©>0URCE

GLOBAL RESEARCH




\C"’ Digital, Transformed?

_ _Contents

Executive summary 3
Methodology 8
Section 1: What does “digital transformation” mean to clients? 10
Defining “digital transformation” 11
The drivers of digital transformation 20
A term that’s outlived its usefulness? 26
The impact of the pandemic 30
Actions for your firm 36

Section 2: What is the role for consulting firms in facilitating digital

transformation? 37
The value of digital consultants 38
Understanding clients’ needs 42
The market for digital transformation 47
The future of digital consulting 51
Actions for your firm 58

Section 3: How can your firm best position itself to win digital work? 59

The competitive landscape 60
Building an effective ecosystem 67
Digital thought leadership 74
Practising what you preach 78
Actions for your firm 82
Contributors 83
About the authors 84
Programme schedule for 2021 85
Our custom work 86
About us 87

© Source Information SRERORTEXTRACT: non-exclusively licensed for internal use only 2



In the past, many clients saw digital as an optional consideration. That’s now changed
dramatically—even more so since the onset of the pandemic. Now, digital is seen as absolutely
essential for both front and back-office transformation. It’'s a mandatory element of the
customer engagement and experience strategy for any organisation; and likewise, businesses
understand that it can be a vital catalyst and accelerant for operational improvement. Digital
transformation is understood by clients to be one of the most effective ways of leapfrogging the
competition, and that’s driving huge demand for consultants who are able to offer advice and
compelling propositions to deliver tangible results.

Kumar Parakala, GHD Digital

I'm of the view that the last 25 years of digital transformation should be seen as investment
years. Industry, globally, was trying to figure out how to fully take advantage of the
opportunities created by this new world. The result was a lot of failures—overwhelmingly more
failures than successes, in fact, interspersed with just a few spectacular successes. But all of
those failures represented an investment in human and institutional knowledge about what
works and what doesn’t work. Now, we're moving into a period of harvesting, as businesses
and individual consumers start to reap the benefits of the technologies we’ve invented and
everything we, as a society, have learned about how to use them.

Chan Suh, Prophet

It is impossible to tell the story of the evolution of the consulting industry over the past
decade without acknowledging the central role played by digital transformation—a theme
that has, arguably, done more than any other to shape the priorities of clients over this
period. While the pace of digitisation has not been the same everywhere, it is difficult

to find a sector or a market where clients are not acutely aware of the way in which the
digital age has reshaped the priorities of their customers and their employees. Likewise,
businesses have seen, in industry after industry—from retail to transportation, from media
to telecoms—the way in which established market dynamics can be upended virtually
overnight by the rise of digitally native competitors, whose disruptive business models take

full advantage of the possibilities opened up by new technologies and new ways of thinking.

While digital transformation was undeniably a board-level priority prior to 2020, the
COVID crisis has added a new degree of urgency and immediacy to these concerns. Many
businesses had no choice but to dramatically speed up the digitisation of their workforces
and their development of digital products and services, just to keep operating through the
pandemic. Aside from accelerating the pace of transformation, the pandemic has also had
a profound effect on the way in which digital is framed and contextualised. It has opened
leaders’ eyes to just how much institutional change can be accomplished within a relatively
limited span of time—and forced them to raise their expectations for what their businesses

are capable of achieving.

So, it’s not surprising that consulting firms have sought to capitalise on their clients’
interest in digital transformation by making digital services a key investment priority.

Over the past ten years, we've seen firms of every stripe go out of their way to build

© Source Information Services Ltd 2021 REPORT EXTRACT: non-exclusively licensed for internal use only



Unless otherwise noted, the data in this report comes from a study of buyers of consulting
services conducted in April 2021. This study consisted of a survey of 150 US-based

senior executives, all of whom had personal experience buying consulting services within
the last two years; 47% of them had worked with consultants in the last three months.

All respondents in this study worked in organisations with 500 or more employees, and

all currently occupied a Head of Department role or higher within their organisations.
Further details about their employers and their roles within their organisations are shown
in Fig. 0.2, Fig. 0.3 and Fig. 0.4.

Where necessary, we have also drawn on data from our global data model, a bottom-up
model of the professional services industry that we use to size the industry. This model
covers over 80 countries, and includes detailed data on almost 1,600 firms, as well as
higher-level estimates for a further 400,000. Additionally, we have at certain points
calibrated data against our annual Client Perception Study, in which we ask thousands of
clients around the world about their views on firms that they have worked with or have
considered working with. Except where noted, the data that we have used in this report

refers specifically to the US market.

To better understand the ways in which consulting firms are facilitating the digital
transformation of their clients, we also conducted a series of interviews with digital
leaders in the professional services industry. A full list of contributors is available at the

back of this report.

A selection of these conversations have been made available to subscribers of our Emerging
Trends programme as an accompanying interview series. You can read transcripts of these
interviews—and access interactive data visualisations and other additional pieces of
content—by going to the on the Source Global Research website.

If you do not have access to this platform, please contact your account manager.
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Figure 0.2
Respondents by sector

Financial services
Manufacturing

Retail

Technology, media & telecoms
Services

Healthcare

Public Sector

Pharma & biotech

Energy & resources
4%
11%

Size of clients’ organisations in our sample by revenue

17%

Figure 0.3

Less than US$100m
US$101m - US$500m
US$501m - US$750m
US$751m - US$1bn
US$1.1bn - US$3bn
US$3.1bn - US$5bn
US$5.1bn - US$10bn
More than US$10.1bn

Figure 0.4

Sample distribution by job role

[l CEO or other CXO/board level position

B Directreportsinto CXO
B Head of department
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Section 1: What does “digital
__transformation” mean to clients?

In this section...

- While there are many different
interpretations of “digital
transformation”, the average client
today feels that they have a strong
understanding of the term and what it

means in the context of their business.

- As digital becomes ever more pervasive,
some consulting firms have questioned
whether it’s still a term that they should
be using—and whether there’s still a
need for dedicated digital practices
and digital offerings. We're not there
yet, but we may soon reach the point
where it no longer makes sense to
frame clients’ needs in terms of digital

transformation.

— Clients have embraced a less linear way

of thinking about digital transformation.

The assumption that you have to invest
in foundational digital infrastructure
before moving onto higher level
questions about digitising the front
and back offices has been replaced by a

“work with what you’ve got” approach.

— The experience of COVID has generated
a lot of interest in how digital
transformation can help to facilitate
business resilience. But it’s also made
clients a lot more ambitious than they
used to be. It’s opened leaders’ eyes to
the extent to which their organisations
can reinvent themselves even within a

limited timespan.

I would define digital transformation as business
transformation brought about by technology. The
transformation part needs to come first, not the
technology part. You can't let the technology drive
things; you can't focus on technology for technology's
sake. Instead, technology needs to be understood

as the catalyst for business change. COVID-19 has
accelerated digital transformation by at least 5-7 years,
with technology now becoming core to all business
transformation initiatives, challenging traditional
models and assumptions of every business.

Kuma Parakala, GHD Digital

Digital, in my view, isn’t about humans or technology;
it’s about the amalgamation of the two. It’s about

how you marry human behaviours with technological
advancements. | think that those of us working in digital
transformation need to start paying as much attention
to what happens ‘with’ the technology as ‘in’ the
technology. Given where we are on the adoption curve
right now, it’s no longer possible to use technology itself
as a differentiator; instead, the focus must shift to what
you do with that technology.

Chan Suh, Prophet

Digital can mean many different things to different
people. Personally, | think the simplest way to
understand digital is to look at it as the intersection
point when humans and technology meet each other.
Digital transformation, therefore, is about how you
bridge the human and the technology divide to drive
step-change within an organisation, with the aim of
creating long-term, sustained outcomes. That means
that consultants working in this space need to have a
strong understanding of both the human experience
component and the technology component.

Jenny Koehler, PwC
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Section 2: What is the role for
consulting firms in facilitating
digital transformation?

In this section...

- Clients—even those with the most
sophisticated internal digital
capabilities—generally understand the
vital role that consultants can play
in enabling and accelerating digital

transformation.

— There is particular demand for
consultants who are able to bring a
global and cross-sector perspective
to the table, and who can help
expose clients to digital trends and
innovations they would not otherwise

have visibility of.

- The commercialisation of data is the
single most pressing digital challenge
facing clients today, so consultants
ought to make this a central pillar of

their broader digital offerings.

— As clients’ digital capabilities and
broader approach to transformation
continue to mature, there will be
less need for narrow digital services
that operate in isolation from each
other. Instead, clients will be looking
to consultants to provide ongoing
strategic and programme management
support, and to help them oversee
complex and multi-layered portfolios of

digital initiatives.

Transformation work must be results-driven. Sometimes,
you'll have consultants come into an organisation and spend
their time measuring everything and reporting to the client
on all the ways their digital maturity has progressed. But
who really cares about that as a goal? If a transformation
has been truly effective, then you shouldn't need to be told
that things are transformed; you should be able to see it for
yourself in the impact on results and business outcomes.

Chan Suh, Prophet

In many industries, there's a significant gulf between the
aspirations that clients have for digital transformation,

and the reality on the ground. A lot of clients want

to immediately make the jump to being a fully digital
organisation; but that often isn't practical in reality. Part of
the role of consultants, therefore, is to help clients prioritise
their digital investment, and to make sure that they're going
about it in a way that balances ambition and practicality.

Danielle Phaneuf, PwC

I'm increasingly seeing—especially at the CEO level—a pull
for a more strategic and joined-up dialogue about the role
of digital. One CEO recently asked me, ‘How much revenue
uplift could we achieve if we started making better use

of consumer insights across all of our various business
functions?’. Another asked me what digital capabilities they
would need to improve their time to market; someone else
came to me because they were interested in exploring new
revenue streams and delivering new experiences that might
have nothing to do with their core offerings. As a consulting
firm, it's impossible to answer these types of high-level,
strategic questions unless you're willing to break down the
digital siloes within your own organisation.

Suraj Ramaprasad, Teneo
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Section 3: How can your firm best
position itself to win digital work?

In this section...

— The competitive landscape of digital
transformation work has become
an increasingly ambiguous one, as
consulting firms butt heads against
a wider variety of competitors—

including big tech.

— The ability to combine technical
expertise with strategic thinking
and project management capabilities
means that consulting firms still
have a competitive advantage in this
increasingly crowded field, and they
will need to lean on that advantage in
order to carve out a distinct niche for

themselves.

— The quality of a firm’s digital
ecosystem has become the single
most important factor clients look at
when trying to select a transformation
partner. Consulting firms ought to
be more vocal about their alliance
partnerships, and their ability to use

them to create value for clients.

- Afirm’s own level of digital maturity
can play a major role in determining
credibility with clients. The
pandemic has accelerated the digital
transformation of the consulting
industry, and created a unique
opportunity for consultants to use
their personal experiences to build
empathy with clients facing their own

digital challenges.

If firms want to expand their footprint in the digital
transformation market over the next few years, they

will need to focus on developing the quality of their
leadership. If you look at the senior managers and leaders
within a typical consulting firm, those people have often
been so busy working on client delivery that they've had
hardly any time to train themselves and make sure that
their understanding of the digital landscape stays current.
Often, people in professional services firms fall into a
trap of believing they know everything; but that's very far
from the truth. Consultants need to continue learning and
evolving over the entirety of their careers, and firms need
to be proactive in making sure that their leaders fully
understand that.

Kumar Parakala, GHD Digital

Clarity of brand is increasingly important for consulting
firms, particularly when it comes to digital transformation
work. | think that in the past, firms' propositions have
occasionally blurred together a bit in the minds of
clients—but that's not good enough anymore. Now, if
you want to win work in this space, you need to find a
way to differentiate yourself, whether that's through the
capabilities and the sector knowledge you have access
to, the ecosystem you've built, or the thought leadership
you're putting out.

Danielle Phaneuf, PwC

We believe empathy building is one of the core skills

for consultants working on digital transformation. Even
when you're working on back-office focused initiatives,
you have to remember that, at the end of the day, the
processes and solutions you're building are going to be
used and maintained by humans. Making a transformation
stick comes down to your ability to understand the needs
of users, and how people are going to be interacting with
your technology stack.

Greg Picarelli, EY
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Fiona Czerniawska

A co-Founder and Managing
Director of Source, Fiona is one of
the world's leading commentators
on the management consulting
industry. Since founding Source

in 2008, she has been bringing
this expertise to bear on our
clients’ most pressing strategic
projects and business issues.
Fiona has published a dozen books
on consulting topics, including
two for The Economist: Business
Consulting: A Guide to How it
Works and How to Make it Work
and Buying Professional Services.

She has more than 20 years’
experience as a management
consultant, working primarily in the
areas of marketing and strategy.
She was previously in charge of
strategic planning for EY in the UK
and has worked in the consulting
practice of PwC. Fiona also has

a PhD in 17th century French art
and lives in hope that it will be of
practical use in business someday.

Fiona Czerniawska

& fionacz@sourceglobalresearch.com
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Fergus Blair

Fergus is the Producer of

our thought leadership at
Source. In this capacity, he
oversees our Emerging Trends
research programme, hosts our
fortnightly podcast, and creates
content for our blog and social
channels. He has contributed
to a number of leading
management and professional
services publications, and
regularly speaks at our own
events and those of our clients.

Prior to joining Source, Fergus
was a management consultant
at Capgemini Invent, where

he helped develop customer
loyalty strategies for leading
retailers and consumer products
companies. He holds a degree

in philosophy from Gonville &
Caius College, Cambridge.

Fergus Blair

& fergus.blair@sourceglobalresearch.com

Edward Haigh

Ed is a Managing Director of
Source, and he is particularly
focused on HR, strategic marketing,
and new product development.

He is a key member of the Source
research team and spends much of
his time interviewing consultants
and their clients around the world
in order to identify and explore
major market trends.

Ed regularly speaks about the
consulting market to leadership
teams around the world, has
lectured at Columbia University
(New York), Imperial College
(London), and Vrije Universiteit
(Amsterdam), and he is regularly
quoted by media including the Wall
Street Journal, the Washington
Post, the Financial Times,
Bloomberg, and the trade press.
Prior to joining Source in 2008,
Ed spent seven years in various
marketing roles for Sony Europe.

Edward Haigh

& edward.haigh@sourceglobalresearch.com
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B Our custom work

In addition to our report programmes,

we also provide custom advice and
research-led consulting services to the
world’s biggest and most successful
professional services firms, helping them
identify the best areas for investment and
plan their strategic responses.

Among other things, our work includes:

- Deep market and competitor analysis
- Acquisition strategy

- Proposition strategy and development
- Brand and client sentiment analysis

- Thought leadership and content strategy, development, and review

For more information about any of these, please visit our website or

get in touch.
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B About us

Source analyses the way in which economic,
business, behavioural, and technology
change drives how organisations use
professional services, and the implications
that has for professional services firms.

Since its inception in 2007, Source has invested in sophisticated,
proprietary research techniques that not only provide unique insights
on current and future trends in the market, but also provide a better and

faster solution than you would be able to reach yourself.

Our analysis and recommendations are derived from data and experience,
and we use our team’s extensive knowledge of the industry to provide
actionable and clear conclusions on the best course of action for you and
your firm. Our insights have underpinned some of the biggest strategic

investment decisions made by professional services firms around the world.

Source Information Services Ltd

20 Little Britain | London | EC1A 7DH
UK +44 (0)20 3478 1207

US +1 800 767 8058
info@sourceglobalresearch.com

www.sourceglobalresearch.com
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