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About this paper

A Black & White paper is a study based on primary research survey data
that assesses the market dynamics of a key enterprise technology segment
through the lens of the “on the ground” experience and opinions of real
practitioners — what they are doing, and why they are doing it.
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Introduction

451 Research recently completed a survey to assess the attitudes of business and IT leaders toward
using technology resources for digital transformation efforts. The results show that there is a wide
gap between leaders and laggards in the race to transform to meet new customer expectations. Many
businesses have no plans in place; those that do see a landscape fraught with potential pitfalls. In this
paper, we discuss the challenges and expectations that today’s business leaders face in transforming
their tools and cultures.

Key Findings

+ Nearly two-thirds (65%) of businesses indicated that improving customer experience is the top
driver for digital transformation over the next year. We are witnessing a dramatic shift in the balance
of power between many organizations and their customers across virtually all industries. Price and
products are no longer enough; customers value experiences.

« Only 14% of IT budgets are considered strategic today, but within the next five years, that figure
will reach 64%. Businesses are realigning their IT spending to move beyond tactical toward strategic
spending on digital transformation.

« Nearly three-quarters (73%) of IT respondents stated that it was very important for strategic
partnerships among vendors to create a unified customer profile and improved integration
across business application.

» More than three-quarters (77%) of businesses are interested in leveraging relevant rich media
content to personalize the customer interaction. The revitalization of storytelling gives businesses
an opportunity to regain their footing by creating more interactive and personalized engagements
with customers across mobile, social and video channels.

« A great majority (84%) of businesses ranked intelligent digital platforms as highly important,

particularly those with functionality that can automate the document lifecycle process from content
creation and collaboration to execution with approvals and signatures.
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Digital Transformation:
What is it? And why now?

We are witnessing a dramatic shift in the balance of power between many organizations and their
customers across virtually all industries. Price and products are no longer enough; customers value
experiences. To attract, win, retain and support customers, organizations need to digitally transform
their businesses by leveraging the latest applications, analytics and infrastructure to deliver a
differentiated experience. Delivering that experience is no longer a luxury, but a necessity for survival.

The power of a digital transformation strategy lies in executive leadership driving its vision and
objectives. Digital transformation may begin with creating the ideal experience for customers, but it
quickly expands throughout all departments. 451 Research defines digital transformation as the result
of IT innovation that is aligned with, and driven by, a well-planned business strategy with the goal of
transforming how organizations:

« Serve customers, employees and partners.
« Support continuous improvement in business operations.
« Disrupt existing businesses and markets.

- Invent new businesses and business models.

Digital transformation is real, and it's happening — our data lends more insight to the state of the
transition. It is an inescapable truth that every business is becoming a digital business controlled

by software, which is the manifestation of these digital transformations. As businesses continue to
create a digital culture, they need to invest in new approaches to remain relevant in the eyes of their
customers. Our data shows that businesses are realigning their IT spending to use their resources move
strategically, rather than just tactically, on digital transformation. Only 14% of budgets are considered
strategic today, but that number is expected to reach 64% within the next five years.
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Figure 1: Impact of digital transformation on IT budgets

Source: 451 Research
On a scale of 1-10, how will, or how do you expect, digital transformation to shift your IT spending. Now and over the next 5 years?

= 9,10 (More Strategic)

m 7,8 (Transitional)

m 1-6 (More Tactical)

Now Five Years from Now

Because companies are projected to invest more in technology across the entire organization, it’s

key for executive leadership, IT and line-of-business management to collaborate on the best budget
allocation to ensure strategic digital transformation spending delivers the most value to the business
for competitive differentiation. The overall - but seldom-voiced - goal is survival; just ask some of those
in industries that have already seen their physical products turned into digital ones and not survived
the transformation.

When they begin the digital transformation process, most companies said they are likely to turn to their
software providers’ professional services teams or the resources of their cloud service provider. Two-
thirds of respondents said they see these groups as essential partners, significantly higher than those
citing systems integrators or management strategy consultants as essential guides.

Thriving in the Age of Digitally Empowered Customers

For almost two decades, 451 Research has defined the ideal customer experience (CX) as a commitment
to customer interactions that are consistent, dynamic and transparent across four dimensions: brand,
products and services, channel, and delivery and operations. The goal is to achieve competitive
differentiation by viewing the world through the eyes of one’s customers and modifying interactions
accordingly. While a strong CX produces significant results, many companies continue to struggle to
create a broad, all-encompassing strategy. As the lines blur between physical and digital channels,
businesses must prioritize new CX strategies to thrive in the age of digitally empowered customers.
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Today’s customers have access to more information, choices and opportunities, redefining the ‘ideal
experience! Customers now dictate the terms of engagement with businesses as they decide what
they want, and where and how they want it. With almost 90% of consumers using smartphones

as a critical part of their daily lives and the growing demand to meet customer expectations

across a variety of touchpoints, business transformation is critical. Businesses can embrace digital
transformation to improve, connect and radically change business processes, enhance customer
experiences and harness innovation.

Is the Glass Half Empty or Half Full?

As businesses continue to make digital culture the center of their organization, they need to invest in
new business models and technologies. However, the data shows that while half of companies have a
formal strategy for digitizing their businesses (see Figure 2), roughly half do not.

Figure 2: Digital transformation plans: is your glass half empty or half full?

Source: 451 Research

Digital Transformation is the investment in new digital technologies and processes to more effectively engage customers, partners and
employees, as well as to cut costs. Which of the following best describes your organization’s status with regard to a digital transformation
strategy?

m We currently have no digital transformation strateqgy

H We are considering a digital transformation
strategy but have no formal plans

m We are in the planning stage - researching to form
our digital transformation strateqy

m We have a formal strategy and are actively digitizing
our business processes and technologies

The financial services and retail verticals are the furthest along in the digital transformation
process with roughly 60% having formal strategies. These are followed by travel, hospitality and
consumer packaged goods with roughly 33% actively digitizing business processes and technologies.
Media communications and telco companies are the furthest behind with one in seven having no
digital transformation strategy at all. Revenue also plays a significant role in organizations having
formal strategies.
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The survey revealed differences of opinion between respondents in IT and line-of-business roles;

58% of IT department respondents stated that their organization has a formal digital transformation
strategy, compared to 43% of line-of-business respondents. Because success demands broad
collaboration, it's essential that digital transformation not be just an IT-led strategy. This is especially
important because improving the customer experience - which is often led by line-of-business CX
practitioners who focus on the customer journey, such as CMOs and chief customer officers — is the top
reason for embracing digital transformation. Nearly two-thirds (65%) of businesses said that improving
the customer experience is the top driver for digital transformation over the next year (see Figure 3).

Remember: Experiences, not price or products, will be the battleground of the future. As
companies use CX to increase competitive differentiation and use technology to enhance the ability
innovate, collaboration between line-of-business and IT personnel is essential.

Figure 3: Top drivers of digital transformation
Source: 451 Research
In your opinion, what are the main drivers for digital transformation? (Select All that apply)

Improve customer experience 65%

Increase competitive differentiation 57%

Enhance the ability to innovate 54%

Manage risk

(v)
(e.qg., cybersecurity, data privacy, systems reliability) 48%

Reduce costs through operational efficiencies a47%

Create new business models 45%

Leverage opportunity in data growth 45%

Exploring new working styles/workplace arrangements 41%

While most industries prioritized improved customer experience, the telco industry, by contrast,
prioritized the ability to create new business models as well as reducing costs through operational
efficiencies. Although the telco industry is truly feeling the impact of disruption by new and more
nimble entrants, digital experiences represent a revolutionary shift in the brand-customer relationship.
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Financial services organizations are 12 percentage points more likely to leverage the
opportunity in data growth for digital transformation than the average and roughly 21 percentage
points higher than the public sector organizations, restaurants and hospitality companies. One critical
aspect is the use of digital technologies to obtain mastery over the vast stores of data. Ultimately,

the essence of putting digital technologies to work in a transformative way is ensuring that data and
insight connect people with the right information and processes that lead to a better experience for
customers, partners and employees.

So, what is holding organizations back?

It's the same old story: people, processes and related technology investments continue to provide
challenges. Interestingly, creating the business case for transformation is top of the charts at 44%,
followed by overcoming organizational hurdles and silos, and then the complexity of legacy systems.
However, retail and CPG respondents were worried less about the ROl and more about finding skilled
workers, which is a very important distinction given how important the in-store experience is to the
retail industry.

Metrics for measuring digital transformation need to be developed and embraced to drive
organizations’ overall strategies and goals. While it’s easy to allocate the cost to the IT department,
the age of digital disruption extends beyond IT to incorporate all areas of the business — no company
or department is immune to its effects. Digital initiatives provide both qualitative and quantitative
measurements back to the organization.

A few approaches include measuring net promoter score and customer satisfaction for customer
engagement along with reduction in fraud and data breaches. There is also ability to introduce new
products to market, response time and employee retention. Strong leadership and a disruptive
attitude are necessary to guide organizations through rapid changes in technology, customer behavior
and business models.
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Figure 4: Top barriers to digital transformation

Source: 451 Research
In your opinion, what are the main barriers to digital transformation? (Select All that apply)

Difficulty demonstrating/illustrating ROI to business 44%
Overcoming organizational hurdles/silos 43%
Complexity of legacy applications 41%
Potential failure to secure sensitive data 41%
Inability to gain buy-in from executive leadership 39%
Lack of justification on business need 39%
Lack of available funding/capital/budget 39%

A lack of, or hard to find, talented/skilled workers 34%

Embracing business process change management 34%

Since businesses tend be siloed, they often try to leverage legacy systems that were once considered
transformational but now force a layer of complexity due to lack of APIs, monolithic architectures
and point-to-point integrations. The complexity of existing applications coupled with organizational
silos can be a detriment to meeting the business goals of digital transformation, such as improving
customer experience, creating a competitive advantage and enhancing the ability to innovate.

This is one reason why 73% of IT respondents stated that it was very important for strategic
partnerships among vendors to create a unified customer profile and improved integration
across business applications. The leading industry verticals, retail and financial services, were 12
percentage points higher than the average for how important a unified customer profile is to their
respective organizations.
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Are You a Skeptic?

The survey explored organizations’ attitudes toward adoption of technology - from skeptics to early
adopters. Because most of the survey respondents were IT and line-of-business decision-makers and
influencers, it's not surprising that 42% of them considered their organizations to be early adopters.

Figure 5: All in or all out: Are you a skeptic or a leader?

Source: 451 Research
How would you best describe your organization’s adoption of technology?

m We are skeptical and usually late to the game

m We are conservative about new technologies
and take a wait-and-see approach

m We are pragmatic about new technologies but
will act sooner rather than later

m We are early adopters on the leading edge

Organizations with more than $10bn in revenue and 5,000+ employees represented the largest cohort
of early adopters. The survey found that respondents in the media, CPG and restaurant verticals were
the most skeptical of technologies compared to financial services and retail organizations, which were
30 percentage points higher than the skeptics in adopting leading-edge technology.

Even more interesting are the stark differences between early adopters and their skeptic counterparts.
Early adopters of technologies are significantly more likely to prioritize improving the customer
experience, increasing competitive differentiation and enhancing the ability to innovate as top drivers
of digital transformation.
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Figure 6: Stark differences among early adopters and their skeptical counterparts

Source: 451 Research
Q: In your opinion, what are the main drivers for digital transformation? (Select all that apply.)
Q: In your opinion, what are the main barriers to digital transformation? (Select all that apply.)

74%

Improve customer experience

54%
61%

Increase competitive differentiation

43%

[
Enhance the ability to innovate St

EXTERNAL DRIVERS 34%

Create new business models

Manage risk
(e.g., cybersecurity, data privacy, system reliability)

INTERNAL DRIVERS 46%
Reduce costs through operational efficiencies
43%

Leverage opportunity in data growth

Exploring new working styles/workplace arrangements
(across the organization's departmental/
geographical borders, supply chain, etc.)

CHALLENGES
Lack of justification on business need

Lack of available funding/capital/budget

Difficulty demonstrating/illustrating ROI to business

40%

B We are early adopters on the leading edge M We are skeptical and usually late to the game

Although leveraging data growth is very important, the research suggests that skeptics are using the
growth in data for measuring internal operations and improving employee workplace issues. These
issues are important, but businesses must take an outside-in approach toward customer experience
and innovation. While skeptics don't see a business need for digital transformation, they also struggle
with funding. Although funding can be a challenge for early adopters as well, they tend to struggle
more with proving the return on investment.

It's all about balance. The right technology can have a transformative effect that helps businesses
innovate, break down siloes and create the competitive differentiation with results that drive all the
way to the bottom line.
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Don't Get Leapfrogged:
Are You a Digital Leader or Laggard?

The actual state of digital transformation is different at each organization, depending on its maturity,
the industry in which it operates, its employees and many other factors. As we stated earlier, roughly
half of our respondents have a formal digital transformation process.

Figure 7: Digital leaders vs. digital laggards
Source: 451 Research

LAGGARDS LEADERS

STRATEGIC USE OF DATA

WE HAVE A FORMAL STRATEGY AND ARE ACTIVELY DIGITIZING
OUR BUSINESS PROCESSES AND TECHNOLOGIES

WE CURRENTLY HAVE NO DIGITAL TRANSFORMATIONAL STRATEGY

Less digitally mature organizations tend to focus on individual technologies and have approaches that
are tactical and operational in focus, compared to forward-thinking companies that embrace digital
with an eye toward transforming their businesses. This discrepancy represents the most significant
difference in our survey, and signals not only a fundamental shift in the way applications are being
built and deployed but, more importantly, the value that can be derived from the data that lies

within. The ability to capture, analyze, understand and act upon information includes the capacity to
recognize patterns, images and sentiment, as well as to plan, predict and identify actions and make
decisions. All this is driving demand for a more modern application stack. The desire to capture and
analyze new forms of data is playing a powerful role in improving digital innovation.

Growth in customer data for contextualized experiences, empowered by modern technologies
such as mobile, cloud and machine learning, will create a significant gap between digital leaders
and laggards when it comes to using technologies for strategic innovation.

Plenty of Silos and Vision, Not Enough Budget

For decades, businesses have sought a comprehensive picture of customer activity and behavior
but have been thwarted by data that remains siloed or unanalyzed. Figure 8 highlights the pain
of data silos and manual processes along with the lack of funds allocated toward meeting digital
transformation. Today, 80% of businesses have seven or more data and applications silos.
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The amount of information businesses hold that relates to customers has been expanding for years,
but it has expanded into disconnected silos, so it is difficult to stitch together a seamless overall view.
There have been many attempts to synthesize separate data resources into a holistic customer view

- customer relationship management, for example. CRM was notable around the turn of the century
for creating an appetite for a broader customer view but was also notable for its inability to satisfy the
needs of a diverse set of stakeholders: marketers, salespeople and service teams, etc.

As businesses come to grips with a rapidly changing set of technologies (especially with regard to
communication channels, each of which comes with a new set of content requirements and customer
expectations), it is apparent that they must break down the silos since the best outcomes are ones that
have a complete unified view of the customer. This requires bringing together data across the different
silos for transparency and insight on:

« Activity (How many times has this person been contacted, and what were the results each time?)

« Intent (What has this person been shopping for, and what were the purchases?)

- Satisfaction (Have customers expressed sentiments about their experiences so far, or can the
business infer sentiment from other signals?)

+ Influence (Do customers have a platform to recommend your product to others or dissuade them
from buying?)
- Preferences (How does this person want to be contacted, and when?)

. Context (What in-the-moment circumstances exist that affect whether to make an offer, such as an
open service ticket that needs to be resolved?)

Incorporating all of these elements and other variables into a 360-degree view of customers is at the
heart of the business use case for many related technologies — applying machine learning to detect
buying intent, creating personalized emails and web landing pages, and deciding what contact
channels to support.

BLACK & WHITE | CUSTOMER EXPERIENCE AS THE CATALYST FOR DIGITAL
TRANSFORMATION

Research COMMISSIONED BY ADOBE




Figure 8: Too many silos - too little budget - lots of high expectations

Source: 451 Research

SILOS

MANUAL
PROCESSES

80% have 7 or more silos expect to eliminate majority

of data and applications of manual processes within 3 years
S 7

BUDGETS CLOUD

34% allocate less than 25% 79% place a high importance

of IT budgets toward digital on cloud applications

transformation today

Business processes for getting a reliable and complete view of what customers want (and how they

want to be contacted) are taking shape. However, 89% of respondents said they expect to eliminate
most manual processes within the next three years. In the digital era, the need to respond quickly to
customer expectations and the aggressive actions of rivals demands a transformative approach that
discovers and automates efficiencies, crafts engaging user experiences and readily adapts.

This is a fantastic vision, but many companies don't truly understand what it takes to embark on full
automation. Many businesses have made investments in premises-based transactional businesses
applications (ERP, CRM, commerce, etc.), but many times, legacy applications with monolithic
architectures are detrimental to digital transformation goals. These transactional systems can be
extended or augmented with more modern cloud-based business applications that provide a more
agile digital platform.

More than three-quarters (80%) of businesses are interested in investing in newer digital
platforms that enhance customer experience and business agility. They will look to the cloud to
make that happen: 79% of respondents placed a high importance on cloud applications.
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Early adopters place a significant importance on cloud applications and the related
infrastructure to support them. Even businesses with greater than $10bn are now completely
dependent on cloud with 91% saying they recognize its importance to the future of digital
transformation. While line-of-business respondents were only slightly more interested than their
IT counterparts, both teams were fully onboard with the importance of cloud across applications,
development platforms and its related infrastructure.

Finally, one in three businesses allocated less than 25% of their IT budgets for digital
transformation. Midsized organizations allocated less than their larger counterparts with more than
5,000 employees. CPG and manufacturing companies indicated they are allocating a small percentage
of the overall budget. With 64% of organizations shifting their budgets toward more strategic
spending on digital transformation, we expect budget allocations to change fairly quickly

over the next few years. However, line-of-business managers are more confident in the loosening

of wallets than their IT counterparts. The question will be the shift in power over who controls the
technology budget dollars for digital transformation.

As businesses redesign their IT strategies to be more responsive to line-of-business needs,
fundamental building blocks for a digital transformation platform include a cloud services foundation,
an APl and microservices strategy for the digital glue, and cognitive systems that use natural language
processing and machine learning.

Top issues for IT-led initiatives are all to improve the overall foundation for application refresh,
infrastructure reliability and process automation. The adoption of cloud-based infrastructure and the
interest in shifting legacy business applications to the cloud can be major points of differentiation.
There are real alternatives to a company building and operating its own datacenter. Organizations
now have the option to focus their own IT initiatives on the things that will help differentiate their
businesses, and shift everything else to a Saa$S provider or external cloud.
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Figure 9: IT-led priorities for digital transformation
Source: 451 Research

Improve business support systems; 54%
legacy technology/application refresh

Support for continuous uptime; improved reliability 53%
of systems, networks and infrastructure

Intelligent process automation to reduce labor costs 50%

Gain richer sources of data for 49%
line-of-business decision-makers v

Achieve a unified customer profile and 46%
single source of customer information ©

Digitize analog and paper 44%

Proactive risk mitigation; advanced threat o
; - 43%
prevention and security management

Mobilize business applications 40%

Priorities do vary by vertical. Manufacturing’s top priority is to digitize analog and paper-based
processes and provide mobile business applications. The CPG, media and publishing industries focus
heavily on achieving a unified customer profile and single source of the information and richer sources
of data.

Conclusion

451 posits that many of the success stories in this still early transformation period will feature the
most important of all audiences - the end customer and how digital transformation in all its forms
(automation, accessibility, portability, etc.) make doing business easier and more rewarding.

451 provides some examples and use cases in the companion paper to this work: Customer Experience
as a Catalyst for Digital Transformation.
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Methodology

In Q4 2018, we surveyed 400 IT and line-of-business customer experience decision-makers and
influencers across more than 10 verticals. We asked a wide range of questions aimed at measuring how

organizations are addressing the need for improved customer experience, and where these efforts fit
within broader digital transformation strategies. The study explored the following key themes:

ORGANIZATIONAL CULTURE AND DIGITAL TRANSFORMATION STRATEGIES

Topics included:

Budgets

Drivers and inhibitors

Impact on organizational structure

Desire and ability to innovate

Changing customer and employee expectations

Impact on key organizational processes

STRATEGIC TECHNOLOGY INITIATIVES AND DESIRED OUTCOMES

Topics included:

Existing and future architectures

- The role of cloud

+ The convergence of marketing, sales and commerce

Strategic technology initiatives

= Microsoft

Adobe

Adobe + Microsoft share a vision to enable our customers to embrace and realize digital transformation to compete in an
evolving and complicated environment. And a critical element to digital transformation is customer experience.
Businesses must invest in new technologies and processes to more effectively engage customers, partners or employees.
These are key areas where Adobe and Microsoft are helping brands transform their businesses to meet the demands of
consumers today and in the future:

- Aligning and managing data sources to create a unified customer profile

- Delivering and optimizing personalized experiences across all channels or devices and context

+ Employing artificial intelligence to manage complex tasks and automate processes

- Simplifying workflows across teams and streamline customer experiences

- Harnessing cloud infrastructure and framework to build secure, scalable and compliant business operations
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