. It’s a job
for you and other business executives, working in tandem with your IT
leaders. You need the discipline to follow standards and avoid unneces-
sary exceptions, and the savvy to envision new ways you can work with
a great platform and new technologies. Your I'T leaders can be valuable
partners in helping you build this platform, if you are willing to engage
with them.

Develop a Close IT-Business Relationship

In the long-distant past, we were taught that I'T was the keeper of tech-
nology and that IT leaders were service providers to the rest of the busi-
ness. Their job was to stay aligned with business strategy, taking orders
from the business and delivering new systems. If they kept the systems
running and delivered projects on time, then all was good. That time is
over, and it has been for many years.

To be effective, digital transformation demands a fusion between I'T

and business skills. It requires mutual trust and shared understanding. It also
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requires new methods of working—agile learning-by-doing approaches
for fast-moving, customer-facing innovations; more-systematic methods
for more-critical and longer-lasting projects, and the wisdom to mix the
methods appropriately.

Years of separation can get in the way of building the strong rela-
tionships you need. In many organizations, the interaction will not
come naturally. But moving from a poor relationship to a state of true
partnership between IT and business leaders is possible. We've seen
it dozens of times in companies around the world, and there are good
guides to help you create that partnership.”” Unfortunately, achieving
the new partnership takes time and effort. Your digital transformation
may need to start before you have completely changed the culture of,
and the relationship between, I'T and business leaders across your orga-
nization. We've seen some Digital Masters take different approaches
to begin improving the IT-business relationship. Some efforts are top-
down, some are project-based, some are governance-based, and some

are organizational.

Top-Down

Burberry CEO Angela Ahrendts mandated that the CIO would be part
of the senior management team. But just putting him on the team was
not enough. She worked closely with him to help him develop into a
new role. And she was very clear that the members of her team needed
to work on the relationship from their own business-oriented sides.*
This worked, because the senior-most executive in the company led the

I'T/business fusion.

Project-Based

Some companies take a Skunk Works approach to digital innovation
projects. They extract the resources required from business and IT to
deliver a specific initiative for a limited duration. This has the advan-
tage of being easy to set up. But although a project-based approach
improves communication, it does not commit the two communities to

work together over time.
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Governance-Based

Strong governance processes require an integrated I'T and business
approach to vetting and conducting projects. An integrated approach
helps IT and business executives spend time together and to jointly
identify how theyll make their initiatives happen. Making business
leaders accountable for the financial results of technology projects is
one good way to ensure that I'T and business are in sync. In a large
apparel company, for example, if a unit needs funding for a digital ini-
tiative, the president of the business unit makes the pitch directly to an
executive steering committee and is required to give a specific, measur-
able return target. Then, after implementation, the unit president must
go in front of his or her colleagues and show whether the return was
achieved, as well as why. This kind of accountability drives stronger
links between technology and business executives, since the credibility
of the business executive depends on working closely with I'T to make

results happen.

Organizational

Some organizational changes can start to dissolve the distance between
I'T and business units. For example, TetraPak aligns its I'T and business-
people around strong business process ownership. The business process
owner controls what changes will be made to processes, and coordi-
nates I'T and businesspeople to make them happen. Other companies
have made technology and operations people report to the same senior
executive. Meanwhile, other companies have created specific organiza-
tional units to deliver their digital roadmaps. This unit, such as Nike
Digital Sport or the one at Lloyds Banking Group, may have its own
resources or a combination of owned and shared resources. Or it may be

a dual-speed IT arrangement as we discussed in chapter 8.

Whatever the model, getting your I'T and business leaders to work more
closely together—in an environment of trust, shared understanding,
and collaboration—is a prerequisite for sustaining your transformation

and gaining the digital advantage of Digital Masters.
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ARE YOUR REWARD STRUCTURES ALIGNED
TO YOUR TRANSFORMATION GOALS?

Your company’s transformation goals and measures are inextricably
linked. Reward structures are the glue that binds them. Many of the
challenges labeled as “resistance to change” during a transformation
are actually conflicts about measures and rewards. For that reason,
two-thirds of Digital Masters in our survey have explicitly tied reward
structures to their digital transformation goals.? Digital transformation
gives business leaders a good opportunity to reassess the combination
of financial and nonfinancial incentives that will best serve the com-
pany’s goals. You need to calibrate your reward structures to overcome

conflicts and sustain your digital transformation.

Start at the Top

We've shown in the framing phase the importance of aligning the top
team around a vision. We've also discussed the cross-functional nature
of digital transformation throughout the book. A collective top team
incentive—based on the success or the progress of your digital transfor-

mation—is often a good way to facilitate this alignment.

Smooth End-to-End Operations

Operations can constitute a real challenge to aligning digital transfor-
mation goals. How can you ensure end-to-end delivery of your core
processes or smooth the interface between functions and business units?
Some conflicts in your reward structures will be obvious from the early
stage, and you will need to fix them. But many won’t. They will occur
as you get into the depth of your digital conversion. You need to remain
alert, as they will act like bottlenecks or excuses for slowing down your
transformation efforts. Employee resistance to change was cited as one
of the biggest hurdles to implementing digital transformation in our

initial phase of interviews.*
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Consider the retail sector as an illustration. Online channels are
fast gaining more traction. One of the biggest challenges facing retail-
ers today is integrating online and offline channels. In 2011, Walmart
defined new incentives for its store managers and employees. These
people now had to push online sales from their respective territories,
just as they did for in-store sales. Following this alignment of rewards,
employees started promoting Walmart.com, the new iPad app, and the
My Local Walmart Facebook app to the 140 million weekly in-store
shoppers.

Similarly, John Lewis, the chain of department stores in the United
Kingdom, rolled out a Click and Collect strategy whereby shoppers can
collect their online purchases from a brick-and-mortar store. In order
to effectively drive offline-online store coordination, the company
attributes online sales to the relevant customer’s local store. Store man-
agers became accountable not just for in-store sales, but also for overall
internet sales in their catchment area. This change motivated managers
to influence customers to purchase products from the website. After
rolling out its Click and Collect strategy, John Lewis witnessed a sig-
nificant increase in sales across its online channels. A third of all online
orders are now collected in John Lewis or Waitrose (food retail division

of John Lewis) stores.?*

Make Sure the Rewards Are More Than Financial

The reward structures for sustaining digital transformation should
not be just financial. Intangible incentives such as status, reputation,
recognition, expertise, and privileges are great managerial levers to
drive employee motivation, productivity, and ultimately reach your
transformation goals.” Indeed, research suggests that nonfinancial
motivators are sometimes more effective than financial rewards in
fostering employee engagement.? For example, as we discussed ear-
lier, Chilean mining company Codelco and technology company

EMC created internal innovation awards to promote new ideas,
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encourage workers to innovate, and consequently effect a culture
change.

Digital technologies are also enabling new forms of incentives, such
as gamification.”” Intangible rewards, such as recognition and real-time
teedback, provided through gamification initiatives, can yield positive
results. When a midsized firm installed a new event-logging system
for its sales force, the firm found very poor adoption rates from its
employees. To rectify this, the company ran a weeklong sales competi-
tion where every event logged would receive a point and the employee
accruing the highest number of points would receive a $100 gift certifi-
cate at a local restaurant. The number of events shot up by 750 percent.
Even four weeks into the contest, events logged were six times higher

than previous levels.?®

Extend Reward Structures Beyond Your Corporate Boundary

Part of your digital transformation may require that you extend reward
structures beyond your own corporate boundary to suppliers, partners,
or even customers. Samsung, the Korean electronics giant, wanted to
increase customer advocacy on its Samsung.com portal. The company
rolled out a social incentive program, using gamification techniques,
to measure, recognize, and reward key customer advocates who could
promote Samsung products to their networks. By looking beyond the
corporation, Samsung turned passive web visitors into active brand
advocates. The site recorded a 500 percent increase in reviews and

200 percent more comments.*’

Sustaining your digital transformation program will be highly influ-
enced by your ability to align your reward and recognition structures
to your goals. It is a complex, multidimensional challenge. Not all the
misalignments will be obvious from the start, so you will have to tackle
them in stages. But the benefits will outweigh the difficulties. Rewards
drive behavior, for better or for worse. And changing people’s behavior

is what, ultimately, will drive culture change in your organization.
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ARE YOU MEASURING AND MONITORING
YOUR DIGITAL PROGRESS?

The old management adage “You can’t manage what you can’t measure”
is as true for digital transformation as it is for any other business activ-
ity. Digital transformation can’t be sustained through just an act of faith
from your senior team. Having a proper measurement and monitoring
system in place will provide you with confidence that the investments and
the business change are bringing real benefits to your organization. In
addition, over two-thirds of executives we surveyed think that measure-
ments have a critical effect on changing the culture of an organization.*
Therefore, metrics should constitute the backbone of your transforma-
tion program and the instrument panel with which to guide it.

How does measurement work? There are four basic steps to prop-
erly measuring and monitoring progress: managing your strategic
scorecard, driving an initiative-level business case and KPIs to measure
the progress of your digital initiatives, connecting top-down and initia-

tive-level measures, and developing an iterative review process.

Managing Your Strategic Scorecard

Keeping track of your strategic scorecard is the task of senior manage-
ment. Earlier in the investment-focusing phase, we saw the importance
of translating your vision into strategic goals that reflect the final state
of what you are trying to achieve. Financial measures will play a big
part. But your strategic scorecard should also contain digital goals for
customer experience, for operational processes, and for the organiza-
tional capabilities that you need to build. The scorecard should provide
a basic template for your entire digital transformation effort. You need
to manage individual components of your scorecard actively to ensure
the balanced progress of your transformation.

A multibrand global company wanted to review the progress of its
digital transformation program, so the executive team implemented

an executive digital dashboard to ensure proper focus on the right
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objectives and oversight on the companywide transformation.
The company went further by building a virtual digital P&L that
included all online activities across the group, independently of the
entity that actually generates the revenue or incurs the cost. The
executive team also set up a Digital Transformation Index as a com-
pound measure to monitor progress of each business unit. But not

everything is top-down.

Drive the Initiative-Level Business Case and Related KPIs

In chapter 10, we also highlighted the need to quantify and monitor the
benefits of your digital roadmap—by engaging employees with the right
expertise to provide rigor and commitment to the exercise. Clear business
cases also act as great motivators for people to transform the business.
Your KPIs will come in different flavors. Some will be high level,
and some, very granular. Typically, your process-driven performance
measures will be captured by a few key metrics, such as online credit-
card application-to-issue time. Others will be more related to experi-
ments and proofs of concept, such as measuring the impact of an online
ad campaign on Facebook. The key is to choose the metrics that are

critical to attain your long-term transformation objectives.

Connect Top-Down and Initiative-Level Measures

By connecting your top-down and initiative-level measures, you build
a coherent business management process. You need to make clear how
each of your digital initiatives contributes to your transformation goals
and strategic scorecard. You must also understand the cause and effect
of each initiative. Establishing such a measurement cascade will ensure
that the teams remain focused on delivering the vision and that busi-

ness leaders have visibility of the business impact.

Develop an Iterative Review Process

An iterative review will allow you to monitor progress and correct your

course when necessary. The review needs to be conducted rigorously
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and frequently, and with the flexibility that digital programs demand.
Digital transformation requires constant adaptation as new technology
appears and as your teams discover and test new opportunities for
improvement. Traditional sectors are learning quickly from born-digital
companies. For example, the UK government recently embarked on a
Digital by Default program. Mike Bracken, head of the Government
Digital Services, explained the government’s new iterative approach in
the digital space: “Do it quick, fail fast, learn your lessons and continue
to change—that’s why you need the skills inside the organization.™"

At the executive level, the iterative review process will help you to
choose and prioritize new initiatives—which ones advance your trans-
formation goals, and which are peripheral. It will also help you kill
those that do not lead to real benefits. At the operational level, it will
ensure that critical digital initiatives are progressing to plan, and raise

early warnings when organizational bottlenecks get in the way.

Sustaining the momentum of your digital transformation is critical to
long-term success. It requires building new foundation skills that will
make the change possible, aligning reward structures to ensure that
employees are motivated and organizational bottlenecks are removed,
and putting in place an iterative review process to measure progress fre-
quently. When enthusiasm tapers off and you start to encounter more
resistance from within your organization, these sustaining interven-
tions will become essential to help you stay the course.

So what’s new with sustaining your transformation in a digital
world? Even more than in the past, it is essential to truly integrate
your technology and business capabilities. Ramping up digital capa-
bilities faster than your competitors is a source of advantage. Building
a coherent digital platform will speed up transformation. Digital trans-
formation demands a new fusion of I'T and business skills. Aligning
online and offline incentives and rewards is more important than ever,
and will remove bottlenecks. Digital technology has enabled new
forms of incentives, such as gamification. Connecting your top-down
and initiative-level digital metrics will make clear how your digital

initiatives contribute to your transformation goals.
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So, is this end of the journey? Absolutely not. Although you, and
your organization, will have applied the approaches that have given
Digital Masters the digital advantage, the transformation is never
finished. Even if you become a Digital Master, you will need to work to

remain one. In the epilogue, we will explain why.

HOW WELL IS YOUR ORGANIZATION
SUSTAINING DIGITAL TRANSFORMATION?

Table 12.1 summarizes how you can sustain the digital challenge in
three key steps. Look at the central questions at each step, and give an
honest assessment of your company’s progress on a scale from 1 to 7
(1 = strongly disagree; 4 = neutral; 7 = strongly agree). For each of the
three steps, total your scores across the individual questions.

For each step, we have provided you with a target that places you
among the Digital Masters. We've also provided a threshold below
which you should start taking action now to improve your situation.
If your score is in the Digital Master range, you are ready to move on.
If your score is in the middle range, reflect on why. Your team still
needs to work out a few things in the sustaining phase. If your score
is in the lower range, it is time for remedial actions. If it is well below,
you run the risk of early burnout. We recommend that you take action
on capabilities, rewards, and measurements to make sure your program

becomes sustainable.
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TABLE 12.1

How well is your organization sustaining digital transformation?

For each of the three questions, rate your company, using a scale from 1 to 7, where 1 =
strongly disagree; 4 = neutral; and 7 = strongly agree, and find the recommended action
for your score.

Do you have the foundation capabilities you need? Score

The organization is investing in the necessary skills.

Where appropriate, we use common digital platforms.

We have strong IT-business relationships.

Total score

Scoring: Over 16: you have the foundation capabilities you need for digital transformation; 8-16: you have
started implementing projects aimed at developing capabilities, but more is needed; less than 8: you need
to consider specific programs for improving foundation capabilities.

Are your reward structures aligned with your transformation Score
goals?

Financial incentives (bonuses, etc.) are aligned with the goals of digital
transformation.

Awards and recognition mechanisms are aligned with the goals of
digital transformation.

Personal rewards (performance reviews, promotions, etc.) are aligned
with the goals of digital transformation.

Total score

Scoring: Over 14: your current reward structures are aligned with your digital objectives; 6-14: build
consensus around a viable reward strategy aligned to digital transformation; less than 6: implement specific
reward structures that accomplish digital goals.

Are you measuring and monitoring your digital progress? Score

Digital initiatives are assessed through a common set of key perfor-
mance indicators (KPIs).

We have a clear line of sight from project-level KPIs to goals on our
strategic scorecard.

We regularly review with the top team our progress on digital
transformation.

Total score

Scoring: Over 15: you believe you have the necessary KPIs in place; 7-15: isolate specific measurement
parameters, and use them to measure progress; less than 7: establish a process to develop KPlIs, identify
the correct level of measurement, and iteratively track progress.






EPILOGUE

YOU AIN’T SEEN
NOTHIN’ YET

In this book, we've presented a case for why your organization should
strive to become a Digital Master—an enterprise that’s able to use each
new wave of technology to radically improve the performance or reach
of its business. Our research has shown that Digital Masters enjoy
superior performance, which should be reason enough to get leadership
teams interested in the concepts presented in this book. But there’s also
another, even more fundamental, reason: when it comes to the impact of

digital technologies on the business world, we ain’t seen nothin’ yet.

TECHNOLOGY: THE ENDLESS AGITATOR
OF THE BUSINESS WORLD

The innovations we've discussed in previous chapters, including social
networks, mobile devices, analytics, smart sensors, and cloud comput-
ing, are certainly powerful and profound. They’re reshaping customer
experiences, operations, and business models. The pace and impact of
these innovations have been nothing short of astonishing, but they’re
just a prelude for what’s to come.

Technology’s role as the endless agitator of the business world will

not only continue, but will accelerate—exponentially. Moore’s Law
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will continue to be the central drumbeat of the digital future.! In five
years, technology will be about ten times as powerful as today, for the
same price. In ten years, the increase will be a hundredfold. If you find
yourself struggling to keep up with waves of change over the past few
years, you're in for a rough ride. Keeping up will be even more difficult
in the future, unless you develop the skills of the Digital Masters.

The good news is that some of the next transformative techno-
logical innovations are already on the horizon. They will continue to
reshape customer experiences and operations in fundamental ways.
We've seen Digital Masters hard at work figuring those out already.

The most significant innovation is the continuing business impact
of data and analytics—the explosive increase in the amount of infor-
mation available in digital form, and businesses’ ability to use new
insights to make smarter decisions. This is a fundamentally important
development because data is the lifeblood of science—of improving
our understanding of what causes what, and why, and under what cir-
cumstances. In the years to come, smart organizations will use big data
to become better, smarter, and more rigorous at many key activities:
making predictions and forecasts; hiring and promoting people; decid-
ing on product attributes; optimizing internal processes; marketing
and advertising; and customizing products and services (to name just
a few). Companies that use big data to get better at these activities will
pull ahead of those that don’t, as sure as gamblers who know the odds
pull away from those who bet only on gut feel.

Gaining new analytic skills can’t happen fast enough, as compa-
nies gather richer data on their customers and operations, as unstruc-
tured data-analysis techniques open social media to investigation, and
as more and more devices report data through the “internet of things.”
How will your internal processes change when you have detailed infor-
mation on the full performance of processes and products in real time?
How will your hiring and HR processes change when you have this
kind of measurement for employees? How much better will you be able
to personalize your services through ever more granular insights into

customers’ needs and behavior?
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Other waves of technology innovation will also be significant.
Robotics, additive manufacturing, augmented reality, and wearable
technology, among others, will fundamentally change the way busi-
nesses operate. They will transform the nature of operations, customer
experience, and even business models.

Until recently, industrial robots were expensive, inflexible, and
dangerous if people had to work too close to them, but all of that is
changing. People work side by side with automatons in many facto-
ries now, and human-robot collaborations are only getting closer.
Robots are rapidly getting better at seeing, feeling, and otherwise sens-
ing their environments, which enables them to take on more and more
work. And they’re escaping the factory floor and moving through the
economy; driverless cars and other autonomous vehicles are robots,
even though they’re not anthropomorphic. Theyll change the logis-
tics and transportation industries, not just the manufacturing ones. As
Watson, the computer that won the TV quiz show Jeopardy!, enters
law and medicine, what will that mean for the way those fields are
managed? How will industrial robots change the shape of your supply
chain and logistics management?

Additive manufacturing (also called 3-D printing) will open up fur-
ther business opportunities. It holds the promise of giving companies
the ability to literally print out parts just as easily (if not yet as quickly)
as they now print out documents. These parts, which can be made from
several materials, including plastic and metal, can have highly com-
plex geometries; additive manufacturing is not constrained in the same
ways that traditional fabrication processes are. Already, 3-D printing is
being used intensively for prototyping and for small production runs of
specialized parts. It will expand much beyond these initial uses. How
will your inventory management processes change if you don’t have to
stock low-volume parts? How would your design and sales activities
change if you could print custom parts on demand?

Augmented reality meshes real-world environments with addi-
tional data and presents a revised environment with computer-gener-

ated sensory forms such as sounds, graphics, and video. This technology
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will allow consumers to experience what your product or service has to
offer like never before. Trying on a new outfit in a virtual changing
room, changing its color, adding jewelry to dress it up, or asking your
friends on Facebook for comments—all will become the norm. Over
time, online shopping may become as immersive as visiting a store.

Augmented reality will also change your internal processes. For
instance, your field maintenance engineers could use tablets to visually
identify pieces of your infrastructure and automatically overlay all main-
tenance records and procedures. In one major electronics firm, product
designers using 3-D augmented reality discovered that a wire harness
would rub repeatedly against another part, causing the harness to break
prematurely—a condition they could not see in their 2-D design soft-
ware. How could you use this technology to increase the prepurchase
experience for your customers? Could it help you substantially improve
the productivity of your operations?

Wearable technology, as commonly described today, is meshing
real-time monitoring and feedback technology with design and mobil-
ity. Nike’s FuelBand, which we described earlier in this book, is an
example. Wearable items will track anything, from your sleep patterns
to your heart rhythms. Smart socks will monitor your running tech-
nique. You may be able to change the color or thermal properties of
your T-shirt at will. Digitized eyewear, such Google Glass, will open
up exciting new possibilities. For instance, video images from inside
machines can be streamed directly to a technician’s eyewear, overlaying
machine specification data to sharpen diagnostics, while keeping the
worker’s hands free to conduct repairs. Could the constant monitor-
ing of how your customers use your products and services uncover new
sources of growth? Can you monetize the new data stream that wear-
able technology brings? Have you considered how much more pro-
ductive your engineers and technicians could be if they used wearable
technology in your core operations?

Fast-moving technologies may also change the way you organize
and innovate. The so-called sharing economy is forcing a rethink of

large, asset-heavy industries, with important implications for the
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business models of large firms. Open innovation can build communi-
ties of interest, surface new sources of talent, and, for some problems,
make progress both more quickly and more cheaply than approaches
that rely on internal resources and centralized planning.? Social media
and the seamless flow of data can bridge organizational boundaries and
flatten hierarchies. What is the role of middle management in a digi-
tally transformed enterprise? How might you overcome the nagging

limits in your traditional organizational model?

LEADING DIGITAL IS A JOB FOR NOW

Technology is reaching into every corner of the business world—every
industry, company, process, decision, and job—bringing deep changes
in how companies are structured and led, and how they perform and
compete. Over time, it will create a new playing field with new rules—
and new winners and losers.

It’s not yet clear exactly how any of the innovations we discussed
here will progress, or how broad and deep their impacts will be. We
think that, individually, each of them is likely to be a big deal indeed
in the business world. In combination, their effects will be hugely
transformational.

We're also confident that other technologies will be even more
transformational; we just don’t know what they are. The history of
technological progress, and particularly progress with digital technolo-
gies, is one of constant surprise. Who knew that, within one generation,
the personal computer would become an indispensable tool for virtually
every knowledge worker? That a multimedia interface would turn the
internet from a geek’s network to the world’s connective tissue? That
phones would become an entirely new category of computing device?
That social media, a mere diversion ten years ago, would grow to bil-
lions of connected people and become a vibrant organizing force that
could topple governments?

This work of innovative astonishment is nowhere near over. The

world abounds with ever more potential innovators, entrepreneurs,
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inventors, tinkerers, and geeks, and they have access to more and more
increasingly powerful computing technologies all the time, at lower
and lower price points. These tech-savvy people are going to come
up with things that change the business world, and hence the world.
We're not nearly good enough tech forecasters to predict what all of
these advances will be, but we're fully confident that they’re coming.
We ain’t seen nothin’ yet.

The best way to get ready for these changes—in fact, probably
the only way—is to start the work of becoming a Digital Master now.
Companies that are indifferent to technology (to say nothing of hostile
to it), or that haven’t figured out how to make it part of the lifeblood
of the enterprise, are going to have an increasingly hard time as the
innovations keep mounting and the management breakthroughs keep
coming.

We've written this book as a guide to help you in the work of digital
mastery. It’s not a blueprint—a complete description of everything you
need to do to build the technologically adept company—because no
such blueprint exists. Every company is different, and so is every com-
pany’s path to mastery. But the patterns we've seen among those who
do it well—the DNA of Digital Masters—can be helpful for any digital
transformation.

We hope that the examples, explanations, and frameworks we've
shared in Leading Digital will be useful to you and will help your orga-

nization thrive in a new, digitally transformed, world.
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DIGITAL MASTERY
SELF-ASSESSMENT

To get started in your digital transformation journey, you first need
to understand your starting point. Is your company a Digital Master
already? Or is somewhere else: Beginner, Fashionista, or Conservative?
We've created a simple quiz to help you understand your organization’s
level of digital mastery.

First, think about how your company uses digital technologies
such as social media, mobile, analytics, and embedded devices. Are you
building digital capabilities in customer experience or operations? Are
you digitally improving your existing business models or launching new
ones? Table A.1 can help you assess your digital capabilities.

Next, think about how well your company is leading digital trans-
formation. Do you have a shared transformative vision that is engaging
your employees? Are you governing the transformation correctly? Do
you have solid technology leadership capabilities in place? Table A.2
can help you assess your leadership capabilities.

Now, use your scores for digital capabilities and leadership capa-
bilities to plot your position in the digital mastery matrix of figure A.1.
This will give you a rough idea of where you are starting in your journey.
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TABLEA.1

How well is your organization building digital capabilities?

Answer each question, using a scale from 1 to 7, where
1 = strongly disagree; 4 = neutral; and 7 = strongly agree,
and then total your digital capability score. Score

We are using digital technologies (such as analytics, social media,
mobile, and embedded devices) to understand our customers
better.

We use digital channels (such as online, social media, and mobile)
to market our products and services.

We sell our products and services through digital channels.

We use digital channels to provide customer service.

Technology is allowing us to link customer-facing and operational
processes in new ways.

Our core processes are automated.

We have an integrated view of key operational and customer
information.

We use analytics to make better operational decisions.

We use digital technologies to increase the performance or
added-value of our existing products and services.

We have launched new business models based on digital
technologies.

Total score

Scores for digital capabilities range from 10 to 70. A score from 10
to 41 means you are in the bottom half of the distribution, while a score
from 42 to 70 puts you in the top half.

For leadership capabilities, scores range from 10 to 70. A score
from 10 to 42 means you are in the left-hand side of the distribution,
while a score from 43 to 70 puts you in the right-hand side.

Ask some colleagues to take the same self-assessment, and then
compare your answers. Where are you doing best? What areas need
work? And where do people in different units, or different levels of the
organization, agree and disagree?

Of course, you and your colleagues will soon need to think in much
more depth about where you are relative to your competitors. As we

discuss in chapter 1, some industries are farther along than others.
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TABLEA.2

How well is your organization building leadership capabilities?

Answer each question, using a scale from 1 to 7, where
1 = strongly disagree; 4 = neutral; and 7 = strongly agree,
and then total your leadership capability score. Score

Senior executives have a transformative vision of the digital future of
our company.

Senior executives and middle managers share a common vision of
digital transformation.

There are possibilities for everyone in the company to take part in the
conversation around digital transformation.

The company is promoting the necessary culture changes for digital
transformation.

The company is investing in the necessary digital skills.

Digital initiatives are coordinated across silos such as functions or regions.

Roles and responsibilities for governing digital initiatives are clearly defined.

Digital initiatives are assessed through a common set of key perfor-
mance indicators.

IT and business leaders work together as partners.

The IT unit’s performance meets the needs of the company.

Total score

And, as time goes by, all industries will move ahead. However, this
self-assessment can help you think through your strong and weak points.

Now that you know your starting point, you can start charting your
course. Do you need to move upward in the matrix? Focus on digital
capabilities, which we discuss in part I of the book. Do you need to
move rightward in the matrix? Focus on leadership capabilities, which
we discuss in part II. Then, once you're ready, you can use the playbook

in part III to get started on your journey.
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FIGURE A.1

Four levels of digital mastery
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Source: Adapted from George Westerman, Maél Tannou, Didier Bonnet, Patrick Ferraris,
and Andrew McAfee, “The Digital Advantage: How Digital Leaders Outperform

Their Peers in Every Industry,” Capgemini Consulting and MIT Center for Digital
Business, November 2012.
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