strategy+business

ONLINE JUNE 21, 2017

The New Class of
Digital Leaders

Faced with organizational challenges, more and
more companies are hiring an executive to manage
their digital transformation.

BY PIERRE PELADEAU, MATHIAS HERZOG, AND OLAF ACKER
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The New Class of Digital Leaders

Faced with organizational challenges, more and more companies are hiring an
executive to manage their digital transformation.

by Pierre Péladeau, Mathias Herzog, and Olaf Acker

growing number of companies have embraced

the need for strong digital leaders. Our 2016

study of chief digital officers (CDOs), which
analyzed the presence of such leaders among the world’s
2,500 largest public companies, revealed that 19 percent
of these companies have now designated an executive to
lead their digital agenda. This number is up from just 6
percent of companies in our 2015 study. And the uptick
has gained momentum in recent years: Sixty percent of
the digital leaders we identified in our most recent study
have been appointed since 2015.

Such trends reflect the movement at many compa-
nies toward a state of more advanced digital compe-
tence. In our experience, it is typically at this stage that
top management becomes focused on the need for digi-
tal leadership. In the early days of a business, different
business units and corporate functions conduct scatter-
shot experiments and pilot programs in hopes of kick-
starting their digital efforts. But once a company de-
cides to design a coherent, comprehensive strategy to
capture the benefits of digitization, that decentralized
approach will no longer suffice.

When it comes to implementing a digital strategy,
the new class of CDOs often encounter several key ob-
stacles upon assuming their role: ad hoc digital initia-
tives spread throughout a large organization, lacking
central oversight; a traditional culture that resists

change; a gap in the talent required; and legacy systems
and structures that threaten to derail their ambitions.
The right CDO for your company will have the back-
ground and experience to tackle these issues — a mix of
skills that won’t look the same at every company, but
that will enable a CDO to lead your organization’s digi-
tal transformation, to the point at which fundamental
changes in organization, governance, capabilities, busi-
ness processes, underlying technology architecture, and
culture take hold.

We use the title chief digital officer to refer to any
executive tasked with putting into practice the digital
ambition of his or her company or business unit. This
could be a high-level member of the C-suite — a chief
digital officer, chief technology officer, or chief informa-
tion officer, among other roles. However, a company
may instead have a vice president or director of digital
operations leading the effort. Across industries, we see
many of the latter positions represented: The percentage
of CDOs who are members of the C-suite hasn’t
changed significantly since 2015; it is still hovering
around 40 percent (see Exhibit 1, next page).

Other findings have also remained constant. Larger
companies, for example, are still more likely to have a
CDO in place, as are companies based in North Amer-
ica and Europe, and most CDOs are still men (84 per-
cent in 2016). But there are some notable distinctions
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among today’s CDOs. Our 2015 study showed that
consumer-facing industries such as communications,
media, and entertainment; food and beverages; and
transportation and travel were leading the way in ap-
pointing digital leaders, as they sought to improve their
customer experiences, connectivity, and business mod-
els. Their leadership position has changed in this year’s
study, as other industries — most notably insurance and
banking — seek not only to boost their customer-facing
activities but also to more fully digitize their internal
operations (see Exhibit 2, next page).

We've also seen a shift in the background of new
digital leaders. In 2015, just 14 percent of CDOs had
acquired their primary expertise in a technology field;
in 2016, that proportion more than doubled, to 32 per-
cent. Meanwhile, the percentage of CDOs with market-

Exhibit 1: Digital Leaders by
Corporate Position

Executives tasked with leading the digital
agenda can still be found at different levels of
the organization.

Director
17%

Note: The “other” category is made up various titles
often unique to individual companies, for example,
“global head of digital transformation,” "head of digital
strategy,” or "digital innovation leader.”

Source: Strategy&

Europe, the Middle East, and
Africa. His focus is technology
and digital transformation.

ing, sales, and customer service backgrounds fell from
53 percent to 39 percent. And the percentage of technol-
ogy-oriented CDOs in the C-suite is even higher — 41
percent, compared with 33 percent for marketing and
sales CDOs.

These shifts correspond to the circumstances that
companies are facing. For example, some companies
may be looking to digitize only their customer-facing
activities, or just one business unit at a time. The ideal
CDO for them may have a great deal of sales or market-
ing experience in a particular industry, or expertise in a
specific technical area. Other companies have greater
ambitions for their transformation. Such companies will
likely be looking for a digital leader whose background
includes not just the customer-facing or operational as-
pects of digitization, but also experience in managing
large-scale change. And now, as more companies reach
digital maturity, they need CDOs who can navigate the
intricacies of both legacy IT architectures and new digi-
tal applications. Getting there requires an executive with
a strong background in technology as well as experience
in navigating the often fraught political and governance
issues involved in approving major technology invest-
ments and implementing the new systems.

We saw these differences among the CDOs we in-
terviewed as part of our study. Their experiences, their
locations on the org chart, and even their specific mis-
sions varied. But they are facing similar challenges on
their path to digital transformation.

Unify the Digital Agenda

A new digital leader may assume the role only to find
pockets of digital activity spread throughout the organi-
zation. This loose arrangement may work during early
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Exhibit 2: Digital Leaders by Industry

In the insurance; communications, media, and entertainment; consumer products and retail; and

banking industries, more than a quarter of companies have appointed a CDO.

Percentage of Companies with CDOs

Insurance
Communications, media, and entertainment
Banking
Consumer products and retail
Food and beverages
Pharmaceuticals, healthcare, and chemicals 19%
Automotive and heavy machinery 15%

Transport and travel
Technology and electronics 13%
Other 13%

Utilities 12%

Metals and mining 5%
Oiland gas | <¥

Source: Strategy&

stages, when experimentation is encouraged, but as the
company begins to examine these initiatives in light of
a larger strategic goal, a lack of unity can quickly be-
come problematic.

In appointing Francois Gonezi as the CDO of its
customer-facing sales division, EDF, one of France’s
largest utility companies, had several goals. The com-
pany wanted to get closer to its customers through
better digital experiences and data analysis, to rethink
and restructure its internal operations, and to devise
disruptive new business models that would generate
value. None of these goals were a small challenge at a
traditional company in a risk-averse industry. But Gon-
czi is well placed to realize those ambitions. Over a de-
cade at EDF, he has worked in network operations, as
an economist analyzing M&A opportunities, and as a
liaison with the European Union. He developed the po-
litical skills that now give him an advantage in setting
strategy and in promoting the level of innovation neces-
sary to carry it out. “I am well known in EDF to be a
good go-between inside the company,” he explains.
“Even a very small digitization project requires that you
align everybody at the table. My ability to do this isn’t
really due to my background but rather to my experi-
ence as a ‘politician.”
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Other companies have experience working in digi-
tal, but because the speed of change has increased, they
need to revisit their approach. Warner Bros.s various
divisions have long made use of digital technology to
carry out their separate missions. Thomas Gewecke’s
appointment four years ago as CDO and executive vice
president for strategy and business development (he was
formerly president of digital distribution) “was a recog-
nition that although these divisions had separate start-
ing points for their digital initiatives, which made a lot
of sense historically, there were real advantages to cross-
company alignment and coordination in the world that
we were going into,” he says.

Every division, for example, makes use of customer
data to help create and profitably distribute content;
part of Gewecke’s strategic mission is to coordinate
these efforts by leveraging a consolidated policy frame-
work and technology umbrella to boost results and im-
prove efficiency. “We want to be very fast to market, so
we strongly enable and empower every position to oper-
ate on a decentralized basis,” says Gewecke. “And at the
same time, we make sure that everybody has the help
they need to carry out their missions.” The company
has a system for sharing resources when multiple divi-
sions need access to similar capabilities, so that units



don’t overinvest in distribution platforms, data analysis,
security, or new technologies. “My role is to be able to
serve as an overarching organizer of our activities in
these areas, and ensure that ultimately they all come
together to help drive our broader strategy,” he notes.
The balance among empowering teams, providing over-
sight, and avoiding duplication of effort is essential.

Digital leaders need to be able to bring together all
the people and business units working on digital initia-
tives. What that looks like will vary by company, but
the concept of unity across the digital agenda is univer-
sal: The digital leader needs to be able to set strategy but
also ensure buy-in across the organization.

Bridge the Talent Gap

The digital talent gap is universally recognized as a crit-
ical challenge for companies secking transformation.
PwC’s most recent Digital IQ study found that lack of
properly skilled teams was considered the number one
hurdle to achieving expected results from digital tech-
nology investments; 61 percent of respondents identi-
fied it as an existing or emerging barrier. In another tell-
ing finding, the survey revealed that 46 percent of
CDOs are external hires.

The talent challenge was a common topic among
the CDOs we spoke with. They need to find the right
people to make their digital ambitions a reality. As War-
ner Bros.s Gewecke says, “We are all digital. You cannot
find a function in our company that is not substantially
digital. That means that more and more of our business
is software. This requires engineers and developers.
How do we think about training? How do we make sure
that the workforce has all the right skills? How do we
build coding and things like that into talent develop-
ment? All of those things become relevant for the whole
company and every part of the business.”

In some industries, the need for digital talent is
complicated by the need to pair it with specific industry
knowledge. At Blue Shield of California, a San Francis-
co—based healthcare provider, Todd Walthall, senior
vice president of customer experience, says his difficulty
hasn’t been finding talented developers, but rather creat-
ing the right mix of technologists and people with expe-

rience in healthcare. His industry is highly complex,
and knowledge of how it is structured is crucial. Much
of his job, as he sees it, is to “stir the pot containing both
the people who understand healthcare and who have the
mind-set to change and embrace what digital has to of-
fer, and all of these ‘skill-position” players out of other
industries” with the know-how to develop the mobile
apps the company has released recently and to work out
how the company’s business processes should change.

Bridging the talent gap will require companies to
identify the types of skills they need and those they
lack, and to create a talent strategy that will ensure that
their people can put the digital agenda into practice.
This will include some combination of training and hir-
ing, as well as bringing the requisite skills in-house
through acquisition. Leaders will also need to be aware
of cultural inclinations to keep things the way they've
always been — a mind-set that can slow adoption of
new technology-driven initiatives.

Confront Legacy Structures

The very concept of digital transformation recognizes
that a company is starting from an insufficiently strong
position. And it has the legacy back-office systems and
overall organizational structure to show for it. These
holdovers can’t always simply be replaced; digital leaders
need to know how to work within these constraints as
they move to bring the organization forward. Other-
wise, they risk bogging down their efforts with some of
the very inefficiencies that digital transformation seeks
to eliminate. In PwC’s Digital IQ survey, 59 percent of
respondents reported that lack of integration of new and
existing technologies and data was either an emerging
or an existing barrier to achieving their expected results
from digital technology initiatives.

One of the biggest challenges CDOs face is how to
implement new lean digital applications in an agile way,
while dealing with the installed legacy IT systems that
are required for running the company. Yves Tyrode,
now CDO of the French bank BPCE, was formerly
CDO of SNCF, the French national railway company.
At SNCEF he was in charge of the digital agenda and of
legacy I'T, and observes that “it is very difficult to man-
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age the daily operations of the legacy IT systems, which
are very complex, and at the same time drive the digital
agenda.” When he arrived at BPCE, he asked to have
responsibility over the “digital factory” that was work-
ing on digital developments, but to have the company
keep the CIO in charge of legacy IT systems. “I believe
now that this bimodal architecture, separating ‘fast I'T;
the digital factory responsible for the development of
digital applications, from the legacy ‘core I'T; which is
kept under the responsibility of the CIO, is the right
approach to ensure agile and fast change,” he says.

EDF’s Goncezi continues to be burdened with lega-
cy systems that have yet to be transformed or decom-
missioned, and those old systems bring with them
a cumbersome way of organizing I'T — a way that
seeks to lower risks rather than foster innovation. Says
Gonczi, “The way IT is built and the way IT teams are
managed is typically on an individual, application-by-
application basis, with one I'T team for each application.
As an industry, we hate risk, so we put specialists on
each application. And they don’t like to change rapidly,
because change implies risk.” But digitization demands
a more holistic approach, in which applications are more
seamlessly linked and more transparent. “If an applica-
tion is endangered by something new or has to be
changed to something new, its entire team feels the heat
and the danger,” he notes. This model of organization
can slow change down to a crawl, and the only way to
overcome that is through a concerted effort to realign
how these teams think and work.

For Blue Shield’s Walthall, process change is critical
in managing legacy IT. Around the time of his arrival,
Blue Shield of California was experiencing rapid growth
in membership, yet the company still conducted busi-
ness using many manual processes that were never de-
signed to scale up. Fixing the problem incrementally
was not on the table. “We had processes that were never
written down,” he says. “Things like, ‘Call Suzy if X
occurs.” But what happens when Suzy is on vacation?
It doesn’t get done.”

Blue Shield has since migrated all its members to
a new, faster system, an effort that has significantly
restructured and automated everything from issuing
ID cards to processing claims. That process is a tribute
to Walthall’s ability to work with the company’s IT
function — which all too often can be another source of
pain as companies digitize. “One of our strengths is
the incredible collaborative relationship we have with

the CIO,” he says.

Nearly every digital leader of a large organization
will be forced to balance new digital initiatives with the
legacy IT system the company has in place. In some
cases, separating new from old will work best; in others,
process changes can help the two coordinate more
seamlessly. How CDOs approach this challenge will de-
pend on a number of factors, key among them the
CDO’s place within the hierarchy, and the organiza-
tion’s culture. Some may be able to set the terms when
being hired; others will need to work within established
constraints.

Find the Right Digital Leader

When hiring a digital leader, companies must consider
not just the individual’s background and expertise, but
also his or her position within the organization and
the governance mechanisms from which he or she will
derive the responsibility and authority needed to carry
out the mission. Of course, such considerations come
into play whenever a large company hires any top exec-
utive. The role of the CDO, however, is a relatively new
one, and many companies are still trying to figure out
what works.

Moreover, what works won’t be the same at every
company or in every industry. And even within a com-
pany, the role may need to evolve over time. As a
company’s digital ambitions take shape, the CDO may
have to be given more or different responsibilities, as
well as oversight over different groups or functions. At
the same time, the technologies enabling digital trans-
formation are also evolving and becoming more sophis-
ticated, which can affect what skills are required of
digital leaders.

True digital leadership is the ability to guide a com-
pany through these changes, all while keeping an eye on
the big picture. The challenges of digital transformation
are not insignificant, but neither is the promise. Al-
though there’s no map for a digital journey that every
company can follow, understanding where you are and
where you want to go can help you identify the right
person to guide you. *
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