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The Dialogue on Digital is Deafening but Real
It is almost impossible to escape the word ‘digital’ these days. It’s all over television,
print, and online advertisements. It fills countless newspaper and magazine articles, in
print and online. It pops up on the shelves at book stores, online and oﬄine. In fact, for
all matters of intent, it might as well become a new category on Amazon.com; the word
‘digital’ returns nearly 4.5 million search results in its book section.
But that’s the media world, which you’d expect to be riveted on all things digital. All of
that industry’s products can be and are being, digitized; it is smack in the middle of the
maelstrom of the digital revolution.
Yet when the word suddenly starts showing up near the top of large companies’
organizational charts, you know (to invoke the classic phrase of Buﬀalo Springfield, the
1960s’ hit rock band) “there’s something happening here”. The word ’digital’ has infiltrated
a fast growing number of executive titles: chief digital oﬃcer, chief innovation and digital
oﬃcer, chief digital experience oﬃcer, among them. Major companies such as McGrawHill, Gannett, Sephora, Best Buy, Starbucks, McDonald’s, and the British Broadcasting
Corp. now have these executives near the top of their organizational charts.
And the list of senior executives in charge of digital matters is rapidly expanding. Chief
digital oﬃcers (‘CDO’ is the hip new acronym) across the world numbered nearly 500 last
year, and the total is predicted to double by the end of this year, according to the Chief
Digital Oﬃcer Club.1 (Exhibit I-1)
This is not a U.S.-only phenomenon. European chief digital oﬃcers now make up nearly
one quarter of the total. However, most CDOs (68% of the total) still work in North
American organizations. Executives with the word ‘digital’ in their title even exist at longestablished organizations that would seem to be anything but digital: UK’s tax collection
agency (HMRC), New York’s Metropolitan Museum of Art and Harvard University, to
name a few.

1 Chief Digital Oﬃcer Club, http://cdoclub.com/number-of-chief-digital-oﬃcers-doubled-in-2013seven-cdos-became-ceo-and-four-cdos-became-board-directors-according-to-the-cdo-talentmap-2014-video/
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Exhibit I-1: Number of Chief Digital Oﬃcers Worldwide
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Putting a senior executive in charge of digital matters is understandable because digital
technology – despite the ever increasing hype – has indeed become a highstakes deal.
Our study has found this to be the case at some of the world’s biggest companies: they
have taken the lead in investing in, and capitalizing on digital technology. That will force
their competitors to get their digital strategies and initiatives in order quickly.
Overall, our fifth study in the last three years on digital technologies (see box
below) shows ‘digital’ is running through the veritable veins of big companies in North
America, Europe, Asia-Pacific and Latin America.

Previous TCS Global Studies on Digital Trends
Prior to this research, starting in 2011, TCS conducted four global trend studies on the
following digital technologies:
The State of Cloud Application Adoption in Large Enterprises
The New Digital Mobile Consumer: How Large Companies are Responding
The Emerging Big Returns on Big Data
Mastering Digital Feedback: How the Best Consumer Companies Use Social Media
Our study encompassed companies from four regions of the world: North America
(U.S. and Canada), Europe (UK, Germany, and France), Asia-Pacific (Japan, Australia,
and India), and Latin America (Brazil and Mexico). We surveyed2 820 executives from
a wide range of corporate functions, including IT, finance, sales, marketing, service,
research and development (R&D), manufacturing, and logistics, to gain comprehensive
understanding of their companies’ digital initiatives.
Specifically, our exploration of the topic addressed: how Global 2000 companies
are using five transformative technologies (Big Data and analytics, cloud computing,
mobile and pervasive computing, social media, and robotics and Artificial Intelligence
(AI) collectively (not independently) to improve their businesses and relationships with
customers, and (where relevant) to revamp their business models. We refer to these
technologies collectively as the ’digital five forces’.
The vast majority of companies – some 95% – that we studied this spring have an
ongoing digital initiative. On average, they’re making significant investments this year more than $100 million per survey respondent.
However, a few are making much bigger investments and also realizing far bigger
returns on their investments than the rest. More importantly, these firms are beginning
to alter the rules of competition: of what form a product or service can take (if it can
be streamed over the internet, it will be); of how customers can be segmented and
marketed to (targeting the individual among millions of customers is now possible);
of how to price their oﬀerings (for example, auto insurers are now basing premiums on
customers’ current driving behavior, not just past records); and of what business they
are really in (automakers have discovered they’re deeply in the mobile ‘infotainment’
business, not just the transportation business).
Our study found many big companies that are embracing digital technologies.
Apparently, no one wants to be the next Blockbuster Entertainment (digitally erased by
Netflix’s digital video disk and streaming distribution system), Eastman Kodak (whose
136 years of photographic technology inventions were made obsolete by digital cameras
and digital printers), or Borders Group (bankrupted by the digital revolution that spelt
the demise of many in-store physical book purchases). But how, and how fast, today’s
2 To know more about the Research Approach and Survey Demographics, refer to the Annexure
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large organizations are changing their business models, core products and processes,
and workplace environments amidst this digital revolution varies considerably.
Companies have much less time than they think to get their digital houses in order. The
last 20 years have witnessed the demise of long established, once dominant companies,
as well as the ascent of digital newcomers in the music, video, newspaper, magazine,
book, photographic products, and other industries. Many firms can no longer avoid
the harsh internal examination of what it means to survive and thrive in the digital
consumer economy.
In this report, we provide a snapshot of the state of digital initiatives today in large
global companies.

Key Findings: Digital Business is Big Business
Our extensive data on the digital initiatives at more than 800 major companies around
the world provided numerous insights on their strategies, impacts, investments and
future plans. The findings below are those that we believe are most important.
Companies in 13 global industries across four regions of the world see their digital
initiatives as crucial to business success this decade, and, as a result, they are
making major investments. Some 70% say their digital initiatives are either the most
important factor in their firm’s success or of ’major’ importance. Overall, companies will
invest an average $113 million this year in digital initiatives that give them an online
connection to customers and the products they sell to them. All companies, on average,
plan to maintain their spending through 2017 (with projected average spending of
$111 million). A select group of companies (4%) will spend at least $1 billion each this
year on digital initiatives, and the same percentage plan to spend as much in 2017. (See
Section II)
The vast majority of companies (95%) see digital technologies as a critical way to
connect to their customers, and are already doing so through mobile apps, monitoring
social media comments, providing downloadable digital products, and other means.
This is the case for both B2C and B2B companies.
The three industries making the biggest digital investments (media, telecom, and
high tech) in 2014 are more likely to reinvent their business models and bring
digital products to market than the other sectors. But more than a third of companies
in retail, insurance, banking, and utilities believe they too will need to ’digitally reimagine’
their businesses by the end of the decade. (See Section III)
Big Data is central to digital initiatives. Over the next three years, companies
worldwide will spend more of their digital budgets on Big Data and analytics
technology to understand their customers’ digital habits. The greatest percentage of
spending on the digital five forces will go to Big Data and analytics, which will command
28% of the digital technology budget, followed by mobile devices (20%), social media
(20%), cloud computing (19%) and artificial intelligence and robotics (13%). The fact
that Big Data and analytics investments are larger than those for the other digital forces
shows just how critical Big Data has become to corporate success. (See Section II)
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The majority of companies have already brought a digital product or service
to market. Some 59% have brought digital products or services to the market, and
expect to generate an average $234 million in revenue this year (0.9% of total revenue).
(See Section II)
Playing the digital game requires immense investments – or (if investments
are limited) revamping and simplifying a company’s existing technology
infrastructure.(See Section IV)
The companies whose digital initiatives have generated the most revenue (a
group we call ‘digital leaders’3) are more likely to have gained critical business
capabilities. These include better demand forecasting, and the ability to determine
customer needs for product enhancements and whole new products and services. To
develop these capabilities, these companies leverage the digital five forces in diﬀerent
ways. (See Section IV)
Digital leaders are ahead because they have a singular long term strategy that
puts customer value at the center, leverage more technologies, centralize digital
initiatives, integrate digital technologies with existing systems, and make them
more reliable. Companies with the greatest success from their digital initiatives put
customer centricity at the core of their digital strategy. (See Section IV)
To avoid going the way of many once powerful companies, firms must begin
reimagining their core business models, products and services, business processes
(especially customer segmentation approaches), and their workplaces. In fact,
nearly a third of the companies we surveyed said they need do so by the end of this
decade, even though only 8% said that was their digital strategy today. (See Section IV)
In the pages that follow, we explore these and other findings in more detail.

3 We identified ‘digital leaders’ as those whose initiatives increased revenue 10 times more than
the digital initiatives of a group of survey participants that we refer to as the ‘digital followers’.
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Highlights:
95% of companies are using digital technologies in some way to connect and track
their customers, with social media and mobile apps as the most common methods
70% of companies see their digital initiatives as the most important or a key factor
in their success – and even more so in Asia-Pacific and Latin American companies
Digital investments are sizable: an average $113 million per respondent across the
four regions, and more in Latin America and North America
Nearly 60% of companies have brought a digitally-based product or service to
market, and they project generating hundreds of millions of dollars in revenue from
them this year

(Nearly) Everyone’s Doing Digital
Geography still has its place in the world. Not long ago, experts were predicting that
advances in communications technology would erase existing boundaries: cultural,
economic, and even geographic. And while it’s true that a web of interconnectedness
now links the planet, companies in the four regions of the world that we studied are
often quite diﬀerent in the way they use digital technologies to interact with their
customers.
In Latin America, for instance, a youthful demographic has driven surging mobile use,
with the majority of Mexicans and Brazilians using cellphones.4 The population’s big
appetite for innovation helps explain why 20% of the companies we surveyed in Brazil
and Mexico have already warmed up to such data-gathering tools as wearable devices
capable of collecting customer information. In North America, the comparable figure is
just 13%.
What all major regions share, however, is the awareness that the traditional customer
relationship, formerly a one-way sales funnel, has metamorphosed into a perpetual loop.
Customers are part of an ongoing dialogue before and after they have conducted any
transactions, with changes in how they research and troubleshoot their purchases. By
integrating mobile technology into service delivery, companies can continually monitor
their performance, exploiting the insights they gain to create an even better customer
experience. Ultimately, the experience of being a valued customer will be characterized
by a seamless and integrated interaction at every juncture.
In North America, where privacy laws aren’t as rigorous as they are in Europe, the majority
of companies we surveyed continually monitor and analyze customer comments in
public social media. But a minority do so in Europe, Asia-Pacific and Latin America.
But don’t think that Asia-Pacific and Latin American companies are digital dinosaurs
in interacting online with customers. Long hobbled by an antiquated infrastructure of
congested ports and roads that kept logistics costs high, Latin America and Asia Pacific’s
new digital pathways are giving its economy room to move – into the passing lane. In
what is shaping up as a digital arms race, companies are not only looking for ways to
stockpile information about their customers, they are also seeking to apply it to their
own strategic ends, either reshaping their businesses accordingly or monetizing it by
peddling it to a third party.
4 Pew Research Center published in February 2014 found that cellphones were used by 63% of
Mexicans and 80% of Brazilians. See Richard Wike and Russ Oates’ “Emerging Nations Embrace
Internet, Mobile Technology” report here: http://www.pewglobal.org/2014/02/13/emergingnations-embrace-internet-mobile-technology/
The Road to Reimagination
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There’s No Hype in Hyperconnected
A clear majority (95%) of companies across the four regions of the world are using digital
technology in at least one of the six following ways to gather data directly from their
customers (Exhibit II-1):
Half of all respondents rely on data from mobile apps downloaded by customers.
Telecom giant Verizon, for instance, recently alerted its customers that when they visit
the ‘My Verizon’ site—to check their account status, for example—they will automatically
download a tracking software that will enable a third-party partner to monitor their
online activity. Using an anonymous, unique identifier, the third-party will also use the
information to send targeted messages to customers’ computers or smartphones.
Half of all respondents also monitor customer comments on public social media
sites. By listening in to those channels and aggregating and analyzing the data, they can
detect patterns and thus derive value.
42% are doing so through ‘other’ digital online connections to customers. Online
advertisers, for instance, place ‘cookies’ on the clicker’s browser. The innocuous-sounding
digital code, which sometimes appears in multiples, tracks the user’s activity over time.
34% are digitizing products and services and selling and distributing them online
to customers. Media companies such as Netflix and Amazon have extracted enough
data about customers’ viewing habits to customize the product oﬀering and improve
the customer experience—by producing original programming tailored to their tastes.
21% have attached digital sensors or other digital devices to their products or
embedded them in their products. Industrial manufacturers have long depended
on sensors to optimize factory environments, enabling pieces of equipment to report
their state and condition. General Electric, the industrial giant, has used sensor data
to minimize downtime and continually boost eﬃciency. A jet engine, produced by GE
Aviation, may have as many as 5,000 data points per second analyzed.5 With sensor prices
dropping, and the use of smart mobile communication devices soaring, applications
are spreading to the automotive sector and consumer-electronics (e.g. smart coﬀee
machines that start when electricity is cheapest). Already available: personal devices
that continually monitor a user’s fitness and vital signs (even while sleeping), uploading
that information to a computer or mobile device. In five years, many may wonder
how they maintained any semblance of oral hygiene before the invention of the smart
toothbrush, which uses an app to tell the brusher if a spot has been missed.6 Procter &
Gamble rolled out such a device in Germany this spring and is going worldwide with it
this summer.

5 From this GE web page: http://www.genewsroom.com/Articles/Cloud-Mine-275358
6 Samuel Gibbs, “Oral B’s smart toothbrush lets dentists spy on your brushing,” The Guardian,
Feb. 26, 2014. Procter & Gamble’s Oral B line announced a new electronic toothbrush in February
that connects to a mobile app and lets dentists review their patient’s brushing habits. http://
www.theguardian.com/technology/2014/feb/26/oral-b-smart-toothbrush-dentists-spy-on-yourbrushing
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The least frequently used way to collect customers’ digital data continually:
through wearable digital devices. But that’s likely on the brink of changing, as digital
accessories such as Google Glass and smart watches edge toward mainstream markets.
By 2020, a majority of companies predict they will gather customer data through all
of the aforementioned tools. By then, the U.S. government may have put guidelines in
place specifying how data-collectors—from app developers to advertising networks to
operating systems makers like Google, Apple and BlackBerry—must disclose the data
they collect and how it will be used. The push for a so-called ‘Apps Act’ in the U.S. grew
out of a report issued by the Federal Trade Commission in early 2013. Among its findings:
“Less than one-third of Americans feel they are in control of their personal information
on their mobile devices.”7

Exhibit II-1: How Companies are Connecting Digitally to their Customers
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7 U.S. Federal Trade Commission press release, “FTC Staﬀ Report Recommends Ways to Improve
Mobil Privacy Disclosures,” Feb. 1, 2013. http://www.ftc.gov/news-events/press-releases/2013/02/
ftc-staﬀ-report-recommends-ways-improve-mobile-privacy
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The Four Regions: The Digitization of Everything Starts with the
Digitization of Something
The transformation of the customer relationship follows a gradual trajectory, as
technology enables companies to increasingly digitize aspects of any interaction
aﬀordably—archiving and analyzing each measurement. With every step they take,
companies get closer to their aim: combining wide-ranging pieces of information,
from location to interests to activity, to target the right customers with the most fitting
personalized messages.
Having a deep understanding of customer experience is only half the challenge; the
ultimate victory resides in being able to leverage that data to conceive exceptional
customer experiences. That capability, in fact, may very well be the most eﬀective way
for a business to distinguish its oﬀerings from those of its rivals, especially in an era when
every competitor is equally accessible. In a never-ending game of corporate ‘survival of
the fittest’, resonating with customers may comprise the sturdiest competitive edge.
Just as digitization reaches deeper and deeper into consumers’ lives—yielding insights
that can be converted into operational strategies and marketing plans—so, too, are
companies based in any of the four major geographic regions treading cautiously but
bravely into the digital deep. Within all the regions, the most widely used methods
of gathering digital data from consumers are tools that monitor comments on social
media and apps that store data. While companies’ ultimate aims may be to construct
standalone customer experiences out of blocks of big data, for now they are seeking to
develop the requisite rigor they’ll need (not to mention the technological backbone) by
capturing bits of what might be called ‘small data’.
Social-media monitoring tools are aﬀordable and simple to use, and provide an
obvious ROI, redirecting the stampede of tweets and posts so they can be organized
into useful market intelligence. The logistical challenge of tracking customers across a
digital landscape that is vast and furious is made easier by having customers download
and install an app that will collect information—about their location, say, or their
preferences—and transmit it back to headquarters.
Aggregate results, based on responses from all four geographic regions, show that a
plurality of companies have begun to skim the surface of data-collection, relying mostly
on social-media monitoring tools and apps. By the end of next year, roughly a quarter
of the respondents expect to reach outside their own oﬀerings—including the digital
products they sell—and connect with consumers via other digital online connections.

Region by Region: Mapping the Rise of a Customer-Centric Culture
“No land mass left behind” could be the slogan of the digital transformation. It’s now
estimated that half of the planet’s population has access to the connectivity necessary
to tap into a network. But the pace of the transition is hardly uniform; digitization does
not suddenly change the way everyone lives and works, although it can seem that way
in retrospect. Its spread and scope are so colossal –with an ever-growing number of
devices and sensors spewing streams of unstructured data—that companies face a
daunting challenge to coordinate the individual eﬀorts. Integrating the technologies
may eventually require extensive organizational restructuring.
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North America
Across North America, companies are building the core skills they’ll need to understand
–and prioritize—what matters most to their customers. It’s perhaps not surprising that
the data-gathering tools U.S. companies rely on the most are also the most familiar
(Exhibit II-2):
Slightly more than half, (55%) continually collect customer data through monitoring
comments on social media sites
About half (49%) collect information via mobile apps on consumers’ devices
45% rely on ‘other’ digital online connections to customers
36% collect customer data by tracking the downloads of the digital products/
services they sell
17% retrieve the data through digital sensors they attach to their products, or
through other digital devices that are attached or embedded in products they sell
to customers

Exhibit II-2: How North American Companies are Making Digital
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Europe
European companies may favor two of the same top data-gathering tools that their U.S.
counterparts prefer—mobile apps and continuous monitoring of comments on social
media—but more of them are already using what might be considered less proven
tools. For example, 22% of European survey participants are collecting data from digital
sensors (or similarly embedded digital devices), compared to 17% in the U.S. And 23%
plan to use sensors by the end of 2017, compared to 16% in the U.S.
And far fewer U.S. companies expect to be gathering data from digital products they sell
to customers’ computers by the end of 2020 than the number of European companies
who anticipate doing so (4% vs. 21%). (See Exhibit II-3)
Some of the diﬀerences between the two regions can likely be traced to their very
dissimilar geographies: Europe is fractured into smaller markets, characterized by their
own languages and cultures. The cultural diversity encompasses ultra-progressive
markets (such as The Netherlands) as well as countries characterized by more riskaverse attitudes (France). In addition, the regulatory environment in the EU regarding
data protection reform has progressed with a much surer hand than it has in the U.S.,
giving companies a framework to feel confident about having ambitious plans for datacollection processes.

Exhibit II-3: European Companies Favor Mobile Apps for Listening to
Customers
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Latin America
Brazil and Mexico’s fierce pace of mobile adoption – the result of a number of factors,
including the region’s youthful demographics and growing urbanization—has
equipped mobile providers with the resources to invest in expanding the capacity of
their networks. Clearly companies are eager to explore the outer edges of innovation
when it comes to gathering consumer data as well.
By the end of 2017, 58% of Latin American companies expect to be using sensors
or similar embedded or attached digital devices to collect data; overall, just 44%
of companies from all of the regions expect to be in that position. Similarly, 49% of
companies from Latin America expect to be making use of wearable devices by the end
of 2017, while 35% of all companies surveyed share that goal. (See Exhibit ll-4.)
By 2020, we expect a high percentage of companies in all four regions to be using
sensors, wearable devices and other digital technologies to connect to their customers.
In 2013, 13 billion devices were connected to the internet across the world, according
to a study conducted by technology giant Cisco. By 2020, 50 billion will be connected,
the company predicts.8

Exhibit ll-4: How Latin American Companies are Making a Digital
Connection
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8 Janna Anderson and Lee Rainie, Pew Research Center, “The Internet of Things Will Thrive by 2025,”
published May 14, 2014. http://www.pewinternet.org/2014/05/14/internet-of-things/
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Asia-Pacific
The Asia-Pacific region is home to both the world’s largest smartphone market (China,
with an estimated 466 million of them this year9) and its fastest-growing market (India).
And while much of the world may be adjusting to the idea that mobile technology
is reshaping every customer interaction and experience, for many in this region the
smartphone has already ascended to become their primary portal to the internet.
That said, it’s also true that Asia-Pacific has historically relied on manufacturing exports to
fuel its economy, and now comprises economies that are evolving and modernizing (or
attempting to) at diﬀerent rates, moving into markets that cater to domestic customers.
Owing, perhaps, to the region’s vast geographic scale and its large number of local
governments, companies in the Asia-Pacific region appear to be playing catch-up with
the other major regions. Compared to the overall results of the four regions (which
includes Asia-Pacific), the region’s companies have higher expectations for what they
will achieve by the end of 2017. For nearly every data-collection tool in the survey, a
higher percentage of Asia-Pacific firms expect to see greater growth than the regions
do, overall. Nearly 40% (38%) of our Asia-Pacific participants expect to be deploying
sensors by the end of 2017, compared to 23% overall.
A narrow range of between 26% and 30% expect to be using other monitoring tools
mentioned in the study. In overall results, 20% expect to be using wearable digital devices,
while only slightly more (23%) expect to be gathering data from the products they sell
online by the end of 2017. The sole anomaly is statistically insignificant: While 27% of
respondents in all of the regions expect to be using mobile apps by the end of 2017, the
proportion of Asia-Pacific firms that envision such an achievement amounts to 26%.
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9 MobileMarketing, “382m Smartphone Users in China”, published October 11, 2013. http://
mobilemarketingmagazine.com/382m-smartphone-users-china/
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Digital Initiatives: Why They Matter
A majority of companies across the four regions regard their digital initiatives as very important.
In fact, 70% of the respondents’ companies globally view these digital initiatives as of major
importance or the most important factor in their financial success over the next five years.
In contrast, just 3% said it was of little or no importance to financial success. (See Exhibit II-6)

In their own words: How executives expect digital initiatives to transform
their businesses:
Nike Inc. CEO Mark Parker: “At Nike, digital is a powerful innovation engine. Our
digital ecosystem has three components: consumer connections, ecommerce and
digital products and services. … I continue to be incredibly bullish on digital’s
potential to drive both innovation and strong growth for years to come.”10
From a senior executive at a major entertainment company whom we interviewed:
“The mobile future is something we just need to understand and expect and
champion. The more we’re able to understand people’s needs, the more we’re able
to make sure we can meet those…I think there is a lot that we can do.”
Art Peck, Gap Inc.’s president of growth, innovation and digital: “We have embraced
technology as an important part of how people shop today and interact with our
brands. We are leaders in bridging our physical stores with our innovative digital
technology to make our customers’ shopping experience convenient.”11
Rosalind Brewer, president and CEO of Sam’s Club, Wal-Mart’s $57 billion warehouse
club chain: “Currently, you can buy online and pick up in-club and have your delivery
ready for you when you’re there. We think that there is more work to be done in that
space where we combine what happens online and what happens in our club, so
really making it easier for our members to access goods the way they want to access
goods.”12

Exhibit ll-6: Digital Initiatives are Important to a Majority of Companies
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From transcript of Nike Inc.’s CEO Mark Parker for a FY 2014 2Q earnings call on Dec. 19, 2013.
http://www.nasdaq.com/aspx/call-transcript.aspx?StoryId=1908741&Title=nike-s-ceo-discussesf2q-2014-results-earnings-call-transcript

10

Gap Inc. 2014 Investor Meeting Summary, April 16, 2014.http://www.gapinc.com/content/
attachments/gapinc/2014InvestorDay_KeyTakeaways.pdf

11

Interview, CBS This Morning, April 34, 2014. http://www.cbsnews.com/news/sams-club-ceotalks-business-focus-on-digital-transformation/
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Digital initiatives: Where They Matter Most
Despite a media frenzy in the Western world on ‘being digital’, our study found that
companies in Asia-Pacific and Latin America see digital initiatives as more important
than companies in North America and Europe. Nearly a quarter of the companies in
Asia-Pacific ranked digital initiatives as ‘of most importance’ to financial success in the
next five years. Nearly the same proportion of Latin American companies (21%), made
the same choice. Only about one in 10 companies in both North America and Europe,
by comparison, viewed their digital initiatives as their most important success factor.
(See Exhibit ll-7.)
The contrasting mindsets about the impact of digital technology result from a few
diﬀerent factors. Companies in Asia Pacific, for example, tend to be more conservative
than their counterparts in North America. By waiting for a clear ROI before committing
to investments in the cloud or analytics software, companies in Asia-Pacific may only
now be reaching the point that U.S. companies have already reached—understanding
how crucial an optimal digitization strategy is to becoming competitive and capitalizing
on growth opportunities.
In both Asia-Pacific and Latin America, it may be that demographics is playing a role: The
digital revolution couldn’t begin until younger minds were in positions to fundamentally
embrace digital technology and alter age-old business processes. Knowing the value
customers assign to having a positive digital experience, the new generation of leaders
isn’t hesitating when it comes to allocating the budget necessary to retrofit their
companies digitally from top to bottom. Given the high levels of internet access and
smartphone ownership in the Asia-Pacific countries, the need to further integrate and
measure digital technology may be more evolutionary than revolutionary.
Despite their staggered starting points, the clear majority of companies in all four
regions view their digital initiatives as either ‘of major importance’ or ‘of most important’.
As an executive at a major media company told us, the business continues to invest
heavily in digital because it’s where more and more of their audience wants to be. To
maximize the return on its investment—and find fresh revenue streams—the company
must continuously innovate, applying insights gleaned by staying with, or ahead of, its
customers.
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Exhibit ll-7: More Asia-Pacific and Latin American
Companies View Digital Initiatives as No. 1 Success Factor
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Putting Monetary Muscle behind Digital Technologies
Investments in digital initiatives for 2014 are frequently substantial, as the chart below
shows. The per-respondent mean amounts to $113 million, while the median is $11
million. (Exhibit ll-8.) And respondents expect spending to remain at roughly the same
level through 2017. (See Exhibit ll-9)

Exhibit ll-8: Overall, Companies are Spending Big Today …
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Given the pace at which the business environment is changing, companies can’t aﬀord
to underspend. Four percent of respondents plan to invest at least $1 billion each on
their digital initiatives this year; another 4% plan to do the same by 2017. Respondents
expect the level of spending to remain fairly consistent through 2017.
Stories of big spenders abound, such as:
A global financial services firm expects $150 million in annual digital platform
spending to double or quadruple once it develops a diﬀerentiated digital
strategy. The company told us it spends about $150 million annually across all
units for digital platforms. That includes headcount, cloud infrastructure providers,
digital insights and tools, and media. A group of 25 spends 30% of its time on digital
initiatives; 10 people are in a digital solutions center. The company expects the
$150 million in platform spending to increase by two to four times when the firm
implements its new digital strategy.
The Walt Disney Company has spent more than $1 billion since 2011 on a
major digital initiative at Walt Disney World in Orlando, FL, alone, according
to estimates by Wall Street analysts. The initiative calls for visitors to dump paper
tickets and start wearing electronic wrist bands called Magic Bands. The rubber
bracelets, equipped with computer chips, admit wearers to rides and hotel rooms,
serve as credit or debit cards–and help park management track their movement in
order to adjust park staﬃng levels, product inventory (e.g., souvenirs) and so on. For
now at least, using these is optional.13
Gap Inc., the apparel giant, says it will spend more than $300 million over three
years on digital initiatives to marry mobile and the store experience. In the last five
years, online sales have doubled to reach $2.3 billion.14
13
March 2014 article in Bloomberg BusinessWeek, http://www.businessweek.com/articles/2014
-03-07/disney-bets-1-billion-on-technology-to-track-theme-park-visitors
14
Gap 2014 Investor Day Report: http://www.gapinc.com/content/attachments/gapinc/2014
InvestorDay_KeyTakeaways.pdf
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Breaking it Down: Spending by Region/Country
Latin American companies (Brazil and Mexico) are projecting to be the biggest spenders,
along with Indian companies. But companies in the U.S. and Canada will also spend
more than $100 million apiece. (See Exhibit ll-10)

Exhibit ll-10: 2014 Digital Spending by Region
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Asia-Pacific companies plan to spend a lot more by 2017. (See Exhibit II-11.)

Exhibit II-11: Projected Regional Digital Spending by 2017
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How Companies are Allocating Digital Funds between Now and 2017
We asked survey respondents to estimate the percentage of their digital investments
by business function between now and 2017 – in marketing, sales, distribution,
manufacturing/production and R&D among others. Across all companies and regions,
the largest percentage goes towards the marketing function (23%), and much less to
R&D, manufacturing (or production in a service company), and distribution.
That distribution is consistent with how spending is allocated now—with 23% of total
functional spending on digital initiatives earmarked for marketing and another 18% for
sales. (See Exhibit ll-12.) Translation: companies want to invest their digital money to
generate as much revenue as fast as possible. What are they using it for, exactly?
An executive at a B2B travel provider told us that the company needs to aggregate
data on everything it manages, including the data on the 3.7 million hotel rooms
the company books annually. It also wants to connect this data with marketing
program eﬀectiveness.
In a bid to boost eﬃciency, the head of digital strategy at a business services
company we interviewed says that it has been accelerating its sales process by
providing customers with much greater information online about its products. “By
the time the sales force touches a customer, he has already collected about 60%
of the information he needs about us online – all of which has come from digital
marketing,” the executive told us. “Thus, the sales cycle is much faster.”
A financial services company executive explained his company’s approach to
leveraging social media to reshape the sales cycle. The company believes it must
rethink its use of the call center, supplementing it with social media and digital
listening. “That’s a higher-value model. Social selling is the same thing – finding
and generating significant leads by being digitally connected to clients. It’s about
turning a traditional sales cycle on its head.”
Some companies are also using the spending not on revenue-generating strategies,
but on pure cost-cutting. Only five years ago, one large software company told us
it spent an average of $300 to handle each customer support call. Now it has used
online customer communities to reduce that cost. Questions put out to the user
online community are answered by other community members or from an online
knowledge base. With 500,000 users, it’s cutting millions in support costs. And it’s to
the customers’ benefit: their issues are now resolved about twice as quickly as they
were before.
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Exhibit ll-12: Digital Spending by Business Function
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Regional Diﬀerences in Digital Spending
North American companies devote the largest part of their digital budget to the
marketing function (25%), while Latin American firms devote far less: 18%. Asia-Pacific
companies carve out 16% of their spending for the R&D group – about two percentage
points higher than North American and European companies, and four points more
than Latin American firms. (Exhibit II-13.) Asia-Pacific companies also spend more of
their budget on the manufacturing/production function – 14.5% vs. 11% in North
American and about 12% in European companies.
Digital awareness—and spending—is growing at diﬀerent speeds across the four
regions. As Europe’s largest economy (and number four in the world), Germany has long
relied on its strong manufacturing base to produce a steady stream of goods, which
it exports to other eurozone members. The country’s digitization eﬀorts are naturally
focused on creating so-called smart factories, integrating production with customers
and suppliers. No doubt as an outgrowth of that orientation, German companies spend
less than almost all other countries (except for Brazil and Mexico) on marketing (19% of
digital budgets) and more on sales (20%), a familiar function.
France projects spending the greatest amount of its digital budget over the next three
years on customer service (19% versus global average of 16%). French companies also
spend the highest percentage of their functional digital budget on R&D—(21%), a
figure it shares with the much-bigger Australia.
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Exhibit ll-13: How the Regions Distribute the Functional Digital Budget
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Digital Budgets by Core Technologies
We also asked our 820 survey participants to show their digital budget another way: by
spending in each of the digital five forces.
Across all respondents, the largest percentage of digital technology spending (28%)
will be allocated to Big Data and analytics software. A much smaller percentage (20%)
is directed at mobile computing and miniature devices, and social media and online
communities, with nearly as much spent on cloud (19%). AI and robotics receives just
13% of funding, an amount that is likely to grow as rising labor costs and concerns over
IP theft lead an increasing number of American companies to bring their factories back
to their native country.
But North American companies spend the greatest percentage of their digital technology
budget on Big Data and analytics (29%). It’s also the dominant category in Europe, AsiaPacific, and Latin America. Latin American companies spend a bigger portion of their
budget on cloud than the other three regions (19%), while North American companies
spend the smallest portion on cloud (11%). (See Exhibit II-14.)

Exhibit II-14: Regional Digital Budgets by Technology
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Countries with strong industrial sectors spend the most on AI and robotics, including
Brazil and Mexico (19% each) and Germany (17%). Japanese companies spend the
greatest share of their digital budgets on Big Data and analytics, while companies based
in Brazil, where the economy is sluggish, spend the smallest share (20%) in that area. In
Brazil, the largest economy in Latin America, a healthy service economy leaves it tied
with the U.S. in the proportion of their ‘digital’ budgets spent on social media (22%).

Most Companies have brought a Digital Product or Service to Market
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Some 59% of respondents said they have brought a digitally-based product or service
to market as a result of their digital initiatives. (See Exhibit ll-15) Of those respondents,
the average revenue per respondent from these digital oﬀerings: $234 million (~0.9%
of total revenue). (Exhibit II-16.) They project their digital oﬀerings to generate $290
million per respondent (~1.1% of revenue) by 2017. (See Exhibit ll-17)
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Exhibit ll-16: Projected 2014 Revenue from Digital Oﬀerings
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Exhibit II-17: Projected 2017 Revenue from Digital Oﬀerings
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The Transformers: Companies That Have Successfully Digitized their
Oﬀerings
Netflix: Back in 2007, the company began by streaming videos of TV shows and
movies over the internet. Today, it streams video content to TVs, desktops and
mobile devices. Streaming now accounts for majority of revenue (vs. shipping
DVDs) – about 80% of 2013’s $4.3 billion in revenue.15
General Motors Corp.: Starting in the mid-1990s, GM’s OnStar subsidiary has oﬀered
subscription-based communications for drivers, providing security, navigation,
remote diagnostics and roadside assistance. OnStar has also worked with law
enforcement to thwart car thieves, using its satellite-based technology to locate
stolen vehicles or to send a signal that makes it impossible to restart a car once it is
stopped. GM provides insurance discounts to good drivers, whose performance is
monitored via OnStar. It will soon oﬀer mobile wi-fi connectivity, turning a vehicle
into a hotspot on wheels.16
Nike: Since 2012, the $24 billion seller of footwear and athletic apparel has been
selling a $149 FuelBand, an activity-tracker worn on the wrist that measures
consumers’ physical activity and provides data on steps taken and calories burned.
“When you buy a product, traditionally, this is the end of the relationship,” Stefan
Olander, Nike’s VP of digital sport, told a publication in 2012. “Our strategy now is:
begin the relationship with the purchase of a product. If we can give you the ability
to tap into a platform that oﬀers services that mean something to you, now you are
going to come back automatically because there’s value. And that creates a much
more interesting cycle for both the consumer and the brand because we now have
the opportunity to connect on a regular basis.”17
General Electric: In 2013, GE launched a cloud service for customers of its jet
engine, medical technology, power turbine and other industrial equipment. The
cloud service gives those customers access to analytics software which they can
use to improve the way they use GE’s products – e.g., utility companies can run
simulations on water and gas turbines supplied by GE. That, in turn, helps electricity
plant managers better deal with spikes in demand, reducing emissions and fuel
costs.18

15
This data is from Netflix’s 2013 annual report. http://ir.netflix.com/secfiling.cfm?filingID=
1065280-14-6&CIK=1065280
16
Dave Guilford, ‘’Not satisfied with OnStar’s steady profits, GM wants to create a global 4G
powerhouse,” Automotive News, May 27, 2013. http://www.autonews.com/article/20130527/
oem/305279958/not-satisfied-with-onstars-steady-profits-gm-wants-to-create-a-global-

Vikram Alexei Kansara, ‘Connecting With Consumers Through Wearable Devices,’ Business of
Fashion, June 14, 2012. http://www.businessoﬀashion.com/2012/06/fashion-2-0-connecting-withconsumers-through-wearable-devices.html

17

Clint Boulton, ‘GE Launches Industrial Internet Analytics Platform.’ The Wall Street Journal,
June 18, 2013. http://blogs.wsj.com/cio/2013/06/18/ge-launches-industrial-internet-analyticsplatform/) and GE web site: http://www.ge.com/stories/industrial-internet
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Digital Oﬀerings by Region
Latin American and Asia-Pacific companies are more likely to have brought new
digital products/services to market. (See Exhibit II-18.) In the U.S., 49% have brought
new digitally based products or services to market; 52% have not. Canada is almost
identical, with a 50-50 split. Overall in North America, 49% (yes), 51% (no). In Europe,
the split is 56% versus 44%, with French companies having the widest divide: 65%
(yes) versus 35% (no). Germany is the only European country surveyed where the ‘no’
respondents outweigh their ‘yes’ counterparts (60% versus 40%).
In Asia-Pacific, nearly three-quarters of companies (73%) report that they have
brought out a new digital product or service—similar to Latin America, with
74%– compared to just 27% who report not having done so. India has the highest
proportion of companies who claim to have done so, at 89%. But Brazil is not far
behind, with 81% in the ‘yes’ camp.

Exhibit II-18: Regional Focus on Digital Oﬀerings
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Perhaps fueled by this country’s can-do attitude, North American companies estimate
that they will generate more revenue in 2014 from those oﬀerings than the other
regions, averaging $266 million this year. In contrast, Latin American companies project
generating $170 million from their digital products. (Exhibit II-19.)

Exhibit II-19: Revenue Projections from Digital Oﬀerings by Region
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Wanted: Skills for Navigating the Digital Future
Whether or not they have a digital oﬀering, companies are seeking three capabilities far
more than others out of the 27 we surveyed:
More accurately predict demand (67% of respondents)
Rapidly inform customers about new products and services and get them to buy
those (65%)
Monitor how customers are using their products and services to identify
improvements (63%).
Of those 27 capabilities (Exhibit II-20), respondents rated four as having the greatest
potential benefits to them: Making major changes in how the company prices its
oﬀerings (3.81 on scale of 1-5), inexpensively getting customers to automatically reorder
or repeat their purchases (3.78), creating whole new value for customers and gaining a
much deeper understanding of why customers choose their products/services (3.77).
What do companies want with these kinds of skills? Facing the need to keep sharpening
their competitive position by using technology that exploits rich sources of data,
companies need employees who can help sense when change is taking place in their
markets or customer base. One large software company shared how it uses analytics
to increase its sales close rate. Using Salesforce.com to integrate leads from the web,
the company also uses a web analytics tool that shows how marketing content is
performing and where traﬃc is originating. By interpreting that data, it can adjust its
marketing programs quickly.
Similarly, a global travel company told us its global consumer insights group uses
extensive data gathered from a number of digital technologies to understand how
to improve marketing, pricing and the customer experience through deep and
meaningful consumer insights. These range from helping operations teams deliver a
better experience to business development and new ideas among others. The team also
gets involved in significant capital investments, helps the pricing teams, and informs
campaign platforms by shaping messaging and advertising.
In the U.K., a utility company executive told us that its smart meter initiative is aimed at
opening doors to entirely new digital products and services. The key goal of the initiative
is to provide security, remote control, assisted living and other services to residential
customers. Cross-selling new and existing services – such as maintenance contracts would improve margins. The executive told us that the UK has a regulatory barrier on
what utility companies can sell; this company is content to license new products and
services.
The core skill, no matter how it’s couched, is the same: Companies need interpreters
to sift through the data, and find them a path to the future. No matter what region
they are based in, companies are feeling an intense urgency to keep up with customers,
adapting with them as they change.
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Exhibit II-20: The Capabilities that Companies Desire from their Digital
Initiatives
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Highlights:
Media, high tech, retail, telecom, and consumer packaged goods (CPG) companies
consider their digital initiatives to be more important to company success as
compared with other sectors.
Industries vary in the benefits they attach to diﬀerent business capabilities from
their digital initiatives. Banks, insurers, retailers, and travel companies see more
benefits from digital ways to improve their sales and delivery channels. Energy,
consumer packaged goods, and industrial companies believe benefits in supply
chain improvement outweigh others.
Media and entertainment companies spend the most on digital investments (0.7%
of revenue), followed by the telecommunications industry, another sector whose
core product (phone service) is shifting rapidly to digital form. These two industries
are also more likely to have digital oﬀerings.
Three industries – media and entertainment, telecom, and high tech – have a much
higher ‘digital intensity’ than the other 10 that we surveyed, meaning more aspects
of their businesses are currently digitized. But they also have a long way to go.

Some Industries Are ahead in the Digital Race (and Need to Be)
Our research found that companies in certain industries are racing faster than others
to reach digital maturity. Of course, the speed at which companies can develop new
digital muscles and gain competitive advantage depends partly on the goals they set
for themselves. Some companies may initially seek to enhance the eﬃciency of their
communication with customers or encourage collaboration among employees. Others
may look to harness the power of Big Data and analytics tools to improve decisions in
vital areas of the business. Other companies start on a grander scale: making a wholesale
digital transformation, reshaping their business model, and trying to leapfrog nondigitally savvy competition.
However, our research suggests that in industries where digital technology is having the
most profound impact, companies that hesitate to enter the digital waters are putting
themselves at big risk. Crowded by the emergence of so many digital technologies,
from social media to mobile platforms to Big Data, they can soon find themselves
cornered into facing a stark choice: adapt or risk becoming irrelevant. Former executives
at Blockbuster, Kodak, and Borders Group would have to acknowledge that today.
More digitally adept startups, unencumbered by legacy business models and legacy
technology, can come seemingly out of nowhere to take control of a market.
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Our survey found that media companies, in particular, feel they’re highly at risk of digital
disruption. And as we’ll explain in this section, they should: Their fundamental product
– a movie, newspaper, TV show, magazine, book, advertisement, and so on – can be
100% digitized and distributed online without the need for paper, delivery trucks, stores,
newsstands, movie theaters, or even TV channels. All that’s needed is a digital device
and an internet connection (broadband for the video content). Many of the world’s
most prestigious media companies know this. A recent New York Times report on its
own digital initiative urged management to “rethink print-centric traditions…We have
to look hard at our traditions and push ourselves in ways that make us uncomfortable.”19
So which of the 13 industries believe digital technology could make or break them
over the rest of the decade? When we asked executives to rate the importance of their
digital initiatives to overall company success over the next five years, the media and
entertainment sector was far in front. Ninety percent of them see their digital initiatives
as the most important or a major factor in success (see Exhibit III-1). Four industries are in
the next tier: high tech (77%), retail (76%), telecommunications (76%), and (surprisingly)
consumer packaged goods (76%).
That the media industry is at the top of the most concerned list is not a shock. No media
company wants to relive the horrors of Blockbuster or Borders Group. The fact that the
telecommunications sector has digital religion is no surprise either. Consider just how
much call traﬃc has been siphoned away by internet telecom carriers Skype (about $2
billion annually)20 and Vonage.
The top industries that believe their digital initiatives are likely to have less impact on
success are utilities (51% see them as the key or major success factor), automotive (61%),
and healthcare (62%). But this is all relative; the majority of executives surveyed in these
sectors believe their digital eﬀorts are a key success factor – just not as many of them as
you can find in the media industry.
19
The New York Times report can be found here: http://www.niemanlab.org/2014/05/theleaked-new-york-times-innovation-report-is-one-of-the-key-documents-of-this-media-age/
20
Skype revenue based on this 2013 article in Bloomberg.com: http://www.bloomberg.com/
news/2013-02-19/microsoft-s-skype-unit-approaching-2-billion-in-annual-revenue.html
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Exhibit III-1: How Industries rate the Importance of Digital Initiatives
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The media and telecommunications industries are also more likely than others to be
digitally connected to customers through mobile apps, digital downloads, and social
media. (See Exhibit III-2.)

Exhibit lll-2: How Companies across Industries gather Digital Data from
Customers
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Reaping the Benefits That They Need
Asked to rate the benefits they expect to achieve by connecting digitally to customers,
the 13 industries rated the benefits diﬀerently (Exhibit III-3):
Banking and financial services, utilities, healthcare and life sciences, media and
entertainment, automotive, and utilities view the greatest benefit to be improving
the quality of their oﬀerings (i.e., products and services).
Insurance, retail, travel-related, and banking sectors view the greatest benefit to be
improving their current sales and delivery channels.
Telecom and high-tech see the biggest benefit to be improving the ability to
supply their products.
Energy, consumer packaged goods, and industrial manufacturing believe the biggest
benefit will be having more accurate demand forecasts. This is to be expected in
industries with high supply chain costs in manufacturing and distribution, where
companies don’t want to be caught with too much or too little inventory due to
erroneously predicting demand for their products.

Exhibit lll-3: Expected Benefits, by Industry
Q8a (Global Industries): Highest ranked Benefits from Digitally Connecting to
Customers (Scale of 1-5)
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Industry

Highest-Rated Business Benefit

Banking/Financial Services

Improving product quality (3.36)

Insurance
Telecommunications

Improving existing sales and delivery channel
(3.36)
Improving existing sales and delivery channel
(3.31)
Improving the ability to supply products (3.72)

High Tech

Improving the ability to supply products (3.72)

Utilities

Improving product quality (3.39)

Energy

Improving demand forecasting accuracy (3.72)

Retail
Consumer Packaged Goods

Improving existing sales and delivery channel
(3.64)
Improving demand forecasting accuracy (3.47)

Automotive

Improving product quality (3.54)

Media & Entertainment

Improving product quality (2.89)

Travel, Hospitality and Transportation
Heathcare, Life Sciences

Improving existing sales and delivery channel
(3.65)
Improving product quality (3.61)

Industrial Manufacturing

Improving demand forecasting accuracy (3.78)
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Industries Get What They Need
The Rolling Stones had it right: sometimes, you get what you need. And in the context of
the digital transformation, industries know in a broad sense what they need: whatever
it takes to enable them to become more responsive and resilient. To figure out what
capability that is, companies need to analyze emerging organizational models and
assess their own against the backdrop of a digitally transformed landscape.
What follows is a sampling of the range of capabilities that diﬀerent industries most
frequently want to acquire from their digital initiatives. (For more, see Exhibit lll-4.)
Banking: improving demand forecasting (e.g., demand for mortgages and other
loans), which would help them staﬀ up (or down) to service the work and identify
new product oﬀerings
Insurance: increasing internal information and feedback (e.g., to get better insights
on risks)
Telecom: improving demand forecasting, presumably to predict network
infrastructure needs more reliably
High tech: better understanding of how to improve existing products (e.g., software
flaws and hardware design problems)
Utilities: marketing and selling customers on new oﬀerings (e.g., power savings,
appliance and home monitoring, and so on)
Energy: getting employees to be more transparent and open with one another
Retail: bettering segmenting and marketing; then forecasting demand more
accurately (to have the right products, at the right times, in the right stores)
Consumer packaged goods: understanding how to improve their products by
monitoring what customers are doing and saying about those products; and getting
customers to buy new oﬀerings (e.g., automatic reordering for recurring purchases)
Automotive: improving demand forecasting – especially important for a long leadtime business in which you don’t want to be caught with costly inventory in periods
of weak demand, or lack of the right product when demand grows
Media and entertainment: providing products that better meet customer needs;
and being better at fixing flawed products (e.g., downloads that don’t work)
Travel-related: opportunities for new oﬀerings (e.g., new vacation packages at
popular destinations, based on the number of web site visits)
Healthcare and life sciences: informing customers and getting them to buy new
oﬀerings (pharmaceutical companies are highly involved today in looking at digital
ways to increase consumer awareness)
Industrial manufacturing: improving demand forecasting (especially necessary for
high-ticket items with long lead times and high inventory costs)
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Exhibit lll-4: Most Desired Capabilities, by Industry
Q11 (Global Industries): Most Desired Capabilities From Digital Initiatives (Percentage of Respondents
that Desire each Capability)
Industry

Most Frequently Desired Capability

Second-Most Frequently Desired
Capability

Banking/Financial Services

Improving demand forecasting (67%)

Monitoring how customers use oﬀerings to
identify whole new oﬀerings (64%)

Insurance

Increasing information and feedback
employees share across our company
(70%)

Providing a whole new way to deliver value
to customers (68%)

Telecommunications

Improving demand forecasting (73%)

Rapidly informing and getting customers
to buy new oﬀerings (68%)

High - Tech

Monitoring customers to identify
improvements to existing oﬀerings (68%)

Improving demand forecasting (67%)

Utilities

Rapidly informing and getting customers
to buy new oﬀerings (71%);
Increasing information and feedback
employees share across our company (71%)

Improving customer assistance when
products aren’t working properly (67%)

Energy

Creating a culture of transparency and
openness (73%)

Tailoring pricing (65%)

Retail

Creating micro-segments of customers (77%)

Improving demand forecasting (73%)

Consumer Packaged Goods

Monitoring customers to identify
improvements to existing oﬀerings (70%)

Rapidly informing and getting customers
to buy new oﬀerings (70%)

Automotive

Improving demand forecasting (71%)

Increasing information and feedback
employees share across our company
(68%)

Media & Entertainment

Gaining a much deeper understanding
of why customers choose our oﬀerings to
provide more on-target oﬀerings (74%);
Improving customer assistance when
products aren’t working properly (74%)

Travel, Hospitality,
Transportation

Monitoring how customers use oﬀerings
to identify whole new oﬀerings (80%)

Healthcare, Life Sciences

Rapidly informing and getting customers
to buy new oﬀerings (68%)

Improving demand forecasting (65%)

Monitoring customers to identify
improvements to existing oﬀerings (68%)
Rapidly informing and getting customers
to buy new oﬀerings (68%)
Proving a whole new way of delivering
value to customers (68%)
Monitoring customers to identify
improvements to existing oﬀerings (75%)
Tailoring pricing (75%)
Improving customer assistance when
products aren’t working properly (64%)
Improving customer assistance when
products aren’t working properly (63%)

Industrial Manufacturing
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Improving demand forecasting (66%)

Increasing information and feedback
employees share across our company
(63%)
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Something Lost, Not Enough Gained
Across all industries, the majority of companies don’t yet have most of the business
capabilities they seek from digital technologies (see Exhibit lll-5). Here’s how they see
their capabilities shaping up so far:
The most frequently cited capability that companies have already achieved from their
digital initiatives (if they sought to have that capability) was enabling customers to
download their products or services. Overall, only 44% of respondents today can do
this, although 90% of media and entertainment companies can.
The industries most likely to have already gained multiple capabilities from their digital
initiatives include telecom, travel- related, and utilities. (These are the sectors with the
highest number of green boxes in Exhibit III-5)
Why these three industries? In telecom, phone service has become a highly digital
oﬀering. For example, in 2013 Verizon revenue (landline, wireless, and other businesses)
was $121 billion. Revenue from Verizon’s wireless business was about two-thirds of that
total ($81 billion).21 Wireless phone customers’ digital data reveals much more about
them to a telecommunications firm (location by the moment, what they’re surfing, and
so on) than does fixed line customers’ data (location, who you’re calling, who’s calling
you, among others).
As for the travel, hospitality, and transportation sector, travel agencies traﬃc in digital
information: making travel arrangements for customers. The fast adoption of mobile
devices has enabled travel services companies to help the mobile traveler 24x7. Since
customers can easily make travel changes at any time and from anywhere, they may
be making more demands from their travel providers—changing flights and hotels, or
seeking recommendations for restaurants and other entertainment.
With smart meters sitting on a treasure chest of data about residential and business
customers’ usage, utilities are now positioning themselves to sell preventive
maintenance, new appliances, home monitoring, and other services. Using the data they
have about customers’ power usage, utilities can customize pricing and tailor product
oﬀerings. Utilities across the U.S. have been installing smart meters at a growing rate;
as of 2013, about 40% of U.S. households had them installed.22 The European Union is
calling for 80% of European households to have smart meters by 2020. And another
study predicts 70% of Asia-Pacific homes to have them by 2022, led by China. 23
21
Verizon 2013 annual report, p. 12http://www.verizon.com/investor/DocServlet?doc=2013_
vz_annual_report.pdf
22
Statistics from IEE (an institute of The Edison Foundation), as cited in Electric Light & Power
magazine, ‘Report: Smart meters oﬀer multiple benefits to utilities, customers,’ September 9, 2013
http://www.elp.com/articles/2013/09/report-smart-meters-offer-multiple-benefits-to-utilitiescustomers.html

Statistics from a study commissioned by Telefonica, ‘The Smart Meter Revolution,’ published
January 2014. https://m2m.telefonica.com/m2m-media/m2m-downloads/detail/doc_details/680the-smart-meter-revolution-towards-a-smarter-future
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Exhibit lll-5: The Capabilities that Industries most want to Achieve by
Going Digital
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How Digital Investments Diﬀer by Industry
A number of industries will be spending much higher than the cross-industry average
($113 million mean, $11 million median per company). The big spenders include
telecom (by far the most, at $189 million), banking and financial services ($142 million),
and high tech ($122 million). (See Exhibit lll-6.). Media and entertainment ($38 million),
CPG ($47 million), and utilities ($55 million) are the industries that will spend the least.

Exhibit lll-6: 2014 Spending on Digital Initiatives by Industry
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However, ranking spending as a percentage of average company revenue, the biggest
spenders by industry look a little diﬀerent:
Media and entertainment: At 0.7%, these companies have the highest digital
spending per dollar of firm revenue. This is likely because their products are quickly
taking a purely digital form.
Telecommunications is next, at 0.6%, as the number of wireless customers has fast
outstripped the number of landline customers. The number of wireless service
subscriptions worldwide in 2013 was 6.8 billion – six times the number of landline
phones.24
Banking and financial services, high tech, and retail companies are tied for third
(0.5%). Banks have been digitizing their products through, for example, mobile
payments, as well as shifting their data into digital form online.
Across all 13 industries, digital spending as a percentage of total spending ranged
from 0.2% (CPG) to 0.7% (media and entertainment). (See Exhibit lll-7.)

Plunkett Research cites the International Telecommunications Union’s number of global
landlines mid-2013: 1.17 billion. http://www.plunkettresearch.com/telecommunications-marketresearch/industry-and-business-data

24

The Road to Reimagination

47

Exhibit lll-7 (Global Industries): Digital Spending as a Percentage of
Company Revenue
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Industries spending the most on digital initiatives now expect to stay in the lead through
2017. Telecom, high tech, and banking forecast they will spend the most by 2017, along
with energy companies. (See Exhibit lll-8.)

Exhibit lll-8 (Global Industries): Digital Spending by 2017
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A global financial services executive told us the company’s annual digital spending ($150
million in largely platform costs) might double or even quadruple after it develops a
diﬀerentiated strategy. An executive from a major media company told us it is spending
heavily on digital initiatives to remain relevant to its audience, which is increasingly
consuming its content through digital channels such as smartphones.
Published reports about The Walt Disney Company have quoted stock analysts’
estimates of the cost of a single digital initiative, started three years back, in its Disney
Parks and Resorts unit to be as much as $1 billion.25 Split equally over the last three years,
that spending would account for about 2% of revenue annually at the $14 billion Parks
and Resorts unit.26 Disney’s digital initiative, called MyMagic+, will let the 52 million
visitors to Walt Disney World in Orlando preorder rides, seats for parades, and tickets
for other events even before they arrive. 27 Once they get there, they will wear digital
bracelets called MagicBands that will function as room keys, credit cards, and tickets to
rides.

Industries Bringing Digital Products and Services to Market
We asked respondents whether their digital initiatives brought new digitally based
products and/or services to market. Two industries are far more likely to say yes than
the other 11: high tech (75%) and media andentertainment (74%). Why is this the case?
Software delivered from the cloud is a purely digital oﬀering, and so are streaming
movies and TV shows, and online newspapers, magazines, and books.
More than half the telecom, automotive, travel-related, banking, and industrial
manufacturing respondents said their firms brought a new digital oﬀering to market.
But only a minority of healthcare, energy, and consumer packaged goods respondents
did so. Why? Energy (41% of which have brought a digital oﬀering to market) and CPG
(30%) have physical products that can’t be 100% digitized. Attaching digital sensors to
gas and many other perishable consumer goods may not make economic sense. (See
Exhibit lll-9.)
Christopher Palmeri, ‘Disney Bets $1 Billion on Technology to Track Theme-Park Visitors,’
Bloomberg Businessweek, March 7, 2014. http://www.businessweek.com/articles/2014-03-07/
disney-bets-1-billion-on-technology-to-track-theme-park-visitors

25

The Parks and Resorts unit’s 2013 revenue was $14.1 billion, according to this Disney financial
report: http://thewaltdisneycompany.com/sites/default/files/reports/q4-fy13-earnings.pdf

26

General Motors, ‘GM Reports 2013 Net Income of $3.8 Billion’, Feb. 6, 2014, http://www.gm.com/
content/gmcom/home/company/investors/earning-releases.content_pages_news_emergency_
news_2014_0206-gm-reports-2013-net-income-of-3-8-billion.html

27
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Exhibit lll-9: Industries that have developed Digital Products
Q17 (Global
(Global Industries): Per
Perccen
entage
tage of Companies
Companies that
that brough
broughtt new
new Digital
Digital
Produc
oducts
ts or Ser
Servic
vices
es to
to the Market
Market as a result
result of their Digital
Digital Initiativ
Initiatives
es
Highigh-TTech

Media and Ent
Enter
ertainmen
tainmentt

Telec
elecommunica
ommunications
tions

Aut
utomotiv
omotive
e

Travel
el,, Hospitality
Hospitality and Transpor
ansporta
tation
tion

Banking
Bank
ing and Financial
Financial Ser
Servic
vices
es

75.4%
24.6%
73.7%
26.3%
65.8%
34.2%
64.3%
35.7%
63.6%
36.4%
60.8%
39.2%
55.9%
44.1%

Industr
ndustrial
ial Manufac
Manufactur
turing
ing

54.4%
45.6%

Insur
nsuranc
ance
e

51.3%
48.7%

Retail

50%
50%

Utilities

45.8%
54.2%

Healthcare
Healthcar
e and Life
Life Scienc
Sciences
es

Energy
Ener
gy

Consumer Pack
Packaged
aged Goods
Goods

40.5%
59.5%
30.3%
69.7%
Yes

The Road to Reimagination

No

51

Of the respondents that said their companies brought digitally based products or
services to market through their digital initiatives, the industries reporting the highest
mean per-company 2013 revenue from those oﬀerings were telecom ($343 million),
automotive ($285 million), and high tech ($284 million). (See Exhibit lll-10.) In addition,
utilities ($43 million) and retailers ($109 million) generated the lowest mean revenue.
But digital product and/or service revenue as a percentage of total firm revenue shows a
diﬀerent picture – of certain industries in which digital oﬀerings are a greater percentage
of overall revenue (although still small):
Media andentertainment companies’ digital products represented 3.2% of revenue
last year (the most of any of the 13 sectors).
High tech (1.2% of revenue) was second highest.
Telecom was third (1.1%).
According to published reports, digital products represented 1% (or $1.5 billion)
of General Motors’ $155 billion in 2013 revenue.27 That digital revenue came from its
OnStar unit (which provides digital services to GM vehicles such as Wi-Fi and remote
service). OnStar’s profit margins (a reported 30-35%)28 are 10 times those of GM’s overall
(3.4% in 2013).
28
OnStar’s profit margins were said to be 30-35%, according to industry analysts cited in thisJanuary
2014 article inAutomotive News.http://www.autonews.com/article/20140106/OEM06/301069966/
onstar-gets-4g-relaunch
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Exhibit lll-10: Mean Revenue from Digital Products Brought to Market
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By 2017, media and entertainment companies expect their digital revenue to grow to
4.6% of revenue. High-tech (1.5%) and telecommunications companies (1.3%) expect
their digital revenue to be a higher percent of total revenue (Exhibit lll-11.)

Exhibit lll-11: 2017 Projections for Revenue from Digital Products
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What’s Critical to Digital Success? It Depends on the Industry
When we asked survey participants to rate a number of digital success factors on a scale
of 1 to 5, we saw a number of similarities but also important diﬀerences by industry
(Exhibit III-12). These two are among the most important:
The number one success factor for six sectors (banks, energy, CPG, automotive, travel,
and healthcare): integrating digital technologies with their existing information systems.
This is the top factor for all industries combined but is especially critical for these six
industries, which have invested huge amounts in information technology over decades
(especially banks).
The number one success factor for three other industries (insurance, telecom, and
industrial manufacturing): Having a clear and unified strategy for rethinking their
products and services and the business processes that support those oﬀerings. Insurance
service and phone service can be highly digitized, and often are. This was rated utmost
in importance by industrial manufacturers as well, which may reflect their interest in
such technologies as 3D printing, embedded sensors, and the like. General Electric Co.
is emblematic of a major industrial company that is investing heavily in digitizing its
products for a world in which aircraft engines, power turbines, and medical equipment
send continual digital feedback on their performance.
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Exhibit lll-12: Digital Success Factors vary by Industry
Q20 (Global Industries): Key Success Factors in realizing Benefits from Digital Initiatives
Industry
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Banking, financial services

Integrating technologies
with existing information
systems

Developing the digital
technologies so they operate
reliably

Deciding how to organize
our digital initiatives in the
optimal way (whether to
create a new function or
have it report to an existing
function, etc.)

Insurance

Having a clear and unified
strategy that rethinks our
entire products/services and
the business processes that
support them

Integrating technologies
with existing information
systems

Developing the digital
technologies so they operate
reliably

Telecommunications

Having a clear and unified
strategy that rethinks our
entire products/services and
the business processes that
support them

Developing the digital
technologies so they operate
reliably

Providing customers with
significant value from
establishing an ongoing
digital connection with
them: better usage of
products, better products,
etc.

High technology

Developing the digital
technologies so they operate
reliably

Integrating technologies
with existing information
systems

Having a clear and unified
strategy that rethinks our
entire products/services and
the business processes that
support them

Utilities

Providing customers with
significant value from
establishing an ongoing
digital connection with
them: better usage of
products, better products,
etc.

Deciding how to organize
our digital initiatives in the
optimal way (whether to
create a new function or
have it report to an existing
function, etc.)

Having a digital group/
function that reports to the
CEO (because its advice is
going to disrupt our core
businesses)

Energy

Integrating technologies
with existing information
systems

Developing the digital
technologies so they operate
reliably

Providing customers with
significant value from
establishing an ongoing
digital connection with
them: better usage of
products, better products,
etc.

Retail

Providing customers with
significant value from
establishing an ongoing
digital connection with
them: better usage of
products, better products,
etc.

Developing the digital
technologies so they operate
reliably.

Revamping our business
model (the products/
services that we sell, how
we price them, how we take
them to market).
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Consumer packaged goods

Integrating technologies
with existing information
systems

Deciding how to organize
our digital initiatives in the
optimal way (whether to
create a new function or
have it report to an existing
function, etc.)

Developing the digital
technologies so they operate
reliably
And
Forming strategic alliances
with other companies that
have key products, services,
and/or technologies
(tie)

Automotive

Integrating technologies
with existing information
systems

Having a clear and unified
strategy that rethinks our
entire products/services and
the business processes that
support them

Developing the digital
technologies so they operate
reliably

Media & entertainment

Providing customers with
significant value from
establishing an ongoing
digital connection with
them: better usage of
products, better products,
etc.

Integrating technologies
with existing information
systems

Developing the digital
technologies so they operate
reliably

Travel, hospitality,
transportation

Integrating technologies
with existing information
systems

Having a clear and unified
strategy that rethinks our
entire products/services and
the business processes that
support them

Developing the digital
technologies so they operate
reliably

Healthcare/life sciences

Integrating technologies
with existing information
systems

Developing the digital
technologies so they operate
reliably

Having a clear and unified
strategy that rethinks our
entire products/services and
the business processes that
support them

Industrial manufacturing

Having a clear and unified
strategy that rethinks our
entire products/services and
the business processes that
support them

Developing the digital
technologies so they operate
reliably

Integrating technologies
with existing information
systems
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Digital Strategy is More Likely to be All-Encompassing at High Tech,
Banking and Industrial Companies
Overall, 51% of our survey participants said each business function has its own digital
strategy, and another 7% said they have no digital strategy at all. Thus, what one
might consider to be a state of digital anarchy reigns in 58% of companies. On a more
comforting note, another 41% said one digital strategy guides all the firm’s digital
initiatives that relate to how the firm connects with customers.
While no industry stands head and shoulders above all others in having one allencompassing digital strategy, three are better than the others:
High tech (48% of respondents have one overarching digital strategy)
Industrial manufacturing (47%)
Banking and financial services (46%)
Industries least likely to have one overarching digital strategy are media and
entertainment (only 26%), consumer packaged goods (30%), and energy (32%). That
only about one quarter of media and entertainment firms have an overarching digital
strategy is surprising given how much digital technology is forcing them to rethink their
business.

How are Digital Initiatives Organized? It Varies by Industry
Overall, 50% of respondents have centralized digital activities in a unit in charge of
digital (not in IT); 24% of respondents have centralized digital activities in one business
function (other than the IT function); 23% have decentralized digital initiatives within
business functions; and 3% said “other”.
Having a unit outside of IT responsible for all digital initiatives is more likely to be found
in media and entertainment (63%), utilities (54%) and industrial manufacturing (54%).
That structure is least likely to be found in the travel-related (46%), telecom (47%), and
high tech (47%) industries.

The Three Industries Leading the Digital Advance
The media, high tech, and telecommunications industries lead all the sectors surveyed
on three key digital metrics:
Percentage of companies with digital products and/or services
Revenue generated from those digital oﬀerings (as a percentage of total revenue)
2014 spending on digital initiatives (as a percentage of company revenue)
Why are those industries in front on those metrics? It’s likely because their products and
services, as well as the processes that create demand and supply for those oﬀerings,
are inherently more susceptible to transformation through digital technology. Call this
‘digital intensity’.
To be sure, measuring the digital intensity of companies and entire industries is diﬃcult.
However, a number of parties have tried (and continue to try). One of the more recent
attempts was a study published in July 2013 by the U.S. International Trade Commission.29
29
U.S. International Trade Commission report, “Digital Trade in the U.S. and Global Economies, Part
1,” published July 2013. The report can be viewed here: http://www.usitc.gov/publications/332/
pub4415.pdf
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The study measured the amount of digital trade in the U.S and exports to other countries.
It defined digital trade as “commerce in products and services delivered via the Internet.”
The USITC report found the digital content revenue of the U.S. media industry in 2012
was between 20% and 57% of total revenue, depending on the product. Digital revenue
from music was 57% of total revenue; digital revenue from games was 40%; digital
revenue from videos was 30%; and digital revenue from books was 20%.
Still, the USITC report admits that trying to quantify the economic impact of digital
technology is not easy. For one, it says digital products and services have not been
around very long. “Statistical agencies are still developing methods for quantifying
them.”30
Any attempt to quantify the impact of digital technologies on industries is subject to
substantial debate. Nonetheless, we gathered data from the 820 survey respondents to
provide another way of measuring the digital intensity of the industries we surveyed.
This digital intensity index is based on a survey question in which we asked companies to
estimate the degree to which five core aspects of their business are digitized today and
could ever be in the future.31 Those five aspects (which are present in every business)
are:
The core product and/or service oﬀering: A purely digital product or service is
one available to customers in a purely digital form – e.g., the online edition of a
newspaper, a streaming video, a music download. Example: Netflix streams movies
(so its streaming products are 100% digital).
How those oﬀerings are manufactured or produced: We defined this metric as
the percentage of the production process that is or could be automated – e.g., a
company whose factories assemble products only with robots would be highly
digital.
How oﬀerings are marketed and sold: We defined this as the percentage of total
marketing campaign dollars spent on online marketing.
How oﬀerings are delivered to customers: We defined this as the percentage of
products and services delivered online. So if 60% of the movies and TV shows that
Netflix distributes are through streaming (as compared with mailing DVD disks,
which of course are physical objects), then they would have answered this question
with “60%”.
How customers and oﬀerings are supported after the sale: We defined this
as the number of customer service inquiries handled online as a percent of total
inquiries (which also includes call centers, the mail, among others).
The cross industry percentages show that the 13 industries believe the impact of digital
technologies on these five core aspects of their business is low today, and only about
half what it ultimately will be (see Exhibit lll-13 and Exhibit lll-14):

30

Ibid, p. 6-9.

These five core aspects of any business are about their ‘core’ processes – i.e., what’s directly
involved in making a product or producing a service, and creating demand and supply for it,
and delivering it to customers. It does not take into consideration the supporting functions of a
business – e.g., the HR, IT, legal, finance, procurement and other functions that Harvard Business
School Professor Michael Porter refers to as “support processes”.
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The core product or service oﬀering: 21% on average are digitized today; 39%
ultimately will be
How those oﬀerings are manufactured or produced: 18% today (the lowest
percentage among the five aspects); 36% ultimately
How oﬀerings are marketed and sold: 21% today; 43% ultimately
How oﬀerings are delivered to customers: 19% today; 39% ultimately
How customers and oﬀerings are supported after the sale: 21% today; 43%
ultimately
In conclusion, these numbers indicate that executives across industries themselves
believe that the impact of digital technologies hasn’t been substantial enough.
Nonetheless, they predict that digitization will deliver a much bigger impact in the
future.

Exhibit lll-13: The Current State of Digitization …
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Exhibit lll-14: … And Projections for the Future
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But in calculating a quotient or index of the impact of digital technologies on companies
and industries, we believe that two of the five aspects have far greater impact than the
other three:
Whether the core product or service itself can be turned into a purely digital oﬀering
Whether that oﬀering can be delivered digitally over the internet
As a result, in calculating a digital quotient for the 13 industries, we gave this data a
much heavier weight than the information on the other three factors(see box).
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Based on our formula, five industries emerged as the most ‘digital’, led by media and
entertainment. In addition:
The average digital quotient for all industries combined was 31%
Media and entertainment’s quotient was 42%.
The other three with higher-than average scores were telecom, high tech, and
insurance.
•

The least digital industries today: CPG, utilities, energy.

Overall, these findings are similar to those of a Forrester Research survey fielded in
A Formula for Measuring Digital Intensity of Industries
If an oﬀering can be put in purely digital form, it can be delivered digitally over
the internet (with suﬃcient bandwidth) and thus dramatically reduce the cost of
producing and delivering it.
And if that oﬀering can be delivered digitally over the internet, it can be marketed
and sold globally and customer usage tracked carefully (which enables a company
to continually refine the oﬀering based on monitoring that usage, as well as develop
new oﬀerings).
If it can be delivered digitally and its usage tracked, a company can intimately
understand customer needs for improvements and new oﬀerings. Thus, the degree
to which the oﬀering is digital and can be delivered digitally matters more than the
other three factors.
With that in mind, we weighted the 5 factors (on a scale of 0-100%) based on their
importance to transforming a business model: product and/or service oﬀering
received a 40% weight; how the oﬀering is delivered received a 30% weight; how
the oﬀering is produced (5%); how the oﬀering is marketed and sold (15%); and
how the oﬀering and its customers are supported (10%).

late 2013/early 2014. When asked about the degree to which their business would be
disrupted by digital technologies in the next 12 months (i.e., in 2014), the industries with
the highest percentage of respondents believing their industry would be disrupted (at
least somewhat) were insurance, banking and financial services, education and social
services, government and non-profits, media, entertainment and leisure (excluding
travel), and retail and wholesale.32
Nigel Fenwick, Forrester Research “The State of Digital Business 2014” report, published May 7,
2014
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Industries with the Largest Gaps in Current and Future Digital Intensity
We thought that one of the most potentially intriguing questions we could ask companies
was about how ‘digital’ they were today and how ‘digital’ they could ultimately be. Our
digital intensity rating sheds light on how far along executives themselves believe their
industries are on the curve of digitally induced business change.
The three industries with biggest gaps between present and future digitization eﬀorts
are:
Insurance (18 percentage point gap – digital quotient today of 33% as against 51%
possible in the future)
Consumer packaged goods (15 percentage point gap – 16% today, the lowest of
the 13 industries, and 31% possible)
Media and entertainment (13 percentage point gap)
Media and entertainment has one of the biggest gaps in ’being digital’ and yet is the
most digital of the 13 industries today. This may suggest that this industry is still in the
early stages of converting its products to digital oﬀerings and its customers to digital
delivery. The industry’s digital intensity is 42% on our rating scale – a bit higher than the
telecom industry’s. But media and entertainment companies estimated they could be
much more digital, with our future rating at 55%. (See Exhibit lll-15.)
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Exhibit lll-15: Comparison of the Current Digital State and Future Digital
Potential by Industry
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This data suggests that companies in all 13 sectors believe they have a long way to go in
making significant, digitally enabled changes to their products and business processes.
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A Business Services Company Moves to Become an Agile
Digital Player
Sweeping transformations invite the invasion of startups, which have the advantage of
working with a clean slate. But for companies with lingering legacies, the best approach
is to try to gain the agility of a startup.
Such was the challenge for an established provider of business services to organizations
around the world. Faced with the pressing need to go digital, the decentralized
enterprise has centralized its digital technology development (of web, mobile, tablet,
and digital products).
The changeover yielded the same benefit for both the company and its customers:
greater access to information. By analyzing the incoming torrent of information, the
company has identified new revenue streams. Today, customers who use the web collect
60% of the information they need about the company before they talk to a salesperson.
As a result, the company has been able to shift many field sales roles to telemarketing,
accelerating the sales cycle and reducing the cost of sales. A telephone sales person
typically entails a third of the cost of a field salesperson and souped-up online customer
service has increased the level of customer satisfaction.
While determining an exact ROI on its digital initiatives is challenging, one executive
points to the payback resulting from “savings from existing product development
budgets” as the company reallocates spending from aging systems to newer digital
platforms. Making the transformation is demanding, requiring “a concerted eﬀort,” says
the executive. “The speed of competitors and reacting to online and digital marketing is
increasingly important.”

A Big Financial Institution Adapts to the Digital Tools Its
Customers Are Using
With the emergence of so many new digital technologies and tools, it’s tough for
companies to figure out which ones merit attention and investment. But here’s the good
news: they don’t have to. Their customers will do it for them—as long as the companies
follow them carefully.
As the senior executive at a large financial institution put it: “The client base should
dictate the kind of technology you use to communicate to them.” The executive said
companies need to understand many diﬀerent digital technologies, from mobile apps
to voice communications “to cover the breadth of customers.” Companies too often
move at a glacial pace when it comes to understanding new technologies, and are often
ill-equipped to dig deeply into the data for guidance.
It’s hard for some business people to understand that previous systems—which ‘pushed’
messages to customers—need to be reversed, with customers determining which
communications channel suits them best. Keeping up with customer preferences is
crucial; diﬀerent segments respond to diﬀerent kinds of approaches.
“Curiosity is important to be able to adapt to an ever-changing landscape,” says the
executive. “It’s key to be always looking to try new things.” Aside from knowing how to
glean insights from the data, employees need to serve as eﬀective ’digital advocates’,
even if it risks occasional failure.
Given that digital initiatives are easy to track, in some quarters they may now be
considered safer than more traditional routes to customer loyalty.
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For This Media Company, No Time to Be Static
In few industries has the reception to digital technology been more visible than in
media. Nearly everyone can see that alternatives to traditional print publications, TV,
radio, books, and other media have proliferated. As a result, it’s been necessary for
this media company to invest heavily in digital technologies to continue to reach new
audiences and tap new revenue streams. As one executive in this company notes, it now
needs to invest in digital to “remain relevant.”
In recent years, those investments have involved at least two kinds of acquisitions—
obtaining streaming rights to content, and procuring the necessary talent. In addition
to reaching its audience, the new services must also appeal to advertisers who are
interested in the company’s audience size, its reach, and the diversity of its assets.
“The digital revenue stream is quite robust,” says the executive.
Reformulating its product for digital delivery has required the company to be as eﬃcient
and operationally fluid as possible. The people driving the digital initiatives “have
focused on being fast and addressing opportunities with urgency,” says the executive.
In addition, the company’s research group “understands how to use data sets and
segmentation to share the story for consumers and advertisers,” the executive adds.
Digital, says the executive, is now “one aspect of everything we do.”

At a Software Company, Impatience for Results Throws a
Digital Initiative oﬀ Course
By now, most executives know what characterizes a successfully digitized business:
a relentless focus on customers, a consistent app-development eﬀort, a talent for
analytics. What they may not know is how many obstacles can appear along the way.
At one large software firm, recalls a former executive, the results from a digital initiative
looked promising: better leads resulting in a 15% increase in closings (upwards of $10
million a year); streamlined customer support, which shifted its focus from a call-center
approach to a web-based user community (costs savings of $3.5 million a year); and an
improved customer retention rate (as much as $300 million a year).
The hardest part of the transformation wasn’t building and integrating technology; it
was changing the company’s traditional approach to software product management.
“Companies love to say that they are customer-focused, but they still have to deal
with the challenge of top-down mentalities and cultures,” says the former software
executive. “It’s very hard to get bottom-up priorities from the customer and have
product management in the middle standing up for what the customers say they want
versus what the general manager of the unit says is important.” In other words, it’s hard
to follow customers when someone keeps getting between you.
And while the company recognized the need to oﬀer apps, at first it wasn’t sure what
those apps should do. Rather, it learned what its apps shouldn’t do after creating two
of them. One mistake was stuﬃng the app with reams of content. “A mobile website
is more eﬀective than an app for just reading content,” says the executive, adding that,
“successful apps have to be task-based.” Indeed, the company now oﬀers a highly
successful app for project management.
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To understand what customers were doing with its apps, the company put together a
team of five analysts. The customer base was segmented according to name, geography
and product. Analyzing that data should have “allowed them to see additional
opportunities,” the executive says. But company management wasn’t clear on what
direction to take; it shuﬄed the analytics team around, and then watched it dissolve to
just a single member. The company also built user profiles, supplementing them with
personalization technology, in anticipation of delivering targeted content. But a costcutting move erased most of the content creators.
It takes time to achieve ROI on digital investments, and the urge to downsize hit the
digital eﬀort hard. Company management “just wasn’t willing to wait that long,” says the
former executive. In the digital era, part of what needs to change—in addition to tools
and processes—is any pre-existing mindset regarding timetables.

Theme Park Operator Uses Digital Technology to Heighten
Customer Experience
Most of what makes a trip to a theme park memorable involves the sights, sounds and—
depending on your tolerance for spinning tea cups and such—sicknesses experienced.
But recollections inevitably fade, which is why one theme park company has been
aggressively investing in digital technology. Exploiting emerging technologies to
improve, and extend, the customer’s visit boosts the chances of that customer making
a return visit, not to mention taking a dip in any new and appealing revenue streams.
Such digital extensions of the physical experience will be shaped by consumer insights.
The business, as one executive puts it, “needs to consider optimizing the social media
experience while at the park”. In addition, it can analyze the data to find “ways to
generate revenue from mobile devices, apps, and more”, says the executive. Previously,
the company segmented visitors by geography; now it has started categorizing them by
motivation, making it easier to target messages more precisely.
The company also plans to use digital technology to improve the customer experience,
enabling visitors to bypass the most crowded roller-coasters, for instance, and maximize
their time spent in the park. The operator also benefits by gathering such customer
information, putting it to use by managing the property more eﬃciently. Gaining any
slight edge over rivals is crucial.
Before the last two years, the executive describes the company as “way behind the curve”
in terms of using mobile technology. An influx of new talent “helped send a wake-up
call to management that they were falling behind their competitors.” The ROI on digital
investments may not be easy to account for, but there’s little question as to their value.
“At the end of the day the opportunity costs of not engaging in digital initiatives is a
primary factor,” says the executive, noting that the competition “is doing it aggressively.”
There will be no disembarking from this strategic thrill ride anytime soon. In time, the
company also plans to find ways to make it more compelling for visitors to post about
their visit on Facebook, Twitter, and the like while they are still on-site. The company,
as the executive put it, “has to ensure that the mobile future is more than a shiny new
thing.”
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Corporate Travel Planner Goes Far by Investing Sensibly
No matter how tempting it is to invest in the newest, buzz-emitting digital technology,
it’s crucial for management to force itself to stop and ask: Is this the right solution for this
business and its customers? “It’s not about being on the leading-edge of technology,”
says the executive of a corporate event-planning company. “[Management] also has to
have enough discipline to say ‘no’ to things that customers think they want, but that
aren’t going to work.”
Many predicted that travel-related companies, like car dealers, would be going away as
soon as the internet gained popularity. Sales meetings at exotic locales, prognosticators
said, would soon be relocated to dreary desktops, where a virtual destination might
flash across the computer screen. For this company, however, it was important not to
make any drastic moves.
Even when it first began investing in digital tools, more than 15 years ago, it focused on
developing technology that would replace existing systems with speedier substitutes.
Instead of using faxes and phone enrollments, customers relied on web tools to register
for events. The company developed in-house technology to monitor complex events,
which might require them to monitor housing or track the attendance at breakout
sessions.
The company also developed the capability to aggregate all of its data, which it can
analyze to come up with—or test—new ideas. While it has developed apps that can
provide information, such as meeting agendas, at conferences the company has soundly
rejected the idea of issuing wearable computers to its clients.
Why? It has studied enough data to know that event attendees don’t want to carry
another device on their person. It’s that simple.
“It’s important to have a clear understanding on how these new technologies fit into the
business model and how important they are for individual clients,” says the executive.
“Most of the time it simply allows them an entry point. Technology is just a small piece
of the overall solution.”
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Financial Services Firm Collects Dividends from Careful
Digital Planning
At a large, global financial services firm, the only technology of interest is the kind that
can provide “meaningful digital experiences” to its customers. One executive refers to
the category of tools the company wants as “persuasive digital solutions.” And he, for
one, is apparently not easy to persuade.
In part, the company’s finicky approach may be a relic of its not-too-distant past.
A few years ago, the company’s leadership realized, having been alerted through
customer defections and its own win-loss analysis, that both customers and partners
wanted digital solutions. Introducing digital capabilities would support the company’s
turnaround as well as transform it from “a product-centric to a more customer-focused
organization,” the executive says.
With so many back-end data processing systems dominated by antiquated tools, the
company was forced to determine what changes would matter most to customers.
But it wasn’t about to rely solely on customers to impart that information. Instead
the financial services company found a partner with expertise in behavioral science.
Working together, they defined the dominant archetypes in the company’s diverse
customer base.
Next, they designed solutions aligned with specific psychological traits and motivational
principles. One of the interactive web tools that resulted from that work, for instance, is
so well-designed that 20% of those who use it take the desired action. In this way, the
tool turns dormant or inactive users into self-motivated savers.
By leveraging behavorial science as part of the user experience design, the company
“has gone well above the competition,” says the executive.
Not that it is by any means done with the transformation to digital technologies. In fact,
all of the company’s functions have yet to go through a digital check-up to determine
what skills they’ll need. The ultimate goal is to embed an enabling capability across all
company functions that is owned and operated at the business-unit level.
The company is also developing predictive capabilities, based on the intelligent
interactions database that grows with every impression, customer click, and conversion.
What will customers get out of this? Help with decision-making, for one thing—and,
presumably, greater confidence and better quality help than they would get elsewhere.
Understanding customers may be challenging, but serving them well isn’t. “Simplicity is
an over-arching principle,” says the executive, who explains that by reducing complexity,
the company is enabling customers to do what they want to do.
Eﬃciently achieving their aims, after all, is much more meaningful for customers than
overwhelming them. The company, says the executive, “breaks down elements into
bite-sized chunks…thereby lowering fear and anxiety.”
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Power Company Strives to Generate Enthusiasm for Digital
Meter
Just as smartphones and smartwatches have done for other industries, smart meters
promise to bring digital technology, and all the possibilities it opens up, to a formerly
mundane service: electricity.
By opening up the prospect of two-way communication, such meters could provide the
electric utility with precise data about customer use. In return, the utility would oﬀer
consumption alternatives to customers, encouraging more ‘oﬀ-peak’ use by doling out
discounts.
An energy executive at a company based in Europe explained the trade-oﬀ on a deeper
level: if a utility shared “good, data-rich insights” with customers, then those customers
would be more inclined to share even more data. She dubbed the phenomenon to be a
“virtuous loop.”
In countries like the UK, where smart meters will be mandatory come 2020, providers and
consumers are suspiciously circling one another. Customers see the benefit of having
more control over their bills—and possibly doing their part to improve the environment
by reducing peak usage and shutting oﬀ some environmentally hostile power plants.
For utilities, however, there are numerous advantages. First, the smart meters will
cut costs, eliminating the expenses involved in reading meters and resolving billing
disputes, as well as improving their reaction time to stolen meters. Second, the dataspewing meters provide a platform for utilities to cross-sell higher-margin services, such
as maintenance contracts. And the faster the roll-out, the bigger the lead utilities can
get over non-utilities like Google, which has indicated some interest in getting into the
business of selling digital meters that would give consumers the power to pick and
choose among diﬀerent providers and their services.
Such scenarios sound remote, however—especially when, as the executive says, some
utilities haven’t even begun to make changes in their billing systems. “Unfortunately,
there is no ongoing project looking at best practices that could help the whole industry,”
says the executive. In a highly competitive industry, where there is an ongoing battle for
customers, no company can aﬀord to be left in the dark.
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Highlights
Companies with the most successful digital initiatives (the ‘digital leaders’) are much
bigger firms, spend far more, and are much more likely to have achieved critical
new business capabilities than the firms with the least successful initiatives (the
‘followers’)
Leaders (far more than followers) want to use digital customer data to identify
enhancements to existing oﬀerings and the need for new ones; followers are more
interested in using their digital connection to market their oﬀerings
Leaders leverage the Digital Five Forces; followers’ initiatives tend to focus on only
one
Despite making much bigger digital investments, leaders are savvier about where
they spend, including devoting a bigger piece of their budget to cloud computing
and not creating proprietary hardware that will soon be commonplace
Leaders are much more likely to have one digital strategy and operate their digital
initiatives in one group rather than decentralize them

What Do Companies With the Most Digital Revenue Do Diﬀerently?
As we indicated in the previous sections of this report, many companies are feeling
their way through the digital revolution. Only a minority (41%) said they had one digital
strategy that guides all the customer-related digital initiatives in their companies. More
often (in 51% of companies), each business function has its own digital strategy.
Those and other findings point to a large degree of uncoordinated functional
experimentation going on with digital technologies. This is not surprising. Given the
technology and the growing infrastructure of cloud, Big Data and analytics and other
vendors, it’s easy for such grassroots initiatives to operate. Companies don’t necessarily
need their IT functions to launch digital initiatives.
For example, a marketing department can outsource a mobile application, and then
store the customer data from that app in the cloud. Another agency can process and
analyze that data. And all this can – and does – happen outside the purview of a digital
strategy group, the IT function or anyone at corporate headquarters.
But is that good? Is having a singular digital strategy essential for success with these
technologies? Or is focusing on only one type of digital technology (e.g., Big Data and
analytics software to discern patterns in mountains of consumer data) more important
than focusing on other digital technologies? Is a certain minimum level of investment
necessary to do truly beneficial things?
And in addition to technology and money, with a digital revolution going on around
them, what about the way executives view their business? Do many managers, like the
top team at Netflix, believe they need to get into their suppliers’ business (in this case,
making TV series, not just distributing them)? Or their customers’ business?
Is rethinking the business model important in an age in which the ever-expanding
digital pipeline to customers opens the doors to whole new businesses? (Consider that
companies like Uber, which provides mobile apps by which people can flag down taxis
at a moment’s notice, would have not been possible before huge numbers of travelers
had smartphones.) Or does it make the most sense to just use digital technology to
improve the business that you’re in – i.e., your current product and service oﬀering?

72

The Road to Reimagination

In other words, what strategies and tactics lead to the best results with digital
technologies?
Of course, that’s a diﬃcult question to answer: A digital strategy that may work for one
company (e.g., move into your suppliers’ business) may be inappropriate for another.
What’s more, the digital technologies of focus in this study are not standing still. If
anything, they’re evolving at warp speed. What can be done on a smartphone today –
phone, camera, web surfing – is likely to look trivial by the end of the decade. At the very
least, the smartphone as a ubiquitous payment tool appears imminent.
So while there cannot be one-size-fits-all digital advice for every company, this study has
helped identify patterns that distinguish the digital leaders from the followers. Of the
several possible parameters, we used the revenue impact of companies’ digital initiatives
to separate the leaders (companies that say they’re gaining the greatest ground with digital
technologies) from the followers (companies that say they’ve gained the least ground).
Of the 820 survey respondents, 10% said their digital initiatives had increased business
unit revenue by more than 50% last year. So this was a very small group – only a tenth of
all surveys. We refer to this group of survey respondents as the leaders. All told, leaders’
digital initiatives boosted revenue by an average 71%.33 (See Exhibit IV-1)
The followers were on the opposite end of the spectrum of the revenue impact. These 531
survey participants (or 65% of the entire survey population), said their initiatives increased
business unit revenue no more than 20% last year. In fact, 104 of them said their digital
initiatives had zero impact on revenue. Six said they actually lowered revenue. All in all,
the followers’ initiatives increased business unit revenue only by an average of 7%. In other
words, leaders’ digital initiatives had 10 times the revenue impact of followers’ initiatives.

Exhibit IV-1: The Impact of Digital Initiatives on the Revenue of Leaders
and Followers
Q19 (Leaders
(Leaders vs
vs. Follo
Follow
wers): Mean and Median Rev
Revenue
Impactt (Per
Impac
(Perccen
entage)
tage) that
that Digital
Digital Initiativ
Initiatives
es had in 2013

70.9%
61.2%

Leaders

31.7%
24.2%

Middle Group
Group

7%
3%

Follo
ollow
wers

0%

10%

Mean

20%

30%

40%

50%

60%

70%

80%

Median

Note: This ’revenue impact’ could be on a divisional, business function, product line or other
digital initiative. It does not necessarily reflect the impact on parent company revenue.
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In the pages that follow, we explore what we found to be the biggest diﬀerences
between digital leaders and followers.

Size Really Does Matter in the Digital Game
One of the most striking diﬀerences between leader and follower companies was that
leaders were bigger. While the average revenue of the followers’ parent companies was
indeed sizable – $22 billion – the leaders’ revenue was more than twice as big at $49
billion. (See Exhibit IV-2) That would place the average leader in our survey at about
200th on the Fortune Global 500 list. While several companies skewed the mean revenue
of both leaders and followers, even the median revenue numbers of both are quite
diﬀerent: $22 billion in median revenue for leaders; $4 billion for followers.

Exhibit IV-2: Leaders are Twice as Big as Followers
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This diﬀerence is not surprising. Depending on a company’s ambition and digital
mandate, the level of investments in digital technologies can be staggering. Consider
the Walt Disney Co., the $45 billion media and entertainment company. In one business
unit (its theme park division) and in one part of that unit alone (its Walt Disney World
park in Orlando, Fla.), the company is reportedly spending upwards of $1 billion on
a massive digital initiative. It promises to greatly simplify the logistics of theme park
customers, attract more of them, and get them to spend more.
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So it could be that huge companies like Disney find it more palatable to spend big sums
on digital initiatives. In fact, the leaders in our survey will spend three times what the
followers plan to spend on their digital initiatives this year – $290 million on average vs.
$93 million. But even adjusting for the average revenue of these two groups, leaders’
digital investments will amount to 0.59% of parent company revenue this year vs. 0.41%
for followers. This means that per dollar of firm revenue, leaders still plan to spend 44%
more than followers this year on their digital initiatives. (See Exhibit IV-3)
Trends for 2017 show a slightly bigger gap than the one in 2014 between what leaders
and followers expect to spend on their digital initiatives: $298 million to $84 million.
(Exhibit IV-4)

Exhibit IV-3: Leaders spend three times what Followers spend on Digital
Initiatives
Q14 (Leaders
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Exhibit IV-4: Projected 2017 Digital Spending: Leaders far ahead of
Followers
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Twice the Number of Leaders Have Digital Oﬀerings, and They’re More
Lucrative
When we compared leaders and followers on whether their digital initiatives had brought
new digitally based products or services to market, we found striking diﬀerences. The
first was that a vast majority of leaders had brought such digital oﬀerings to market –
89% – while only a minority of followers had done the same (48%). (Exhibit IV-5)

Exhibit IV-5: Most Leaders have Digital Oﬀerings; most Followers do not
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Not only are the digital leaders more likely to have digital oﬀerings, they also expect
to generate more revenue from them – an average $422 million this year. (Exhibit IV-6)
That is more than twice the followers’ expected 2014 revenue from their digital oﬀerings
($187 million). (Average expected revenue this year from digital oﬀerings of all survey
participants was $234 million.)

Exhibit IV-6: Leaders’ Digital Oﬀerings to Generate an Average $422
Million in 2014
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Leaders Have Gained Greater Capabilities for Fundamental Change
The digital spending and digital revenue numbers alone don’t suﬃciently explain
what leaders are doing diﬀerently than followers. Yes, leaders are more likely to have
digital oﬀerings than followers. And they do generate more revenue from those digital
oﬀerings. Leaders also spend far more on their overall digital initiatives than followers do
– whether they’ve brought digital products and services to market or simply improved
their non-digital traditional oﬀerings by attaching digital sensors to them, monitoring
customer comments on social media, and other means.
But that doesn’t answer why leaders project that they will generate more than three
times the revenue from their digital initiatives than followers. And for companies that
have brought new digitally based oﬀerings to market, why do leaders believe they’ll
generate 126% more revenue on average from those products than followers?
To shed light on this, we looked at a range of data in the study. In particular, we looked
at the business capabilities that leaders and followers had achieved from their digital
initiatives. (In all, we asked survey participants to tell us about whether, through their
digital initiatives, they had achieved one or more of 27 capabilities – from new ways to
price their products, to the ability to monitor how customers are using their products, or
new ways of segmenting customers.)
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In fact, leaders were far more likely to desire these 27 capabilities – and to have already
gained some of them. We group those 27 capabilities into six broad categories:
Business model
Products and services
Business processes
Customer segmentation
Channels to market
Workplace environment
A greater percentage of followers than leaders sought to gain business capabilities in 19
of the 27 areas. But when asked whether they had actually achieved those capabilities,
a higher percentage of leaders had done so than followers in all but one of the 27 areas.
We believe this is a significant finding. It suggests to us that companies whose digital
initiatives will have the greatest revenue impact – the ‘leaders’ – focus their initiatives
on creating fewer capabilities than the followers do. By focusing on fewer capabilities,
leaders appear more likely to achieve them. Followers, in contrast, with many more
goals for their digital initiatives, have achieved far less than leaders.
Exhibit IV-7 shows that industries with higher digital intensity are diﬀerent in other
ways. They tend to:
Spend more on their digital initiatives this year than most other sectors (as a
percentage of revenue)
Have a much higher percentage of respondents with digital oﬀerings
Generate more revenue from those digital oﬀerings (as a percentage of total
revenue)
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Exhibit IV-7: Eight Digitally enabled Business Capabilities that Leaders covet more often than Followers

Global Industries: How Industries with High Digital Intensity Diﬀer From the Rest
Current
digital
intensity
quotient

2014 spending
on digital
initiatives (and as
% of revenue)

Percentage
with new
digital
oﬀerings

Mean revenue
from digital
oﬀerings as
% of total
revenue

Percentage
that categorize
digital initiatives
today as ‘digital
reimagination’*

Percentage
that categorize
digital
initiatives by
2020 as ‘digital
reimagination’*

Media and
entertainment

42%

$38 million
(0.7%)

74%

3.2%

16%

26%

Telecom

41%

$189 million
(0.6%)

66%

1.1%

14%

37%

High Tech

36%

$122 million
(0.5%)

75%

1.2%

9%

33%

Insurance

33%

$101 million
(0.4%)

54%

0.8%

11%

35%

Banking and
Financial
Services

31%

$142 million
(0.5%)

61%

0.8%

6%

33%

Overall

31%

$113 million
(0.4%)

59%

0.9%

8%

32%

Automotive

30%

$87 million
(0.3%)

64%

0.8%

4%

11%

Industrial
Manufacturing

30%

$95 million
(0.4%)

56%

1.0%

7%

32%

Travel,
Hospitality,
Transport

30%

$112 million
(0.4%)

64%

0.7%

9%

27%

Retail

26%

$86 million
(0.5%)

51%

0.6%

8%

36%

Healthcare and
Life Sciences

24%

$79 million
(0.3%)

46%

0.8%

8%

22%

Energy

23%

$110 million
(0.3%)

41%

0.6%

5%

32%

Utilities

23%

$55 million
(0.3%)

50%

0.3%

8%

33%

Consumer
Packaged Goods

16%

$47 million
(0.2%)

30%

0.7%

6%

30%

* In the survey, we defined the term ’digital reimagination’ to mean a digital strategy in which a company brings to market a
whole new business model, digital products and services, new business processes, new customer segmentation, channels,
and workplace environment .
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Exhibit IV-8 shows the eight capabilities desired by a higher percentage of leaders than
by followers, and the percentage of leaders and followers that have actually achieved
those capabilities to date.

Exhibit IV-8: Exhibit IV-8: Eight Capabilities Desired by More Leaders
Than Followers
Q11 (Leaders vs. Followers): The 8 Business Capabilities That Leaders More Often are Trying
to Achieve Than Followers From Their Digital Initiatives

Capability

% of Leaders
Trying to
Achieve It

% of Followers
Trying to
Achieve It

% of Leaders
With Goal That
Have Achieved
It to Date

% of Followers
With Goal That
Have Achieved
It to Date

Monitoring how customers are using
products/services to identify the need for
whole new products or services

66%

56%

61%

34%

Making software and software-related
improvements to products/services while
customers are using them.

55%

42%

36%

24%

Oﬀering a preventative maintenance
service

40%

33%

24%

27%

The ability for customers to manufacture
our products at their site of business

49%

24%

30%

18%

Tailoring products/services to much
smaller customer segments (even, possibly,
segments of one)

54%

48%

30%

17%

Creating entirely new production processes

31%

30%

28%

12%

More accurately predicting demand for the
firm’s products/services

74%

66%

33%

18%

Reducing inventory in the supply chain

45%

44%

27%

23%

Some observations from this data:
One digital capability desired by many more leaders (49%) than followers (24%) is
enabling customers to manufacture their products at the customers’ business locations.
An example of this can be seen in the 2014 announcement by Green Mountain Coﬀee
Roasters Inc. about selling pods that let customers of its Keurig home appliance ‘brew’
Campbell’s soups, Coca-Cola’s soft drinks and other beverages in their own homes.
This February, Coca-Cola Co. announced a 10-year joint venture with Green Mountain
allowing Keurig customers to make their own Coca-Cola-branded beverages at home:
Coke, Sprite, Fanta, Minute Made and Powerade. Coca-Cola also announced it was
buying a 10% share of Green Mountain’s publicly held shares for $1.25 billion.34

Mike Esterl and Annie Gasparro, ‘Coming Soon: Coke for the K-Cup Crowd,’ The Wall Street
Journal, Feb. 5, 2014. http://online.wsj.com/news/articles/SB100014240527023046809045793652
54053304212
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The one capability many more leaders than followers have achieved to date
(61% of leaders against 34% of followers) is digitally monitoring how customers
are using their products or services to identify customer needs for whole new
oﬀerings. Perhaps leaders are more likely to recognize that digitally tracking how
customers use their products can spur innovation. Samsung has recognized this
important capability. “Software is a two-way relationship. As your consumers use
your services and your devices, you gain intelligence about their usage, about what
they like and don’t like, and that helps you become smarter about how to evolve the
product,” said David Eun, executive vice president and head of the Open Innovation
Center at Samsung Electronics Co. Ltd.35
While both the majority of leaders and followers want to predict demand
for their products more accurately, nearly twice as many leaders (33%) have
achieved this to date than have followers (18%).
Although only a minority of leaders have done so to date, they are far more
likely than followers to be able to make software-based improvements in their
oﬀerings while customers use them; tailor oﬀerings to smaller customer segments;
and build an entirely new digital production process.
Leaders also diﬀer from followers in the capabilities they most desire from their digital
initiatives. In Exhibit IV-9, we show the five most frequently desired capabilities of
leaders and followers (out of our list of 27).

Jonathan Cheng, ‘Samsung Looks to Software and Services,’ The Wall Street Journal, Feb. 16, 2014.
http://online.wsj.com/news/articles/SB10001424052702304434104579378542501140248?KEYW
ORDS=Samsung+David+Eun&mg=reno64-wsj
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Exhibit IV-9: Top Capabilities Desired by Leaders and Followers
Q11 (Leaders and Followers): How Leaders and Followers Compare on Capabilities They Desire
Most
Capability
Ranking

% of Leaders That Want a Capability

% of Followers That Want a Capability

1

More accurately predicting demand for the
firm’s products/services (74%)

Rapidly informing customers about new
products/services and getting them to buy them
(67%)

2

Monitoring how customers are using our
products/services to identify need for whole
new products or services (66%)

More accurately predicting demand for our
products/services (66%)

3

Making much faster changes to products/
services or invent new products much faster
(56%)
Improving customer assistance when the firm’s
products/services aren’t working properly
(56%)

Improving customer assistance when products/
services aren’t working properly (66%)

4

Providing a whole new way to deliver value to
customers (55%)

Monitoring how customers use the firm’s
products/services to identify need for improving
them (66%)

5

Making software and software-related
product/service
improvements
while
customers are using them (55%)

Substantially increasing employee feedback and
information across business functions and levels
(60%)

So how do leaders and followers compare on which capabilities they most desire from
their digital initiatives? In Exhibit IV-9 one can see two goals that are highly desired by
both leaders and followers: making more accurate demand forecasts and improving
customer assistance when their oﬀerings are not working. However, the three remaining
capabilities that leaders and followers most desire are very diﬀerent, suggesting
diﬀerent priorities:
Many more leaders want use their digital connections to customers to monitor how
those customers are using their products and services, in order to better identify new
product and service opportunities. This was the second most frequently identified
goal of leaders; for followers, it was the seventh most frequently cited goal.
A much higher percentage of leaders (55%) than followers (42%) want to use their
digital connections to make software-related improvements to products while
customers use them.
Followers’ most frequently cited goal was quickly telling customers about new
oﬀerings and convincing them to buy them. Some 67% of followers have this goal.
In contrast, this was the ninth most frequently cited goal for leaders, desired by 54%
of them.
The research tells us that leaders are more interested in using their digital connections
to customers to provide more value to them – by better matching supply with demand,
by identifying new oﬀerings that customers need, by making much-needed changes to
products faster, and by providing new and superior ways to deliver value to customers.
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In contrast, followers are more anxious to sell more products to customers who have
connected to them digitally. It seems to us that followers have their digital priorities
wrong. They should be looking first for ways to provide more value to customers with
the products they’ve already sold them, and then try to sell them additional oﬀerings.
Now let’s explore more deeply the frequency with which leaders and followers’ digital
initiatives have produced new business capabilities. We look at each of the six broad
capability categories in turn.

Business Model
A new business model is a way for a company to bring a whole new product or service
to market, and/or often at a diﬀerent price point. Wal-Mart, for example, brought a new
business model to mass merchandising more than 50 years ago, relying on technologyenabled supply chain eﬃciencies. Paychex Inc. brought a new business model to the payroll
processing business, ushering in mass eﬃciencies to manage payroll for small businesses.
Digital technologies that enable companies to connect directly with customers have the
potential to change their business models once again. Just look at Netflix, which has used
its digital data on customers’ movie and TV programming viewing habits to expand its
business model and become a content producer as well as distributor.
As we mentioned earlier, leaders were nearly twice as likely as followers to have already
brought a whole new digital oﬀering to market (89% of leaders have done so vs. 48%
of followers). But that’s not all. Leaders are more than twice as likely as followers to be
able to make major changes in pricing (40% of leaders can now do so vs. only 16% of
followers). And they are twice as likely to have the ability to tailor pricing to smaller
segments, at the customer’s moment of need. (Some 34% of leaders said they can do so,
compared with 17% of followers.)
And whether it’s a whole new digital oﬀering or a digitally improved version of long
standing products and services, leaders are nearly twice as likely to say their digital
initiatives delivered whole new value to customers (39% vs. 20%). And about twice as
many leaders as followers say they’ve delivered that value in a whole new way that’s
made possible by digital technology (31% vs. 16%).
Furthermore, digital leaders are nearly twice as likely to be using their digital connections
to customers to monitor how they use the technology and spot new opportunities for
new products. Some 61% of leaders are doing so vs. only 34% of followers.
This is the reason that companies like Netflix have been successful in changing their
business model. “Because we have a direct relationship with consumers, we know what
people like to watch, and that helps us understand how big the interest is going to be
for a given show,” Jonathan Friedland, Netflix’s head of communications, told the The
New York Times.36 The company reportedly analyzes the data 30 million times a day when
its customers play its streaming videos, as well as its subscribers’ ratings and online
searches. It now spends an estimated $300 million annually on its own video content,
basing its programming decisions on using Big Data and analytics to understand the
preferences of its more than 40 million subscribers around the world. “We have an
immense amount of data,” Cindy Holland, head of original content, told The Guardian
newspaper. “We can identify subscriber populations that gravitate around genre areas
such as horror, thriller and supernatural. That allows us to project a threshold audience
size to see if it makes for a viable project for us.”37
David Carr, ‘Giving Viewers What They Want,’ The New York Times, Feb. 24, 2013, http://www.
nytimes.com/2013/02/25/business/media/for-house-of-cards-using-big-data-to-guarantee-itspopularity.html
37
Mark Sweney, ‘Netflix gathers detailed viewer data to guide its search for the next hit,’ The
Guardian, Feb. 23, 2014.
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But Netflix isn’t alone. Samsung, too, is looking intently at how digital technology could
transform its business model. In 2012, the $179 billion South Korea-based manufacturer
of smartphones, TVs, semiconductors and other electronic devices and components
brought in David Eun from Google Inc. as an executive vice president to run its Open
Innovation Center in Silicon Valley. The center has been funding digital startups, working
with new acquisitions, and launching new software products to help the company stay
ahead in the markets for smartphones and TVs (two devices of which Samsung is the
world’s biggest seller).
But Eun’s unit is looking far beyond electronic hardware. He has publicly said that
Samsung sees its digital TVs and smartphones as having the potential to provide
advertisers a platform for distributing their content, as well as providing data to help
them market more eﬀectively. “We sell more screens arguably than any company in the
world, and as you understand that more and more of the screens around the world are
getting connected to the internet, there’s a huge opportunity for us to connect more and
more of these screens to each other,” Eun told The Wall Street Journal earlier this year.38
“And when we do that, we will have one of the world’s largest platforms for distributing
content and services—this is everything from apps to advertising.”

Products and Services
In addition to bringing whole new digitally-enabled products and services to market,
the leaders at digital initiatives are far more likely to use their digital connections to
customers to seek ways to improve their existing products and services. Some 38% of
digital leaders have this capability today vs. 29% of followers. But there’s an even greater
disparity between the number of leaders who use their digital connection to monitor
how customers are using their oﬀerings, in order to improve the design, engineering or
production of those oﬀerings. Nearly half the leaders have this capability today (49%);
only 22% of the followers do.
In part, this is because a higher percentage of digital leaders than followers are using
four of the five digital technologies that we asked survey participants about, to connect
continuously with customers (Exhibit IV-10). For example:
61% of leaders (vs. 46% of followers) use mobile apps to monitor customers
30% of leaders (vs. (15% of followers) have embedded digital sensors or other digital
devices in their products, which allow them to monitor how customers are using
those products
Nearly three times as many leaders (26%, vs. 9% of followers) have created wearable
digital devices for customers or other digital devices that can be attached to products
owned by customers. For example, U.S. auto insurance giant Progressive Corp. has
an electronic device called Snapshot that plugs into a car diagnostic port near the
dashboard and monitors driving habits. Customers representing about 10% of the
company’s $15 billion in insurance premiums used the device last year.39 Customers
who drive short distances, avoid driving during peak times for accidents, and don’t
make many hard stops can get discounts on their premiums.
38
Jonathan Cheng, ‘Samsung Looks to Software and Services,’ The Wall Street Journal, Feb. 16,
2014. http://online.wsj.com/news/articles/SB10001424052702304434104579378542501140248?
KEYWORDS=Samsung+David+Eun&mg=reno64-wsj
39
Becky Yerak, ‘Test by insurer Progressive monitors driver’s location,’ The Chicago Tribune,
Feb. 14, 2014. http://articles.chicagotribune.com/2014-02-14/site/ct-progressive-device-0214biz-20140214_1_location-data-progressive-privacy-issues
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Exhibit IV-10: Leaders are More Likely than Followers to Establish Digital
Connections to Customers
Lessons in digital success from comparing leaders and followers
Percentage of
Leaders

Percentage of
Followers

Via mobile apps for customers’
mobile devices

61%

46%

Via digital products that
the company sells and distributes
online to customers' computers

35%

33%

Via digital sensors or other
digital devices embedded in
or attached to the company’s
products used by customers

30%

15%

Via wearable digital devices
or devices that customers
can attach to other products
not made by the
respondent’s company

26%

9%

Via continuous monitoring and
analysis of comments in social
media sites

46%

51%

By tracking how customers are using their products, a number of companies are
beginning to change a fundamental aspect of any business model: pricing. Auto insurers
whose customers permit them to track their driving habits are being oﬀered policies
whose premiums are based on actual driving routines – not just past driving behavior.
Having actual and perpetually updated data on their customers’ driving behavior might
eventually lead to auto insurers setting their prices based on customer usage; the rate
they charged you last month for driving 5,000 miles might indeed go down the next
month since you drove only 500 miles. Without a digital connection to customers’ usage
of their product, auto insurers would never be able to change their pricing based on
current and detailed data on driving behavior.
Our survey confirms that twice as many leaders (36%) as followers (18%) are able to
tailor their pricing based on their digitally gained knowledge of customers.

Business Processes
Earlier we stated that digital leaders appear to be more focused on providing greater
value to customers – helping them get more out of the products they’ve already
sold them – than on trying to sell them on products they don’t currently have. Data
on how our survey participants allocate their digital investments by business function
(marketing, sales, R&D, production and so on) further makes this case.
Leaders will spend far less of their digital budgets on marketing and sales than followers
will from 2014 to 2017. Some 36.6% of leaders’ investments will go to these two areas. In
contrast, followers plan to spend 42.0% of their digital budgets on marketing and sales.
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So on which functions will leaders spend more than followers? Leaders plan to invest
a bigger percentage of their digital budgets on R&D (14.9% vs. 14.0%), manufacturing/
production (13.7% vs. 12.2%) and ‘other’ functions (9.2% vs. 5.7%). (See Exhibit IV-11)

Exhibit IV-11: Leaders Spend a Smaller Proportion of Digital Investments
on Marketing and Sales
Q15 (Leaders vs. Followers): Spend Allocation (2014-2017) on
Digital Initiatives by Business Function
0%

5%

10%

Customer Service and
Support (after - sale)

15%
15.7%

R&D

14.9%
14.0%

Other

25%

30%

17.2%
17.8%

Sales

Distribution

20%

19.4%
24.2%

Marketing

Manufacturing,
production

15%

13.7%
12.2%
10.6%
10.4%
9.2%
5.7%
Leaders

Followers

So why is this the case? Related survey data suggests that leaders are more interested
than followers in digital investments that help them improve their oﬀerings and provide
more customer value:
36% of leaders are now able to make software-related improvements to products
while customers are using those products. Only 24% are followers can do this
currently.
Nearly twice as many leaders (45%) as followers (25%) can help customers get more
value from their products – e.g., to help them understand more about the features
of those oﬀerings.
More leaders (39%) than followers (26%) report they’ve improved customer support
of their products when those products stop working.
Nearly twice as many leaders (30%) than followers (17%) report having gained the
ability to understand deeply why customers chose their products over competitors’
products in the first place.
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Perhaps superior responsiveness to customer issues is a key factor that helps digital
leaders generate more revenue from their digital products and more overall revenue
from their digital initiatives than followers can. This pattern plays out in small ways as
well. About 39% of leaders said their digital initiatives enable customers to automatically
reorder their products, while only 24% of followers are able to do so.
Segmentation
The leaders in our study have a lot of digital data about their customers and how they
use their oﬀerings, as well as the ability to process and analyze it. The result is that they
can get a much more granular sense of those customers. Nearly three times as many
leaders as followers – 41% vs. 14% – can market to much smaller customer segments
(even segments of one).
A Netflix executive illustrated this capability well when a reporter asked him about the
company’s customer base of 33 million at the time (2013). His response: “There are 33
million diﬀerent versions of Netflix.”40
By collecting more and more data from a growing number of customers digitally, and by
using Big Data and analytics to gain more insights on those customers, companies like Netflix
and Progressive are going far beyond traditional market segmentation practices. They are
rewriting the rules of segmentation – practices that in the past often lumped customers into
large and vaguely defined groups, which overlooked profound diﬀerences among them.
Channels to Market
By having more customers interacting with them through digital means (mobile apps,
digital sensors, social media, and more), digital leaders are also more likely to have a
digital channel through which they can sell and deliver more digital products. In fact,
leaders are far more likely than followers (57% to 22%) to have created new digital
channels for distributing their products and services.
But that isn’t the only advantage that leaders have gained in their digital channels to
customers. For their physical products and services – i.e., oﬀerings that can’t be delivered
digitally – leaders are more likely than followers to have improved their forecasting of
customer demand. A third of leaders said their digital initiatives have improved demand
forecasting accuracy, compared with only 18% of followers.
A slightly higher percentage of leaders than followers (27% vs. 23%) said their digital
initiatives have reduced supply chain inventory. However, more than twice as many
leaders (28%) as followers (12%) said their initiatives enabled them to create new and
improved production processes. Some of these production processes include giving
customers the ability to make products at their site of business. Some 30% of leaders
said they had this digital capability today; only 18% of followers said the same.
Workplace Environments
It is not enough for companies to have rich digital connections to customers, or to be
able to deploy Big Data and analytics technologies to create meaning from the data that
those digital connections generate. Companies must be able to get employees within
and across functions to share those insights. When individuals or business functions
hoard those insights, it limits how well other functions can resolve key customer issues
– be they complaints or new needs going unfilled.
David Carr, ‘Giving Viewers What They Want,’ The New York Times, Feb. 24, 2013. The executive
quoted was Joris Evers, Netflix director of global corporate communications. http://www.nytimes.
com/2013/02/25/business/media/for-house-of-cards-using-big-data-to-guarantee-its-popularity.
html
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In comparing leaders and followers on several key aspects of their workplace
environments, we saw distinct diﬀerences:
Leaders are much more likely to have an environment of transparency and openness
(44% vs. 29%).
Leaders are more than twice as likely to have an environment of speed, one in which
employees make things happen (38% vs. 18%).
Leaders are more likely to have employees who share information and feedback
across the business (35% vs. 23%).
It’s clear that a majority of companies have much work to do to create the workplace
environment that we believe is conducive to success in a digital world.
Leaders Take a Significantly Diﬀerent Approach to Digital Technologies
Digital leaders are far more likely than followers to have seen a payoﬀ from their digital
investments: new or improved capabilities to rapidly change pricing, products and
other key aspects of their business model; more eﬃcient manufacturing, distribution,
support, marketing, and other key business functions; better approaches to customer
segmentation and channels management; and a more open workplace environment.
But a key question remains: Why are leaders better able to do all the above?
We believe one reason is that in all six aspects of the way they do business, leaders
value a range of digital technologies – not just one or two. That is, many more leaders
than followers attached high importance to Big Data and analytics, mobile, social media,
cloud, and AI/robotics to be able to make fundamental changes. (See Exhibit IV-12)
In just about every case, leaders see all five digital forces as critical to making changes in
their business models, products and services, processes, and so on. In contrast, followers
view only one technology – typically Big Data or social media – as crucial in each case.
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Exhibit IV-12: Leaders Leverage All Five Digital Technologies; Followers Typically Embrace Only One

Leaders’ digital initiatives are more
likely to have enabled …

Business
models

Products and
services

Business
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Customer
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Workplaces
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Big Data and
analytics
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customers’ moments of need, and so on

Big Data and analytics, mobile,
social media, cloud, and AI and
robotics

Big Data and
analytics

Monitoring how customers use
products/services to identify new
product/service opportunities

Big Data and analytics, mobile,
social media, cloud, and AI and
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Big Data and
analytics, and
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Monitoring how customers use
products/services to improve design,
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Big Data and analytics, mobile,
social media, cloud, and AI and
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Big Data and
analytics

Monitoring how customers use the firm’s
products/services to improve them

Big Data and analytics, mobile,
social media, cloud, and AI and
robotics

None

Rapidly informing customers about
new products/services and influencing
purchase decisions

Big Data and analytics, mobile,
social media, cloud, and AI and
robotics

Social media

Introducing new, digitally driven
production

Big Data and analytics, mobile,
social media, cloud, and AI and
robotics

None

Marketing to smaller customer
segments
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social media, and cloud
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New channels (for example, mobile and
social) for distributing products/services
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social media, cloud, and AI and
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Social media
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social media, cloud, and AI and
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social media, cloud, and AI and
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None

An environment of speed where
employees make things happen

Big Data and analytics, mobile,
and social media

None

Note: Technologies seen as crucial were those that were rated at least 3.5 on a 1-5 scale of importance.
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Not only do leaders place more value on using all five digital technologies, they also
allocate their digital budgets far diﬀerently by technology.
Leaders spend much less of their digital technology budget on Big Data: 24% vs. 29% for
followers. Leaders also spend less on artificial intelligence/robotics (16%) than followers
do (19%). But leaders spend a bigger portion of their budget on cloud (17% vs. 12%) and
mobile devices (23% vs. 20%). (See Exhibit IV-13)
What this says to us is that leaders see a greater need to spend in areas that enable them
to secure a digital connection with customers – e.g., on mobile apps. And they also rely
more heavily on cloud services instead of purchasing additional computing and data
storage capacity to support customers who do business through mobile devices.
Netflix even partnered with a competitor to shift its video distribution business from
DVDs to streaming. It has used Amazon’s cloud services (oﬃcially known as Amazon
Web Services) – despite the fact that Amazon competes with it in movie streaming
today. In 2009, Netflix CEO Reed Hastings and other company executives realized that
streaming video content would require a huge increase in capital expenditure. “The cost
curve proved that we just couldn’t do it ourselves,” he told a conference for Amazon Web
Services customers in 2012.41 The company felt that running data centers was not where
it would gain a competitive advantage.

Exhibit IV-13: How Leaders and Followers Carve Up Their Digital
Technology Budgets
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Brandon Butler, ‘Amazon and Netflix: competitors who need each other,’ NetworkWorld, July 24,
2013. http://www.networkworld.com/news/2013/072413-amazon-netflix-272142.html?page=1
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Leaders and Followers Take Diﬀerent Approaches to Developing Digital Strategies
It is clear that leaders are much more aggressive than followers at using digital
technology. They spend far more and draw on all five sets of technologies – although
they focus on building capabilities in fewer areas.
But of course technology alone doesn’t create a competitive advantage. In this study,
several factors appear to be giving digital leaders an edge over the followers:
Leaders are more likely to have one strategy that guides all digital initiatives
in the organization. Some 57% of leaders have one digital strategy guiding all
the digital initiatives in the organization (initiatives dealing with how to connect
to customers). (See Exhibit IV-14) Only 40% of followers have one such overarching
digital strategy. Followers were more likely to allow business functions to create their
own digital strategies. That was the case at about half the followers, but only 37%
of the leaders. Another 9% of followers have no digital strategy at all – either overall
or by function. When each function creates its own digital strategy, conflicting
initiatives can easily become the rule.

Exhibit IV-14: Leaders Don’t Let Digital Anarchy Rule
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Leaders’ digital initiatives operate in one function, while followers are much
more likely to be decentralized. This is not surprising given that leaders are
more likely to have an overarching digital strategy. Some 50% of leaders (vs. 47%
of followers) centralize their digital initiatives in a unit specifically responsible for
digital initiatives (outside of the IT function). (See Exhibit IV-15) But 39% of leaders
put digital responsibilities in one business function (which has other responsibilities
as well), while only 18% of followers do so. Followers are much more likely to
decentralize their digital initiatives; 30% do so vs. only 10% of leaders.

Exhibit IV-15: Leaders Usually Centralize Digital Initiatives; Followers
Often Do Not
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Leaders are better at integrating digital technologies with their core systems.
Both leaders and followers rated this as their most important success factor,
however leaders gave it a much higher importance rating (3.93 vs. 3.46 on a scale
of 5). (See Exhibit IV-16). The integration challenge was especially important at the
bigger companies that we surveyed (more than $10 billion in revenue). A senior
digital executive at a major business services company said one of its biggest
digital challenges is reducing its number of technology platforms and using open
technologies and interfaces in order to plug into customers’ systems.
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Exhibit IV-16: How Leaders and Followers View the Ingredients of Digital
Success
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So What Should Your Digital Strategy Be?
It makes sense that companies should have one digital strategy that guides certain
digital investments. But the question then becomes: What should that strategy be?
From our study, we see three broad types of digital strategies, each of which has very
diﬀerent implications for an organization:
Digital Modernization: Improving a company’s existing business model, oﬀerings,
and business processes without changing the business model, products, services, or
business processes. Some 46% of all our survey participants – leaders, followers, and
everyone in between – defined their digital initiatives this way. However, only 31% said
this would be their strategy by 2020. (See Exhibit IV-17)
Digital Transformation: Keeping the business model largely intact, as well as products
and services, but making radical changes to business processes and unifying the
customer experience. The Walt Disney Co.’s MyMagic+ digital initiative is an excellent
example of this strategy. The same percentage of survey respondents (46%) said this
was their digital strategy today. Fewer (38%) said this would be their strategy by 2020.
Digital Reimagination: Using digital technologies to create a whole new business
model, new digital products and services, new segmentation approaches and channels
to customers. A distinct minority of survey participants – 8% – said this was their digital
strategy today. However, 32% said it would be their digital strategy by 2020. Companies
that have already begun to digitally reimagine their businesses are Netflix and many
of the major auto manufacturers. Companies like Samsung say they may do so in the
future.

Exhibit IV-17: The Most Common Digital Strategies Today and Predicted
for 2020
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So which is the right digital strategy for a company or a division of that company (if its
business is quite diﬀerent from the businesses of other divisions – diﬀerent customers,
diﬀerent oﬀerings, and so on)? We believe it depends largely on two factors (Exhibit
IV-18):
Digital intensity of the company or division: This refers to the degree to which its
core oﬀerings, business processes (especially marketing, sales, and distribution),
and customers’ experience in using those oﬀerings can be digitized. As we
explained in the industry section of this report, (Section III) the sectors that have
a greater digital intensity are media and entertainment, telecommunications,
high tech (especially software), insurance, and banking and financial services.
Such companies are especially vulnerable to disruption, since their products can
be fully digitized: payments made through a smartphone, movies streamed to a
desk or tablet computer, software rented ‘by the drink’ from the cloud, and so on.
These companies must begin planning the digital reimagination of their businesses now
– just as companies like Netflix did in the last decade; Nike and Progressive have been
doing this decade; and General Motors and other automotive companies are now doing
in earnest. Established companies in these sectors will be challenged by outsiders and
newcomers that aren’t burdened by legacy business models and assets. Just as Netflix
displaced Blockbuster Entertainment last decade, electronic cameras killed Kodak’s film
business, and online publishers are trying to displace established publishers, companies
in sectors with high digital intensity should expect serious incursions into their markets.
In contrast, companies whose oﬀerings and customer experience can’t be replaced by a
digital version – think Walt Disney World – might focus less on digital reimagination and
more on transforming the oﬀering they provide today, as Disney is doing with its theme
park digital initiative. The strategy in this case may be more about digital transformation.
These companies – especially ones with big investments in physical assets – must find
ways to use digital technologies to give customers a better experience with products
and services (e.g., a trip to a Disney resort) that they already value.
The customer and competitive barriers to digitization: It’s easy to get enraptured
by the capabilities of fast-evolving digital technologies and new companies that seem
to become billion-dollar players overnight. But it is just as easy to forget that in some
industries, a digital renaissance may take much longer to play out. Several factors
protect the status quo: how easily customers can switch to new and better digital
oﬀerings; the size of capital investments that must be made; regulatory barriers; and
most of all how much value customers will gain by using a digital oﬀering, a digital
experience, or some other digital enhancement of a company’s product or service.
Companies that sell tangible products or provide physical experiences that can’t be
substituted (an extensive doctor’s exam, a trip to a coﬀee shop, a car ride, and so on)
enjoy strong protection from digital displacement. Could their oﬀerings be enhanced
digitally – even transformed? Certainly, as many such companies are already trying to do
today: Starbucks and the digital experience (especially mobile payments) in its stores;
Nike placing sensors in its shoes and selling wristbands so that customers can track their
physical activity and health; and Ford, Audi, and the rest of the major automakers’ invehicle digital eﬀorts.
Some industries do not have digital threats to their survival; they can’t be replaced
easily by digital newcomers. Upstarts can’t easily duplicate the assets and infrastructure
of a regional electric utility or hospital. Yet businesses in these industries still have
substantial opportunities that can improve their top and bottom lines: sell new digitally
based oﬀerings, improve the way customers use their longstanding oﬀerings through
digital technologies, and gain eﬃciencies digitally.
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In fact, after talking with executives in some of these seemingly non-digital industries – e.g., utilities and business services – we
found they are aware of the digital opportunities that are in front of them, as well as the internal and external barriers to pursuing
them.

Exhibit IV-18: The Landscape of Digital Initiatives
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We began designing this study in December 2013, determining the issues we wanted
to explore on the topic of digital initiatives in large companies around the world.
Since words like ‘digital’, ‘digitization’, ‘digital enterprise’, and ’digital business’ are high
level and can have multiple meanings, we must explain the types of digital initiatives we
studied. For instance, what is plain old ’information technology’ (the term in vogue for
at least 30 years) vs. ‘digital technology’? Given that there have been dozens of ’digital’
studies conducted in the last few years, and new ones every month, being able to shed
new light on the topic required us to scope it tightly. We did so in two ways:
Exploring five types of digital technologies – defining digital technologies (as
distinct from previous eras of IT) as those that allow companies to have digital online
connections to customers and customers’ products wherever those customers and
products are (in their oﬃce, at home, traveling, and so on). That, of course, requires
those customers and the products they use to also have digital devices of some type.
So what’s fundamentally diﬀerent today from 10 and certainly 20 years ago is that
the technology of yesteryear wasn’t nearly as powerful, miniaturized, and aﬀordable
as it is today. Technology is now in the hands of customers and in the products they
purchase.
In addition, we focused on the five sets of digital technologies that make this happen:
mobile devices (not only cell phones and smartphones but also sensors, digital meters
and other devices that communicate digital information wirelessly); cloud computing
(the data centers that collect, process and transmit digital data to mobile devices); social
media (the public websites that many companies monitor today to better understand
what customers and the greater public are saying about them); Big Data and analytics
technologies (the technology now available to process all this digital customer and
product performance data); and artificial intelligence (AI) and robotics (which enables
some analytics to be automated, a company’s products in the field to adjust their
performance, and a company’s own supply chain to identify and correct flawed products
and processes).
Focusing on customer related initiatives – activities using the five digital
technologies to establish an ongoing digital connection to customers. We thus did
not focus on digital initiatives that improved a company’s procurement function,
accounting system, HR system, compliance and legal function, or other areas having
no digital online interactions with customers, or no benefit from it.
In particular, we set out to explore five issues:
1.

How are large global companies using digital technologies to interact with, gain a
greater understanding of, and increase their value to customers?

2.

What are the digital strategies of companies that have created the most value for
customers and the greatest benefits to the organizations themselves?

3.

In what industries are companies making the greatest changes to their businesses
because of digital technology – for example, changes to their core product and/
or service oﬀering, business processes, segmentation, and even their fundamental
business model?

4.

What digital technologies and combinations of technologies are most important to
success?

5.

What are the keys to success at digital initiatives?

After creating an initial set of hypotheses on these issues, we then determined how we
would explore them, i.e., our research approach. We designed two primary research
streams:
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Quantitative: An extensive online survey with 23 questions that was fielded by
Research Now, a major survey panel firm. In all, we surveyed 13 industry sectors,
both B2C and B2B), and 820 respondents completed all questions. The questions
were close-ended, with multiple choice, Likert scale (mostly 1 to 5 scales), or
numerical responses.
Qualitative: In-depth telephone interviews with nine executives who are leading
digital initiatives in their companies. We have kept the names of these executives
and their companies anonymous. We also conducted extensive online secondary
research from corporate presentations, company blog posts, media articles, and
other sources of information on the digital initiatives of large companies. We
uncovered several dozen examples of such initiatives by companies such as Walt
Disney Co., Starbucks, Netflix, General Motors, General Electric, Burberry and Verizon.
The Online Survey
The online survey was fielded and completed by April 2014. In all, 6,599 managers
attempted the survey from both business-to-business and business-to-consumer
companies. We defined B2B companies as those deriving the majority of their revenue
from products and/or services sold to end consumers. B2C companies were defined as
those that derive the majority of their revenue from products and/or services that are
purchased by other organizations.
We filtered out all but 820 of the more than 6,599 managers who took the survey
because they: a) were based in countries outside the 10 that we focused on, b) were
from industries other than the 13 we targeted, c) worked in companies that had less
than $500 million in parent company revenues (in North America, Europe and AsiaPacific), d) were more than two levels down from a functional head, or e) had no role or
little, if any, knowledge about their company’s digital initiatives.
Some 65% of the respondents were from B2C companies and 35% were from B2B
companies. (Exhibit V-1.) Of the 529 respondents from B2C companies, 80% said they
sold their oﬀerings directly to consumers, while 20% sold their oﬀerings indirectly to
consumers (for example, through retailers).

Exhibit V-1: Split of B2C vs. B2B Survey Participants
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About two-thirds of the 820 respondents were in companies based in North America
(42% of survey population) and Europe (25%). The remaining were from Asia-Pacific
(22%) and Latin America (10%). Exhibit V-2 breaks down these respondents by the four
regions of the world and 10 countries surveyed.
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Exhibit V-2: Survey Respondents by Region and Country
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The companies we surveyed belonged to 13 industries. (Exhibit V-3)

Exhibit V-3: Annual Revenue of Survey Participants Across the World
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The companies we surveyed were mostly large in annual revenue. Mean revenue was
$25.8 billion; median was $5.6 billion. (Exhibit V-4) The big diﬀerence between mean and
median was due to a number of survey participants being from companies with revenue
of at least $100 billion. Countries with the smallest number of survey participants – in
Latin America and Asia-Pacific – nonetheless had participants with the highest mean
and median revenue. (Exhibit V-5)

Exhibit V-4: Annual Revenue of Survey Participants in Four Regions
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Exhibit V-5: Annual Revenue of Survey Participants in Four Regions

Q3 (O
(Over
erall):
all): Per
Perccen
entage
tage of Respondents
Respondents by
by Func
Function/
tion/ Departmen
Departmentt
Inf
nfor
orma
mation
tion Technology (IT)
(IT )

20%

16%

Financ
inance
e

Cor
orpor
poraate Lev
Level
el

11%

10%

Sales

Cust
ustomer
omer servic
service
e

9%

Mar
arketing
keting

9%

R&D,, Pr
R&D
Produc
oductt Desig
Design,
n, Pr
Produc
oductt
Dev
evelopmen
elopment,
t, Pr
Produc
oductt Engineer
Engineering
ing

7%

Risk Managemen
Managementt

5%

Manufac
anufactur
turing
ing,, Opera
Operations
tions,,
Procur
ocuremen
ement,
t, Pur
Purchasing
chasing

5%

Straateg
Str
egic
ic Planning
Planning,,
Cor
orpor
poraate Dev
Developmen
elopmentt

4%

Log
ogistics
istics,, Distribution
Distribution

2%

Other

2%
0%

102

5%

10%

15%

20%

25%

The Road to Reimagination

To get a comprehensive picture of how organizations were using digital technologies
to strengthen their bonds with customers, we surveyed executives from a wide range
of functions: IT, finance, sales, marketing, service, R&D, manufacturing and logistics, risk,
and strategic planning. (Exhibit V-6)

Exhibit V-6: Survey Respondents by Function
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Best Practice Interviews
We conducted extensive phone interviews with executives from the following nine
organizations:
Major business services company
Large global financial services firm
Multi billion dollar software company
Large entertainment company
Large financial services company
Major European utility
B2B travel services provider
Large media company
Marketing agency
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