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At the heart of all private equity (PE) firms is the desire to transform a struggling company and 
encourage every possible efficiency out of it. One increasingly popular area of PE focus is the digital 
transformation of a legacy portfolio company. Digital transformation covers a multitude of new, digital 
technologies including robotics hardware and 3D printing equipment; connected machines, also known 
as the Internet of Things, such as smart cars or appliances; and analytical software and data solutions to 
streamline supply chains. 

General Electric estimates the products and services associated with this manufacturing makeover could 
generate as much as $15 trillion in global economic growth over the next 20 years. One way PE firms can 
go about tapping into this new frontier is to fund unproven startups. However, they are also generating 
change in their portfolio of established, legacy companies. According to Peter Conway, Principal at 
Strategy& (formerly Booz & Company), on a scale of 1 to 10, industrial companies are currently at a “3” 
level of maturity of digital transformation. This trend will only continue to grow. 

What Private Equity Firms Should Focus on When Evaluating an Investment in Digital 
Transformation 
Private Equity firms, Conway says, should focus on how a digital transformation will position their 
portfolio company in the market. In the long-term, the PE firms should focus on profits. In the short 
term, they should focus on the collection and analysis of data to better inform themselves of the detailed 
operations of the portfolio company and its customers. 

Specifically, they need to determine how to boost efficiency in two areas: the integration of hardware 
and software components to drive higher margins and getting to know customers more intimately by 
providing new digital services. 



Bain Consulting suggests the following actions help to maximize the chances of success for a digital 
transformation in a legacy portfolio company: 
• Evaluate the degree of digitization in the current environment. Assess future threats 
• Plan how to engage the customer and achieve profitable growth using digital technology 
• Create a plan to tap the best sources of value from digitization, adding links and strengthening linkages 
in the customer experience chain 
• Put the organization on the new track. Transform the approach to innovation, develop appropriate 
operating models and build a digital-savvy leadership team 

Companies need to use digital transformations to reinvent each link in the customer experience chain: 
• New product and service development 
• Marketing personalization to help customers discover and evaluate company offerings 
• Product and service customization 
• Purchasing processes 
• Supply chain and fulfillment networks 
• Product usage and service models 
• Return and upgrade processes 
• Product review and feedback systems 

Realigning the Core Competencies 
A private equity firm needs to focus on selling off portions of the company that would not fare as well 
with the new digital realignment. The PE firm has to properly calculate how the company fits into the 
industry and market, along with the vision, value, and competitive advantage of the company. 

While startups have their advantages in the digital age, legacy companies have some benefits as well. 
The Boston Consulting Group (BCG) says legacy companies hold a lot of cards, such as resources, assets 
and data, that may be lacking – that smaller, startup competitors frequently do not. BCG adds that 
incumbents should be more disruptive in their approach and not leave the playing field open to the 
startups. 

McKinsey says 95 to 99 percent of incumbent companies must choose a different path, not by “doing 
digital” on the margin of their established businesses but by wholeheartedly committing themselves to a 
clear strategy. An example of this would be upgrading legacy systems that don’t communicate with each 
other or allow others to expand their capabilities. In order to achieve the transformative potential from 
digital manufacturing, the systems need to be designed so they are open, interoperable, and user-
friendly. 

McKinsey offers four lessons for legacy, or, as they call them, “incumbent” companies: 
• First, they need to evaluate the strategy available to them. Very few companies have been able to 
achieve success as pure-play disruptors at a global scale; Spotify, Square and Uber are among that small 
number. 
• Second, a successful company must be able to invest in relevant digital capabilities that are 
strategically aligned – and to do so at scale. This will help companies keep pace with customers as 
digitization changes how they research and buy products and services. 
• Third, while technical capabilities – such as big data analytics, digital content management, and search-
engine optimization – are crucial, a strong and adaptive culture can help make up for a lack of them. 
• Fourth, companies need to align their organizational structures, talent development, funding 
mechanisms, and key performance indicators (KPIs) with their digital strategy. 

A McKinsey report states: “Enabling individuals and machines to communicate seamlessly would of 
course make production more cost efficient. But perhaps more compellingly, digitizing the value chain 
facilitates innovation and can directly improve the top line. For example, the aggregation and analysis of 
data across a product’s life cycle can increase the uptime of production machinery, reduce time to 
market, and make it possible to understand the product’s consumers.” 



In a recent McKinsey Global Survey, respondents were particularly excited about the impact of digital 
technologies on product development and design. When they ranked the specific value-chain areas that 
would benefit most from digitization, one of the highest was the “design–make” link –including the 
ability to compare “as designed” intent with “as made” data from factories or to predict the quality of 
new products by using real-time simulations that leverage actual factory data. Correcting these data 
inefficiencies should improve productivity by about 25 percent. 

Hiring and Keeping Talent 
During a digital transformation, private equity firms should also focus on the legacy company 
employees. This could include creating more collaboration between colleagues; it may also mean 
replacing personnel and labor-intensive procedures to speed up activities such as line assembly or back-
office services. 

Conway believes each person in the company must “be aware of numerous technologies that could help 
him or her in the myriad daily tasks, recognize the cost benefit tradeoff of each, and based on those 
results, create a prioritized detailed roadmap to re-conceive and re-conform the organization as a whole 
… one deliberate step at a time.” Finding that talent isn’t easy. 

Tanguy Catlin, Jay Scanlan, and Paul Willmott of McKinsey write that in today’s environment, companies 
should recognize that, in many instances, digital competency matters more than sector knowledge, at 
least in the early stages of a digital transformation. Only 35 percent of digital talent in the companies 
they analyzed had digital experience outside of them. 

It is important to retain valuable employees or attract strong candidates to the company. Private equity 
firms should be creative about training and growing talent at a portfolio company when undergoing a 
digital transformation. They must provide the right incentives and clear career paths. Here, some legacy 
companies may have more advantages than they know, since many younger executives seem eager to 
help well-known brands in fashion apparel, luxury cars, news magazines, and other categories to reach 
digital audiences. When done right, private equity can highlight good talent which, in turn, attracts more 
good talent. This allows PE firms to quickly build an exceptional group of digital leaders. 

Conway explains the contrast between older executives in legacy companies and younger executives 
who implement the new procedures is why digital transformations are difficult to get right: “Those who 
know the old technologies, processes, and customs are rarely well-versed in new methods, what those 
methods might cost vis-à-vis their benefits, how they impact other stakeholders within the organization 
(e.g. IT, HR, Finance). Those who could help lay out the case for change and drive the organization – 
consultants, internal cross-functional teams, etc. – need to be both visionary and capable of weighing 
subtle trade-offs and coming up with a workable answer; this is a pair of skills that rarely occur together 
in nature. Finally, in general, those members of the team who might naturally be called upon to most 
seamlessly imagine the digital future of their current industrial home are those with the least formal 
experience and decision rights – the young.” 

Many Digital Transformation Opportunities for PE Firms 
Private equity firms are looking to find increased value with legacy companies in several industries. 
Music, retailing, media, and travel have already seen massive transformation, but there are similar 
patterns in other industries, such as banking, agriculture, energy, health care, industrial goods, and 
manufacturing. 

With such impressive opportunities for implementing digital transformations, private equity firms and 
other investors will continue to go after these legacy companies. Nanry notes that GE Ventures opened a 
Chicago office in 2014, drawn in large part by opportunities to apply digital manufacturing in America’s 
industrial heartland. Manufacturing remains, after all, a large part of the global economy, representing 
approximately 16 percent of global GDP. With those stakes, even small improvements can unleash 
significant wealth. 



Once a private equity firm begins a digital transformation, the legacy company’s leadership needs to be 
fully committed to a sustained investment in people, capabilities, technology, and cultural change. The 
PE firm and its legacy company must be clear about its long-term strategic opportunity, and open to 
altering and refining solutions along the way. 

 


