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Chapter 1 – Why is Digital Transformation important?

[image: ]




We live in an age that has gone digital in a big way. C-suites across industries are frequently using words like “digitization” and “digital transformation”. Moreover, business and industry consultants such as McKinsey report that 75% of S&P companies will be gone by 2027 if they don’t transform digitally soon enough.

In fact, a consensus of opinion amongst business leaders is that the need for businesses to have a digital strategy is not to gain a competitive edge but to survive in this volatile and fast-paced environment. The technology and processes that are driving the accelerating wave towards digitization are capturing the imagination of leaders across business, commerce and industry. In droves they are commissioning and undertaking digital pilot projects that introduce hyped emerging technologies within their businesses but with mixed understanding, purpose, expectations, and inevitably results. Indeed, most business leaders still mistake digital technology upgrades with digital transformation. And this may go a long way in explaining the anomaly between the amount of digital technology pilots undertaken and the level of confidence amongst business leaders.  Despite the high levels of activity within the digital landscape across industries, around 59% of them believe it is too late for them to start their digital transformation journey. So what does this term Digital Transformation mean? 
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Defining Digital Transformation
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Conventionally speaking, digital transformation is the process of integrating digital technology into all functions of an organization to fundamentally change how it operates and delivers value to its customers, whenever and wherever they need it. 

Therefore there are many definitions of Digital Transformation such as:

“The transformation of business and organizational activities, processes, competencies and models to fully leverage the changes and opportunities of a mix of digital technologies that aligns with organizational strategy with present and future shifts in mind.”

But these types of definitions fail to stress the importance of the pursuit of new revenue streams, products and services through new business models. For without new business models that utilize the mix of digital technologies in order to create these new revenue streams, products and services there is only augmentation of existing services via technology. Therefore, a more comprehensive definition may be:

“The transformation of business and organizational activities, processes, competencies and models to fully leverage the changes and opportunities of a mix of digital technologies that aligns with organizational strategy in pursuing new revenue streams, products and services and business models with present and future shifts in mind.”

The problem that many businesses face today is that they are going through digital transformation initiatives that are actually Digital Optimisation or Digital Augmentation, which are only technology upgrades for existing services and processes. Hence, it is common to find the upgrade of customer touch-points such as the introduction of a mobile app being described as a digital transformation when of course it is optimisation. Similarly, the delivery of a product in digital format is also not necessarily digital transformation as it is more augmentation of an existing product or service. Indeed it is very likely to cannibalize the existing physical products market share. Consequently then we must be careful how we measure digital transformation maturity and progress as it has such an ambiguous definition even amongst business leaders. 

A good barometer for digital transformation progress is within industry or to be more precise manufacturing. Manufacturers have traditionally been more hesitant to invest in the latest hyped technologies without a clear and definable business purpose. This is due to long asset lifecycles – circa 20 years - and well established business and industrial processes. Hence manufacturers see little benefit in investing in operations or process upgrades due to a lack of an attractive return-on-investment. Nonetheless, a recent National Association of Manufacturers (NAM) survey of more than 500 manufacturers reveals that 65 percent plan to increase capital spending during the coming years. This raises the intriguing question as to where this investment will be made. Some experts predict most manufacturers will look toward revamping their facilities for the “fourth industrial revolution” or smart manufacturing, which will move manufacturers from mass production to customized production via a digital supply network.

Industry commentators believe that digital transformation, which is a conflation of new technologies such as the internet of things (IoT), advanced robotics, artificial intelligence (AI), and 3D printing, is expected to generate more than $370 billion in net global value during the next four years, which is certainly an ROI to whet the appetite. Nonetheless, while digitization is able to get more out of manufacturers’ materials and machines, what are the driving forces behind transformation that can generate these prospective profits as there must be more to it than process automation? 
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Customers
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According to a Harvard Business Review study of 75,000 people, the most important factor for customers when evaluating a product is its capacity for reducing effort. The customer values convenience so they want the products they interact with to be designed to make their life easier but also to be simple and intuitive to use and information to be available online when they need it. These customer expectations of a product relate to the concept of the least viable product, which is a product with the minimum features and clutter that is still fit for purpose. These expectations are changing the way customers’ view traditional products and brands, opening the door for competing manufacturers that have embraced the digital transformation. As a result manufacturers have to change the way they design and deliver their products to stay ahead of the curve, keep existing customers happy, and attract new ones. Consequently, manufacturers must innovate faster and create products that are software-enabled, connected, and driven by intuitive user interfaces. But keeping up with shorter product life cycles (PLCs) is also of the utmost importance. Today, a typical life cycle between electronic variants and generations is going from 12 to 18 months to less than one year for many products. This trend is evident in the smartphone market where PLC is less than a year and even in the automotive industry, where PLC has gone from nine to five years for the vehicle but less than two for the in-car infotainment systems. With PLCs getting shorter, manufacturing processes must get faster, and digital transformation is seen as being the vehicle to lead the charge.
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Employees
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Traditional manufacturing is still walking in the deep shadows of past industrial conflict. In these businesses there are strict hierarchal lines linking management and employees and these are deemed essential in the separation of strategy and execution. However there is also a hierarchy between profit generating departments (Manufacturing, Sales & Marketing) and the support services (IT and HR) that persists even to this day. However, even the traditionalists are beginning to acknowledge that disconnected employees lead to job dissatisfaction. Moreover, it is recognised that digitization helps manufacturers get the most out of their employees, and helps employees get the most out of their jobs. Digitization breaks down information barriers and departmental thinking, allowing employees to do their jobs more effectively. Interestingly, when Siemens was building their Smart Factory they ran a bonus scheme open to all employees for suggestions that would provide long lasting value and benefit to the business. What was surprising was that the majority of prize winners those that suggested long-term value generating ideas came from the shop floor. They were not data scientists or subject matter experts but the employees that ran and supervised the actual processes on a daily basis. This is a clear indication that employee engagement is not just some social experiment but a real profit generating process. However, even if the business is motivated to engage employees, there often is a lack of digital talent in many manufacturing facilities due to the predominantly analogue nature of most manufacturing shop-floors and their Operational Technology domains. For the small and medium-sized manufacturers (SMMs) this lack of digital expertise creates tremendous pressure to bring in tech-savvy employees who understand the digital realm. To do otherwise would leave the company vulnerable to competition from start-ups and other more agile companies that do manage to attract young digital talent. Subsequently, the hiring of new tech-savvy employees is the catalyst for change as they build internal pressure and an irresistible push towards modernisation via digitization.
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Suppliers
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Globalization has increased the pressure on manufacturers to streamline their supply chains. They need to do this to stay agile, resilient, and responsive. Hence, manufacturers need to be able to communicate and collaborate effectively with suppliers and partners at a global scale. Today, driven by concepts such as Supply Chain 4.0 modern manufacturers are also extending their value chains to external collaborators for everything from product design and development to sales and service. However, for most manufacturers many of these functions still operate within a silo rather than working together harmoniously as part of an integrated digital supply chain. In recognition of this failing many manufacturers are recognizing that digitization is a strategy for bringing down those walls, so that their suppliers, collaborators, transporters, and even customers, become one seamlessly integrated value producing ecosystem that is fully transparent.

There are three main ways the digital transformation will change the supplier relationship:

• Procurement: Closer symbiotic connections can be formed with suppliers and partners to aid the planning process, improve sourcing, actively manage supplier risk, and boost collaboration. This helps support the manufacturer’s long-term plans for growth, innovation, and sustainability.

• Transparency: Manufacturers will not just react to disruptions but be able to anticipate them, modelling the network, creating “what-if” scenarios, and adjusting the supply chain immediately as conditions change.

• Analytics: With immediate access to data, manufacturers gain a clear understanding of how well they are handling operations with metrics related to speed, inventory, and finances. Many organisations have already noted spectacular results using predictive analytics to reduce machine maintenance costs.

The digital transformation age is upon us, it has transcended hype and become a reality and it is giving SMMs the opportunity to build their own smart facilities to better serve their customers, engage their employees, and collaborates with suppliers. Such is the importance of digital transformation that for those companies that embrace this revolution— Industry 4.0 or Smart Manufacturing—are sure to thrive, while those that don’t may be left behind. It is therefore essential that businesses consider reinvesting through digitization, and start manufacturing smarter, not harder.
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The Era of Digitization
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The next several years will bring about the “Digital Transformation” of the manufacturing industry. Indeed there will be few areas of a business unaffected by digitalisation as existing systems, jobs, and business processes are instrumented, redefined, and optimized with artificial intelligence. This transformation is already becoming widespread and far reaching and we are witnessing disruptive changes in Information Technology (IT), Operational Technology (OT), Engineering Technology (ET), demand-driven supply chain, asset management, product-as-a-services, and customer-facing systems but many others will also be impacted. Such is the proliferation of this revolution that discrete manufacturing, process industries, utilities, energy, infrastructure, and more are already beginning the journey towards transformation. But it is not just industry behemoths that are changing for companies of all sizes and disciplines are using technology to transform their operations, respond more quickly to customer demands, and enable new business models.

A study by 451 Research shows that manufacturing as always lags somewhat behind the early adaptors of technology. Indeed more than half of all retail, financial services, and healthcare organizations have already launched a formal digital transformation initiative across the entire enterprise. Another 20 to 25 percent are taking a siloed approach, transforming one element of the organization at a time. This year they’ll spend nearly $1.3 trillion trying to operate more efficiently, innovate faster, improve the customer experience, and stay ahead of all the competition - other digital start-ups. But nearly three out of four large-scale transformation initiatives won’t actually reach their stated goals, according to McKinsey & Co. 
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Why do most Digital Transformations fail?
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The reasons that many digital transformations fail are myriad. The most common is that it is mistaken for modernisation of the infrastructure or simply a technology upgrade. The other common issue is with companies addressing point solutions such as deploying digital touch-points for customers in ecommerce, mobile in sales and video-chat in customer services. But that is just individual technology upgrades. A true digital transformation initiative would have identified the individual needs of each department and deployed a unified communications solution across the entire organisation. A technology that addressed each department’s needs but integrated them into a value-generating business solution. 

Unfortunately, today, many businesses still persist in deploying point solutions but this is where the technology drives silo solutions and is not true digital transformation it is more pseudo-digitalisation. There is additionally, the fact that many organizations do not have the right mix of talent to undertake a transformation initiative or that the business and tech sides of the organization do not communicate effectively. Or perhaps, and this is a common failing, there was just no managing of stakeholder expectations so top management expected a better return on their investment. However lastly and perhaps most profoundly there was no common understanding of the business strategy that must drive the digital transformation. 

Many digitalization projects are driven by technology and not an overarching business objective that is part of the overall enterprise’s coherent business strategy. Letting technology drive the transformation is putting the cart before the horse, as such we end up with many individual point solutions that may well create value for the business units involved but contribute little in value at the  business strategy level.
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Top Hurdles to Overcome
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Despite a great deal of industry activity, some real progress, and growing comfort with the cloud; issues related to cyber-security, data security, privacy, and confidentiality still lead the list of hurdles to be overcome with any digital transformation initiative.  Another group of leading hurdles or obstacles relate to technology issues arising from the fact that today’s plants aren’t highly connected yet.  It’s a big part of the digitization work to be done.  These include:


	Lack of strategy for dealing with legacy systems and equipment

	Limited availability of machine health data

	Complexity of potential solution space: where to focus first?



The other leading hurdles are not about technology; they are normal business issues:


	Lack of budget (39 percent; 8.6 percent Leaders)

	Management vision and buy-in (39 percent; 7.6 percent Leaders)

	ROI or business case for digital transformation (38 percent; 10.4 percent Leaders)



Although these were the standout points from the survey by WiPro Digital in June 2017 it’s still worth examining some of the other hurdles that surfaced. This is because this list is a pretty good research incubator for the kinds of issues that might arise in any digitization journey.  

Here are eight issues that respondents of the survey noted and these may risk derailing your digital transformation.

1. You haven’t truly defined ‘digital transformation’

For all the hype surrounding digital transformation, there is no single definition that applies to every enterprise, or even applies across a single organization. For example, one in four executives surveyed by WiPro Digital in June 2017 admitted that people in their organizations can’t agree on what digital transformation actually means.

This is because Digital transformation has different meanings and hence different expectations throughout the organization, establishing a common definition that relates to business, process, culture, technology, and use cases is a challenge. Without a realisation of what digital transformation is and why we are doing it the problem is that “digital transformation” then becomes a catch-all phrase for new tech projects, without any overarching strategy to guide it.

To avoid this common pitfall of focusing on technology and then trying to find a use case, organizations need to define their transformation initiatives around bigger, more fundamental business issues. For example, if you find that technology projects are being rolled out without any coherent business purpose such as businesses deploying Twitter or Facebook to enable better customer engagement. But as there is no coherent cross-business purpose no-one is supporting the initiatives and so six months’ time they are lying dormant. In this case you need to go back to the beginning, map out the current customer journey, and see how deploying these digital tools can be improved. Digital transformation is not just about finding ways to work with new technologies it is about cultural transformation, technology adoption, and process alignment to meet the agility demands of the business. A mobile app, a chat bot, or collaborative robots may well be the answer, but deploying the technology should always be the means to achieving a goal, not the goal itself. 

Organizations that embrace transformation but treat it solely as an IT project are also primed for failure. Digitization is a business wide revolution and while technology is a key enabler of the transformation, it’s really just a means to a larger end. If the investment is only happening on the technology side without the full support and cooperation of the business side, then transformation is doomed from the start. Hence there needs to be buy-in throughout the organisation with a realisation that digitization will require a culture shift and changes in the way things are done particularly in respect of processes and workflows. This is often overlooked and organizations build digital platforms at great expense and effort only to have the business units continue to run their analogue workflows on top of them. In that case you have merely upgraded the technology and failed to transform the business.

Too many organizations’ thinking digital transformation starts and ends with their IT department because they are still looking at the problems through a technology focused lens. If they start thinking first about what they want to achieve such as increased customer engagement for social media marketing then they would soon appreciate that tasking IT to open and support a Twitter or Facebook account is perhaps not the best way to achieve that goal. Understanding the basic objectives for digitalization fosters behavioural change, which helps to infuse an innovative and opportunistic mind-set across the business. Therefore, stop focusing on the technology and start focusing on the business requirement. Most companies start with the technology and then try to find a use-case but they need to stop and ask themselves how their customers are making decisions, where they start their journey, where they go from there, and why. Then they need to figure out the technologies that will get them there, and the business strategies need to make those technologies effective.

However, even when digital transformation is done diligently and becomes a collaborative effort, differences in the way tech pros and business leaders define terms can lead to frustration, delays, and poor execution. This is primarily about communication and is a common issue in collaboration but by defining terms like “minimally viable” and “concurrent” as a group and building a common dictionary of terms this will help the transformation team to arrive at the same set of expectations at the same time.

A big mistake many companies make is launching a Digital Transformation effort without having the appropriate skills in house. One of the biggest hurdles companies face is hiring the right talent to help them through their transformation. Traditional analogue companies in particular manufacturing will need to focus on retraining and up-skilling their current workforce.

More than half of global organizations say a digital talent shortage is hampering their ability to complete transformational initiatives, according to a 2017 survey by the Capgemini Digital Transformation Institute. The gap is particularly acute in areas like artificial intelligence and machine learning, which are crucial to many transformation efforts.

Artificial intelligence is another much hyped technology but is becoming pervasive in HR, talent, and finance. If you don’t possess the requisite skills in house, you may need to bring in outside help but that isn’t confined to just point technologies it applies to leadership as well. Companies don’t always have in place or hire the right leaders to implement the transformation as it requires making a lot of changes in way people work and how they’re organized. Consequently, you can’t expect some existing leaders to effectively manage this radical change. You will need to inject new DNA from people who have implemented these types of changes before. 

The importance of ensuring the correct leaders are in place is that once they have created the vision and aligned it with the overarching business strategy, mapped the customer journey, flattened out the org chart, created agile cross-functional teams, they will need to ensure that the transformation is adopted by the employees. All too often digitization fails due to employees still doing things the way they’ve always done them – think spreadsheets.

Over and over again we see companies invest in the latest technology and then find their people are not using it. This may result in a perception that it was a waste of time and money and that they should have stuck to the old ways of working. It is imperative that when companies roll out a new technology and start training employees how to use it, they focus on the ‘why’. If it isn’t explained to employees why the business is rolling out this technology and the benefits it will bring, then getting employee adoption will be a struggle. 

But it is not just employees and end users that need to be convinced of the value of digitization. Adopting new technologies and processes can lead to some painful personnel decisions. Transformation often results in accelerated process automation which can threaten employees’ jobs. Digitization also promotes data democratization throughout the organization and even the supply chain but that exposes information about operations across departmental lines and management levels, and there are a lot of people who may not be happy about that. 

If a business asks their employees to embrace new technology and use it to solve problems, them they need to show that from the CEO down every level of senior leadership is doing the same. For example there is no point digitizing the reporting system by creating dashboards and self-service reporting in order to automate processes and increase business agility. But then have the departmental managers demand monthly reports be submitted as spreadsheets it means duplicating work and defeats the purpose.

Another reason that digital transformation initiatives can fail is that they become too ambitious especially if you’re trying to overcome internal scepticism. (That same WiPro survey showed that nearly one out of five senior executives believed that transformational initiatives are a waste of time.)

The problem is that digital transformation will be more often than not a multi-year project. To compound this problem many businesses are often fatigued by similar long-term projects such as an ERP roll-out. Hence, there is little enthusiasm for another long, expensive project that has little tangible rewards in the short term. Big change takes time, especially in larger companies, and people will begin to lose faith if they don’t see tangible progress. If it is taking more than three to six months to deliver the first tangible success story, it’s taking too long. As a result, the transformation team leaders will need to help build motivation through selecting manageable short-term targets and showing early positive results. The might achieve this by breaking the effort up into smaller phases, so long as they can deliver concrete value on their own but beware of creating digital silos.

Unfortunately there is no way to mitigate the time-scale for the digital transformation it will be an on-going process. Many companies fail to understand this and approach digital transformation as a destination when it’s really more a case of continuous iteration and improvement.

In reality, digital transformation is nothing new it is about applying new technology to solve business problems and we have been on this journey since computing was first applied to automating business processes. As a result that transformation isn’t, and likely will never be, complete. As such, company executives need to realize that digital transformation is an on-going process of improvement, where the business must continue to transform to meet shifting customer expectations. The success of a digital transformation will be measured by the organization’s appetite for continuous improvement, becoming faster, more agile and more efficient in exceeding the customers’ expectations. 



	[image: ]

	 
	[image: ]





[image: ]


Chapter 2 – Reframing Digital Transformation as Digital Business Transformation
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Organizations need to evolve to address the changing business landscapes brought about by globalization, consumer diversity and the requirement for mass-customization. Business leaders want technology to be focused on business results, innovation, and continuous improvement and ideally IT spending be driven by the need to meet those defined business requirements. Digital transformation therefore can be defined in this context as the acceleration of business activities, processes, competencies and models to fully leverage the changes and opportunities of emerging digital technologies and their impact in a strategic and prioritized way.

In fact, digital transformation is business transformation. Some prefer to use the term digital business transformation, which is more accurate as it places greater emphasis on the business aspect of the transformation. These digital business transformations are influenced/driven by the following factors: Business strategy, technology innovation, customer behaviour and expectations, as well as some external environmental factors.

Technological innovations lead to what we call technology disruptions. But business transformation is not just about technology innovations and their disruption on the business or the market. It is also about how and importantly why these technological innovations are adopted and used. Businesses must contemplate when evaluating emerging technologies do these technology innovations create value for the customer or the organization? Are they easily adopted or is the organization likely to experience disproportional cost to value through difficulty integrating this new technology? 
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Modernization trends in technology

[image: ]




Despite the ambiguity of the term Digital Transformation it is a real business phenomenon that may take many years to fully realize, but is already happening faster than many expected. Nonetheless, in many cases we still witness technology up-grades and modernization being mistaken for transformation. This is due to emerging technologies being hyped way beyond reasonable expectations that results in organisation deploying technologies just for the sake of it. Currently there are several high profile technologies that business leaders are racking their brains trying to find a use case for. This is by no means a critique of the individual technologies as they are all hugely beneficial in their place. It is when they are deployed with no clear business purpose – think Big Data a few years ago – which is when they become hugely expensive wastes of time and ultimately superfluous to the business objectives.

Advanced Analytics and Machine Learning

The most noticeable and probably most important trend today is the proliferation of advanced analytics and machine learning (artificial intelligence, cognitive computing, etc.)  The technology when applied correctly and with clear business objectives has proved to be hugely successful in certain niche areas such as forecasting. Machine Learning in particular has reached a tipping point and can now deliver value in many industries from retail to manufacturing. The tangible successes of advanced analytics have revolutionized industry and fuelled the demand for smart connected sensors, digital networks, and other ways to collect and move data to and fro the analytics systems. 
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