ARTHURBLITTLE CEO INSIGHTS

2023

TURNING TURMOIL TO
ADVANTAGE: HOW CEOs
ARE NAVIGATING CHANGE
TO DRIVE GROWTH

CEOs are pushing for growth during
global turbulence, focusing on
10 key areas for success




FOREWORD

EXECUTIVE SUMMARY

1. ANALYSIS: 5 KEY TRENDS
FROM TODAY'S CEOs

2. HOW SECTORS COMPARE

CONCLUSION: FORTUNE FAVORS THE BRAVE

16

20



FOREWORD

Organizations, consumers, and citizens are reeling
from the ongoing blows of the global pandemic,

the geopolitical volatility, the industrial and digital
revolutions, and the increasingly visible shocks caused
by climate change. We undoubtedly live in times of
volatility and uncertainty — with little sign that the
rhythm of disruption will calm down.

Continuing with a strategy solely focused on business
as usual is arecipe for failure. And in such a context,
managing performance today while preparing for

the future is complicated. Nevertheless, that is what
is needed to avoid all risks and capture the many
opportunities hidden behind these disruptions.

But how are companies and the CEOs that lead them
reacting to these disruptions? What decisions are they
taking and what do they feel about the current and
future business environment?

To find out, Arthur D. Little (ADL) has explored in
depth how CEOs in different industries and different
geographies are coping with this extraordinary
combination of challenges. After hundreds of
conversations and months of research, the “2023 CEO
Insights” study aims to answer five key questions:

1. How do CEOs perceive the current market situation
and outlook?

2. What is their take on the right strategy? Is there
room for growth?

3. What are the new requirements and calls for
action on organization and leadership?

4. What are the challenges for human resources?

5. What is the relevance of environmental, social,
and corporate governance (ESG) in this context?

ARTHUR D. LITTLE



REPORT: TURNING TURMOIL TO ADVANTAGE: HOW CEOS ARE NAVIGATING CHANGE TO DRIVE GROWTH

Many of the findings were unexpected, surprising, and
even counterintuitive. Despite current challenges and
many dark macroeconomic previsions for 2023, most
CEOs we spoke to are optimistic for the future, with nearly
two-thirds (63%) expecting a stable or positive global
economic outlook over the next three to five years.

Essentially, rather than being beaten down by the range
and depth of current challenges, these leading CEOs see
them as opportunities to be seized. They are willing to
invest and innovate to drive growth. Compared to the
major 2008/2009 crisis, we can clearly see that a new
level of resilience among companies and CEOs has been
forged, as illustrated during the pandemic.

This study shows a global executive community taking
the bull by the horns and working with passion, coolness,
and creativity to manage performance today while
building the future.

| am personally convinced that the winners will be this
new generation of ambidextrous CEOs and companies!

Ignacio Garcia Alves

Chairman & Chief Executive Officer
Arthur D. Little



EXECUTIVE SUMMARY

“ADVERSITY EQUALS OPPORTUNITY"
IS HOW TODAY'S CEOs VIEW CURRENT,
CHALLENGING TIMES

Rather than causing them to retreat into their shells
and focus on cost-cutting strategies, ADL's “2023 CEO
Insights” study shows that, globally, CEOs of the largest
organizations are instead targeting growth through
investment and innovation.

They are truly ambidextrous in managing both
operational excellence and new innovations. Overall,
their mindsets are positive, and they feel their
organizations are resilient and well-positioned to cope
thanks to changes implemented in response to the
pandemic. This is leading them to look beyond their core
business to a more balanced portfolio of strategic levers
to drive growth. They are using technology as a key lever
for innovation and future success.

Adding to this heartening, if potentially surprising,
picture, they are focusing on sustainability as a
competitive differentiator, moving beyond compliance
to understand and benefit from the opportunities it
brings. Uncertainty is all around us — but fearless global
CEOs are taking advantage of it to shape a more positive
future for their businesses and wider society.
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1. ANALYSIS: 5 KEY TRENDS
FROM TODAY'S CEOs

Analyzing ADL's “2023 CEO Insights” study leads
to five clear conclusions, which apply generally
across both geographies and different vertical
sectors.

1. CEOs: POSITIVE ATTITUDE
& FOCUSED ON BUILDING
A NEW FUTURE

The current crisis has triggered a tsunami of
challenges across many industries. Businesses
have seen a large-scale drop in customer
demand, while input costs, especially for energy,
have skyrocketed. Combined with serious strains
and breakdowns in supply chains, this has led
many commentators to predict the end of
globalization as we know it.

Yet most CEOs are pushing back and embracing
a positive, resilient approach. In our sample, we
see a trend toward a positive/stable, medium-
term (three to five years) overall economic
outlook (see Figure 1).

Clearly, optimism varies between regions. The
fact that nearly four in 10 CEOs based in the

Big Five economies of Europe (Germany, France,
UK, Italy, Spain) are expecting global growth

is perhaps surprising given the challenges

that region in particular faces but may be
explainable by a focus on opportunities outside
the continent itself. CEOs in the US are more
cautious, with over half predicting no growth
over the same time period. Just 10% of Asian
CEOs expect a positive economic outlook over
this time frame.

A commitment to growth

While CEOs are currently very actively engaged
in cost savings and troubleshooting, the
majority report that they are planning for
growth, or at least stability, and are gearing

up for the post-crisis world (see Figure 2).
Thirty percent plan to grow faster than the
market; nearly three-quarters of whom will
increase their investment in growth. Showing
the widespread commitment to expansion,

Figure 1. CEO views on global economic outlook

How do you expect the global economic outlook to evolve in the next 3-5 years?

Il increase [l Stable Decrease

23%
31%
37% 40% 38%
42
% 42% 50%
31%
41%
38%
22%
1%
Total Europe Europe North Middle East South Asia Africa
(Big 5) (other) America America

Source: Arthur D. Little



40% of those who are planning cautious growth
are increasing their growth investment, with

55% keeping it constant. Even one in five CEOs
planning a defensive approach expect to invest
more relative to the last three years. This sends a
strong signal that the future belongs to those who
act with courage now to shape their way forward.

In our view, it is very encouraging to see this
level of trust and energy, not only to fight the
negative effects of the current crisis but also
to mobilize creativity and resources to tap into
future opportunities.

Resilience forged during the pandemic

These results demonstrate an overall increase
in resilience. Essentially, the shock therapy of
the COVID pandemic may well have provided a
crash course in how to deal with unprecedented
challenges, contributing to building more
strength and confidence so that CEOs feel

well placed to deal with current issues.

CEO, healthcare

An openness to government engagement

One area that is seeing change is attitudes

to government intervention in markets. The
pandemic saw an unprecedented growth of state
involvement in many sectors, which combines
with increasing regulation around areas such as
decarbonization and sustainability. Geopolitical
rivalry is driving protectionism, with benefits for
incumbents in larger geographies. Overall, 58%
of CEOs globally said government intervention
provided a useful support for short- or long-
term growth, with just 7% viewing it negatively
(see Figure 3). Concerns are strongest in Africa
(15%) and Europe (10%), but the vast majority of
CEOs view it positively or with a neutral view.

Figure 2. Growth ambitions and change in investment levels

What are your plans for investment growth relative to the last 3 years?

Il increase [ Stay constant Decrease

Change in growth
investment

14%

o/

Offensive
(faster than
market growth)

Source: Arthur D. Little

Cautious
(meet market
growth rate)

Defensive
(slower than
market growth)

Figure 3. Attitudes to government intervention in key industrial sectors

How do you view renewed state intervention in key industrial sectors?

Ml Destabilizing factor skewing competition
Neutral effects

M Useful support to short-term growth
Useful support to long-term growth

23%
38%
47% :
35%
————————————————————— —— 450%
0
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Total Europe Europe Asia Middle East South Africa North
(Big 5) (other) America America

Source: Arthur D. Little
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Furthermore, our global consulting projects
show that senior executives are becoming
personally involved in the paradigmatic shift
currently happening in many of our core
industries. For example, mobility and energy
are driving decarbonization, telco companies
are delivering higher-quality connectivity, while
financial and healthcare organizations are fully
embracing digitalization. It is encouraging to
see that most CEOs of the largest companies
are focusing on forward-looking activities
rather than remaining in defensive mode.

2. STRATEGIC THRUST:
LEADING AMBIDEXTROUS
AGENDA

When facing a downturn, conventional business
wisdom is to cut costs, focus on the core
business, and aim to ride out the recession.
However, depending on the industry and
customer segments, buying behavior often
transforms, opening up new opportunities for
those that innovate. The switch to digital during
pandemic lockdowns is the perfect example of
this change.

Therefore, we were positively surprised to see
that a strong percentage of our sample is now
putting the emphasis on innovation as a lever
to get ahead and grow, alongside optimizing
existing operations (see Figure 4). CEOs are
becoming truly ambidextrous.

BUYING BEHAVIOR
OFTEN TRANSFORMS,
OPENING UP NEW
OPPORTUNITIES FOR
THOSE THAT INNOVATE

CEOs are clearly looking to improve efficiency
and effectiveness. But they are treating this
goal as a constant (e.g., cost optimization
remains an unchanged priority) and are
focusing more on creating new opportunities.
For example, 30% more are planning to enter
fresh geographies, while also triggering the
development of new products, and are ready to
explore different business models. Innovation
is key; there is a 23% drop in focus on the core
business as a driver of growth, compared to the
last three years.

We see good examples of an industry’s moves
to improve both efficiency and innovation in
the travel and transportation industry. The
COVID crisis pushed airlines and airports into
large-scale efficiency programs to achieve
major cost reductions, impacting thousands
of jobs. However, at the same time, these
companies are forming new partnerships to
offer new services to passengers, such as
combined intermodal mobility offerings
(e.g., bringing together aircraft, rail, and
mobility on-demand services).

Figure 4. Most important growth strategies — past vs. future

What are the most important growth strategies you are adopting for your organization?
Multiple choice — 3 choices per respondent

Ml Past 3years [ Next 3 years

55%

34% 34%

28% 28%

26% o504

M&A for
vertical integration

Core New client Cost Price war

business focus segments optimization

New sales Disruptive Diversification
channels offering

New Changein  M&A for bus. M&A for
geographies regulation portfolio opt. consolidation

Source: Arthur D. Little



Growth plans — Leaders vs. laggards

Taking a deeper look into growth strategies
shows a widening gap between leaders and
laggards (see Figure 5). Successful CEOs have
built ambitious ambidextrous strategies that
combine growth and optimization and are now

focused on relentlessly executing on their plans.

By contrast, lagging CEOs have focused only
on optimization and are now making major
strategic changes as they struggle to catch up.
These include:

= Moving away from a focus on their core
business (60% over past three years vs.
20% in the future).

= Embracing more disruptive offerings
(20% past vs. 40% future).

This demonstrates that laggards recognize they
need to catch up and can only do this by taking
risks.

CEO, healthcare

What are the drivers of future growth?

Despite the current energy crisis, all CEOs are
focusing on innovation when it comes to drivers
of future growth (see Figure 6). Globally, over a
quarter (26%) listed technology innovation as
the most critical factor to growth, well ahead of
raw material/energy prices (11%). Factors such as
supply chain, and cyber risks both outranked raw
material prices globally.

However, there are clear regional differences:

= Environmental and climate change issues are
a key focus in Europe, North America, and Asia,
but receive less attention in other regions.

= Cyberriskis viewed as a key, urgent factor by
15% of CEOs in Africa, 14% in Asia, and 13% in
Middle East and Africa (MEA)/South America,
ahead of their peers in Europe and North America.

Again, this positive focus on innovation could be

a product of the pandemic, which saw enormous
transformation of operations driven by the likes
of digital growth, working from home (WFH), and
supply chain disruption. With these improvements
in place, CEOs are empowered (and enthusiastic)
to explore innovation as a growth lever.

Figure 5. Most important growth strategies — leaders vs. laggards

What are your most important future growth strategies compared to the past?
(per performance category’)
Multiple choice — 3 choices per respondent

M Past 3 years Next 3 years

Top quartile (n=89) Middle of the pack (n=147)

9
Core business focus 45%

New client segments
Cost optimization
New sales channels
Disruptive offering
Diversification

New geographies 58%
Change in regulation

M&A for bus. portfolio opt.
M&A for consolidation

Price war

M&A for vertical integration

Note: (1) Performance category based on own perception vs. peers
Source: Arthur D. Little

Lagging (n=10)

61% 60%

60%
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CEO, healthcare

Turmoil brings M&A opportunities

Historically, CEOs have been most satisfied

with internal initiatives to drive success (see
Figure 7). Of those surveyed, 89% said their
organic growth activities met or exceeded

their expectations. In our experience, these
initiatives are driven by a key focus on customer-
centricity, led from the top. At the same time,

Figure 6. Critical factors to company growth

25% felt that M&A activity contributions fell
below expectations, with success rates for M&A
for consolidation even worse, with 38% of CEOs
unhappy at the results of this activity.

The major reason for this previous poor
contribution from M&A has been extremely high
multiples, meaning acquisitions were expensive
and often difficult to integrate. Current

market turmoil has dramatically lowered

prices, providing the perfect opportunity to

add programmatic M&A to the CEO agenda,
alongside internal initiatives. As well as taking
advantage of lower multiples, success requires
choosing ambidextrous targets that fit wider
corporate strategies and ensuring that the right
integration capabilities are in place to deliver
real value and growth.

What are the most critical factors to your company’s future growth?
Multiple choice — 2 choices per respondent
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Figure 7. Success rates of organic vs. M&A activities
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How satisfied are you with the results of your organic and M&A activities to drive growth?
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3. SHAPING THE ORGANIZATION: range of organizations in the sector, some of
BUILDING ON EXPERIENCE which transformed during the pandemic, while

others are struggling to cope with the long-term
NOT WHOLESALE CHANGE impacts it brought.

The intensive rhythm of disruption required to

adapt fundamental ways of working shifts the CEO
organizational agenda from a focus on structure to a
focus on capabilities. While CEOs are building agile,
ambidextrous organizations, the classic question

of centralized versus decentralized is much less
important. Essentially, CEOs understand that
developing fit-for-purpose capabilities that drive
optimization and efficiency as well as innovation
and growth are now mission-critical.

Overall, most organizational structures are

now reflecting today’s multidimensional

business reality. Attention is shifting to prepare
for the strategic challenges ahead. The main
organizational improvement focus is a fresh look
at automation (68% of respondents), adoption of
agile ways of working (65% of respondents) and
building KPI/performance metrics that reflect
both the performance versus growth dimension as
well as hard versus soft skills (68% of respondents;
see Figure 9). This is likely to lead to a different
capability mix across various companies enabling
them to explore and exploit, tailored to their
specific strategies for the future.

In fact, 91% of CEOs (see Figure 8) felt their current
organization setup and structure was sufficiently
robust to enable their business priorities. Half felt
that their organization was “strong,” although

just 4% felt it was superior. This pattern was true
across most industries, although healthcare saw
a polarization, with 3% believing their structures
were inadequate and 68% believing they were

strong or superior. This could reflect the wide
CEO, financial services

Figure 8. Satisfaction with current organizational structure

How adequate is your current corporate organizational structure to face your
business priorities and market volatility?

Il Not adequate M Limited Good enough Strong Superior

58% 60%

54%
50%

|
|
0
| 41% 44% 45% 43%
379% | 40% 40% 39%
I 33%
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I 20%
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| (including transportation
automotive)

Source: Arthur D. Little

Figure 9. How CEOs would improve their current corporate organization

What measures would you consider to improve your current corporate organizational structure?
Multiple choice — 3 choices per respondent

Il More centralization More divisional setting Focus on automation
M More decentralization Focus on KPIs and performance analytics M Agile method adoption
I 85% 84%
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(v 0
68% | - % % 74% 74%
68% I 63% (1% 69% 68% 68%
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|
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14%
1 - 8%
|
Total I Telcos Energy & utilities  Manufacturing Travel & Healthcare Financial services
(including transportation
automotive)

Source: Arthur D. Little
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The increasing challenge to find
and attract talent

When it comes to recruitment, CEOs have long
had concerns around demography (replacing
retiring baby boomers) and adapting to the
changing values of new generations. On the
positive side, most are happy with the skills
mix within their organization: just 13% see a
strong/very strong impetus to drive reskilling
(see Figure 10). However, this varies among
industries — and in companies within them —

as the example of the energy and utilities sector
shows. Among energy players, 20% said there
was no need for reskilling, yet at the other end
of the spectrum, 5% of CEOs in the sector saw
avery strong requirement to invest in this area.

REPORT: TURNING TURMOIL TO ADVANTAGE: HOW CEOS ARE NAVIGATING CHANGE TO DRIVE GROWTH

CEOs STRUGGLE TO
ORGANICALLY ATTRACT
NEW CAPABILITIES
AND TALENTS

There is concern across industries regarding
access to talent (see Figure 11). CEOs struggle to
organically attract new capabilities and talents
and are focused on acquiring them either via
headhunters, corporate venture capital, or
direct acquisition. Less than a quarter (21%) of
key employees are developed internally, with
headhunters the favored option for 29% of

companies. A greater focus on diversity, equity,
and inclusion (DEI) is likely to help attract and
retain talent over the long term.

Figure 10. The need for reskilling among current employees

To what extent do you need to reskill your employees?

Il No need M Limited Moderate Strong Very strong
60%

48% 48%
42%

38%

53%
49%

35% 36%
29% 31%
24%
23% 21% 200 [ 23% °
16% 17%
0
1% n% | 15% 10% 10% 10%
() 0/ 0/ 0
2%|5/o 2% 5% o% 5% 5%
1 0% 0% 0% 0%
Average 1 Telcos Manufacturing Travel & Healthcare Energy & utilities Financial services
(including transportation
| automotive)

Source: Arthur D. Little

Figure 11. Where CEOs source new talents and capabilities

What are your plans to source new capabilities & talents needed for growth?

Ml Headhunters Internal academy
M Acquisitions Cooperation with universities & academia

Corporate venture capital [l Other
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0
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23% .
21% ’ 23% 19% 19%
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20%

15%
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Total Telcos Energy & Manufacturing Travel &

utilities transportation
Source: Arthur D. Little
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4. MOVING BEYOND
DIGITALIZATION TO
EMBRACE TECHNOLOGIES

As we have seen, CEOs are focusing on
technology innovation to drive growth (refer
back to Figure 5). Drilling down into where they
see technology delivering benefits shows a
step change between the past and future (see
Figure 12). While the focus previously has been
on digital transformation, looking forward this
will virtually halve in importance — to just
42% in the future, as traditional technology
trends such as digitalization have become
commonplace within organizations.

Essentially, ambidextrous CEOs are now moving
beyond using technology, such as digitalization,
to drive efficiency and optimization and are
now looking at large-scale adoption of new
technology to provide a differentiator. They
want new technology to underpin their growth
agendas and help in acquiring and retaining
new customers.

To achieve this going forward, CEOs expect
artificial intelligence (Al)/machine learning (ML),
automation and robotics, and sustainability

to significantly increase in importance.

They are moving beyond pilot projects to
scale technologies and embed them in the
mainstream business. This brings higher
expectations for delivery from their teams
but potentially higher returns as well.

CEOs are contemplating the future with open
minds: 60% want to explore new technologies,
and 27% believe the Metaverse and virtual
reality (VR) will impact their business. They are
monitoring and piloting these technologies now,
preparing to exploit opportunities once they
mature.

ADL experience supports this trend. Al
applications have achieved mass market
penetration and are making a significant
difference in our societies. For example, they
are underpinning new modes and means of
transportation, better access to mobility
systems, new and bidirectional energy
management systems, and automation

and automomy enabled by new telecom-
connectivity systems. All of this will lead

to progressive and radical changes to our
economies and societies, and CEOs are focused
and active in understanding and acting on the
implications of technology breakthroughs.

Figure 12. Most impactful trends driving growth — past vs. future

What do you see as the most impactful trends driving growth?
Open question

Il Past Il Future

Digital transformation
Organizational strategies
Sustainability

Energy & renewables

Al & ML

New technologies

Cloud tech & computing 26
Automation & robotics
loT

Pandemic 23
Cybersecurity

E-commerce 16

HE&® 8 P oEaole @R

Mobile network tech 17

&

3
5
s

Customer focus 14
Big data 14

b B @
(=2}

Metaverse and VR 27

Source: Arthur D. Little
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5. ESG FACTORS BECOME CORE

ESG is becoming a full part of the CEO agenda,

and increasingly it is seen as an opportunity rather
than a threat (see Figure 13). While two-thirds of
CEOs admit they pursue ESG targets and goals

for compliance reasons, 80% see it as a source

of competitive advantage, with 67% referencing
consumer pull as a further reason for pursuing
greener, more sustainable strategies.

ESG is also rising in strategic importance, with
41% of CEOs making it a higher priority than other
initiatives (see Figure 14). Only 1% rank it as a lower
priority. Unsurprisingly there is a clear difference
between sectors: 60% of carbon-intensive
manufacturing companies see it as a higher
priority, compared to just 28% of healthcare
companies. Increasing the focus on sustainability
and committing to targets such as those within
the UN's Sustainable Development Goals (SDGs)
delivers wider benefits in both responding to
customer needs and attracting today's purpose-
driven generations of employees.

Figure 13. Reasons for pursuing ESG targets and goals

Successful CEOs are moving beyond talk to
taking action on sustainability. Based on ADL
work and research,' we see five key actions

to embed sustainability within a company’s
operations and governance:

= Adopt an ecosystem approach, positioning
themselves through collaboration with
nontraditional partners.

= Integrate sustainability indicators, reporting,
and tools at the core of the business, and
incentivize senior management based on
these indicators.

= Redefine their culture and build new capabilities
and internal governance.

= Focus on sustainability technologies and look
more widely for innovation beyond traditional
value chains.

= Develop and adopt new business models built
on sustainability.

Why do you pursue ESG targets and goals?
Multiple choice — 2 choices per respondent

Competitive advantage 80%
Customer pull
Compliance
Additional business

Other

Don't pursue

Source: Arthur D. Little

Figure 14. Priority given to ESG compared to other corporate initiatives

What priority does your company give ESG compared to other company initiatives?

Il Higher priority M Same priority Lower priority

28%
37%

60%

70%
63%

38%

2% 0% 2% 0% 3%. 0%
Total Telcos Energy & Manufacturing Travel & Healthcare Financial
utilities (including transportation services

automotive)
Source: Arthur D. Little


https://www.adlittle.com/en/insights/report/overcoming-challenges-sustainability
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2.

We have already seen how CEO thinking and
actions vary between geographic regions.
Unsurprisingly, attitudes show differences
across sectors as well, with current and future
trends impacting them in distinct ways.

Some sectors are undergoing more radical
transformation than others, especially those
driven by convergence, which is enabling new
opportunities but adding complexity. In the travel
and transportation sector, for example, all players
are gearing up to address a major shift in the
classical paradigm of mobility management. This
new mobility will be electric (with a lower carbon
footprint), fully integrated and intermodal, and
more autonomous, but also more demand and
efficiency oriented. Around this paradigm a variety
of new services will emerge to be addressed by
traditional and new players, all of them working in
stronger partnerships and ecosystems. In addition
to transportation companies, these ecosystems
will involve players such as energy suppliers,
automotive manufacturers, telco companies
providing connectivity, and even government
agencies. CEOs understand that these trends go
far beyond the current global crisis and are acting
and planning accordingly.

Figure 15. Expectations for global economic outlook, by sector

HOW SECTORS COMPARE

SOME SECTORS ARE
UNDERGOING MORE
RADICAL TRANSFORMATION
THAN OTHERS

These differences between sectors are
particularly highlighted in three areas:

(1) optimism for the future, (2) views on the
importance of growth/investment strategies,

and (3) the levers CEOs expect to drive the growth.

FUTURE ECONOMIC OUTLOOK

Current turbulence means some sectors are
winning while others languish (see Figure 15).

For example, 80% of CEOs of energy & utilities
companies believe the global economic outlook
will either improve or remain stable over the
next three to five years. This could reflect the
positive side of higher energy prices, particularly
among producers. The telco sector is also
positive, demonstrating its position as a critical
part of everyone's work and daily lives.

How do you expect the global economic outlook to evolve in the next 3-5 years?

Ml increase [l Stable Decrease

20%
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30% 26%

38% 40%

20%

35%
59%

Total
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Source: Arthur D. Little
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In contrast, industries that are not able to benefit
from the crisis, such as financial services, are
extremely pessimistic, with 59% in that sector
expecting a decline in the global economy.

“Every firm can be impacted by an uncertain

and unpredictable environment. We were not
completely prepared during the pandemic and had
a challenging experience. Now, we are preparing
for the future by increasing our operational reach
and updating technology inside our company.”

CEO, travel & transportation

“Through the methodical implementation of our
strategy program and a creative and innovative
commercial approach, we have now repositioned
the company for growth.”

CEO, telco

THE RELATIVE IMPORTANCE
OF GROWTH — AND WHERE
INVESTMENTS ARE BEING
MADE

CEOs in all sectors view growth as vital for their
organization. However, there's diversity in the
reasons they want to grow (see Figure 16). Nearly a
quarter of manufacturing companies (23%) believe
it will help them attract, retain, and motivate top
talent — higher than in all other sectors. Growth
is seen as most critical to securing the long-term
health of the organization, particularly in energy
and utilities (cited by 48% of CEOs), demonstrating
the large-scale transformation happening in

the sector as the world decarbonizes. Financial
services is driven most by investor and board
expectations (51%), reflecting the more traditional
nature of the industry.

“Despite challenging business conditions, we
were still able to achieve dramatic growth. Our
global efforts to reduce costs meant we achieved
our goals three years ahead of schedule. Now we
are prepared to handle all the uncertainties that
may arise.”

CEO, healthcare
“High volatility and geopolitical tensions
continually affect the energy market. We are
increasing our production multifold by utilizing

different tactics and new updated technologies
while keeping resource sustainability in mind.”

CEO, energy & utilities

GROWTH IS SEEN

AS MOST CRITICAL

TO SECURING THE
LONG-TERM HEALTH
OF THE ORGANIZATION

Figure 16. Reasons for investing in growth, by sector

Why is growth important for your organization?

Il Other
I To ensure long-term health of the organization
[ To help attract, retain & motivate top talent

29% 30% 3%

17%
16% 13%

Telcos Energy &

utilities

Manufacturing
(including
automotive)

Source: Arthur D. Little

transportation

To meet board expectations
To satisfy investor expectations

26% 20% 29%

20%
21%

22%

Travel & Financial

services

Healthcare
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In the minds of CEOs, future opportunities

are not evenly spread among sectors, with

a greater number of companies in certain
sectors (healthcare, energy and utilities, travel
and transportation) aiming to achieve above-
average growth rates (see Figure 17). In contrast,
just 12% of financial services CEOs are adopting
offensive growth strategies, the lowest number
in the study.

These different approaches drive investment
budgets. Less than a third (29%) of financial
services companies will increase their growth
investments, with 10% decreasing them. Nearly
two-thirds (65%) of energy and utilities CEOs
will boost spending in this area, alongside

62% of those in manufacturing. In both these
cases, radical transformation required for
sustainability are key drivers for CEOs.

RADICAL
TRANSFORMATION
REQUIRED FOR
SUSTAINABILITY
ARE KEY DRIVERS
FOR CEOs

Figure 17. Growth ambitions and change in growth investment relative to last 3 years, by sector

changing going forward?

What are your growth ambitions and how are your growth investments

M Offensive (faster than market growth/grow market share) M Increase
Cautious (meet market growth) Il stay constant
Defensive (slower than market growth/focus on profitability) Decrease

37%

12%

38% S 33% 29%
g 50% Ml 50%
65% 62%
65% 78%
. 60% 58% 61%
60% 58%
53% a8%  [EEEA
33% S
e o Mae 0% Soer 10% W55 . 10%  [10%
Telcos Energy & Manufacturing Travel & Healthcare Financial services
utilities & automotive transportation

Source: Arthur D. Little



LEVERS FOR GROWTH channels and new geographies. Reflecting

the sector’s static, rather pessimistic view of
While CEOs in every sector are consistently current opportunities, financial services CEOs
reducing their focus on their core business, are planning a seven-fold increase in M&A
where they are looking for growth varies widely investments to drive vertical integration as
(see Figure 18). Telcos and energy and utilities they battle new competitors.

CEOs are dramatically increasing their efforts

around disruptive innovation and expansion into

new geographies. Energy CEOs are aiming to

be truly ambidextrous, also accelerating their

emphasis on cost optimization and seeing the CEO, financial services
largest drop in focus (42%) on their (previously)

core business.

Perhaps surprisingly for a sector noted for
a constant focus on process improvement,
manufacturing is moving away from cost

optimization, instead embracing new sales CEO, manufacturing

Figure 18. Areas for focus on growth (past vs. future), by sector
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CONCLUSION: FORTUNE

FAVORS THE BRAVE

It is easy to become disheartened in current
times. Short-term challenges, such as inflation,
and longer-term issues, such as climate change,
have swiftly followed the global pandemic,
which continues to cause death and disruption.

However, ADL research demonstrates that,
globally, CEOs of our largest companies

are embracing the positive and seeing the
opportunities that arise from turmoil. They
have a growth focus and are confident

that a combination of pandemic-hardened
organizational structures and innovation

will allow them to thrive, rather than just
survive. Across sectors and geographies they
are combining this focus on growth with cost
optimization, building agile, ambidextrous
organizations that can innovate while
increasing productivity.

Based on the five broad trends that emerged

from our 2023 survey and that we have discussed

above, we have defined 10 CEO imperatives to
help companies remain competitive, both now
and in the future.

Trend #1: Build a new future for the company

1.

Pursue a growth-oriented strategy. The
vast majority of companies are maintaining or
increasing their investment in growth. Going
forward, this means a fundamental revisit of
strategic plans and priorities to reflect this
desire for growth. Companies now need to
develop strategies to identify new markets,
customer segments, and new products to
actively shape the business portfolio of the
future while keeping an eye on profitability.
The survey shows that CEOs believe that the
current economic climate presents unique
opportunities for expansion and diversification
that can only be captured through a growth-
oriented strategy.

Engage proactively with government
stakeholders. CEOs realize that governments
are restructuring and revisiting regulation to
respond to societal crises. Companies that
engage constructively with policy makers will
be able to secure their futures. Companies
must actively shape policy and regulation,
particularly around decarbonization and
sustainability, to become the winners of

the future.

Trend #2: Lead an ambidextrous agenda

3. Balance resource allocation between

optimization and growth/renewal priorities.
CEOs have stated a desire to maintain a good
balance between optimization and growth/
innovation priorities, building an ambidextrous
strategic agenda for the company. We

believe that this balance must be enabled
with the right level of capital and workforce
deployment. Keeping this in mind, companies
should ensure adequate budget and, more
importantly, leadership bandwidth allocation
to strike the right balance between innovation
and optimization initiatives.

Develop programmatic M&A as a

strategic lever while doubling down on
existing customers. CEOs have expressed
dissatisfaction with existing M&A programs.
This is driven mostly by expansive fiscal
policies inflating asset prices and valuations
that have set up most acquisitions for failure,
with the buyer overpaying significantly.

The new inflationary environment has
tempered valuations and, with dropping P/E
multiples, we believe that acquisition targets
have become strategically affordable as
aresult. While continuing to focus heavily

on existing customers, CEOs can put past
M&A disappointments behind them to build
programmatic M&A initiatives supported by
thoughtful integration capabilities.
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Trend #3: Shape the organization Trend #5: Move ESG into the core

5. Fill capability gaps. CEOs believe that now 9. Move from intent to action on ESG. CEOs

is not the time to indulge in time-consuming
changes of organizational structure but instead
to strengthen the existing organization. As a
result, companies should proactively seek out
and develop the right talents, whether internally,
through acquisition, or via headhunters. At

the same time, companies should focus on
encouraging more organizational diversity

by widening the range of experiences and
backgrounds of prospective employees to
match changing business and customer needs.

Build organizational agility. An ambidextrous
strategic agenda will need an ambidextrous
organization. Companies should strive to

break down silos, encourage cross-functional
teaming and collaboration, and encourage
more risk taking and innovation. At the same
time, revisiting KPIs/key responsibility areas
(KRASs), and objectives and key results (OKRs) to
encourage and incentivize innovation will help
create the right motivation for employees to
think outside the box.

Trend #4: Leverage technology

7. Build acomprehensive technology

transformation agenda beyond process
digitization. COVID-19 drove companies to
embrace process digitization, driving cost
reduction and enabling WFH. CEOs recognize
that technology is a key driver for growth,
innovation, and cost optimization. Going
forward, companies need to embrace newer
technologies such as Al, robotics, and the
Metaverse to increase revenues, enable
innovation, and sustain/ensure market
differentiation.

Invest in scaling technology usage from
pilot projects and sandboxes. CEOs realize
that advanced technologies need to be
embedded in business models to drive full
value realization. Going forward, companies
should scale investment in new technologies,
moving away from pilot projects and
sandboxes. As investments in technology
scale, companies could consider measuring
return on investment in technology (RolT) and
incorporating this in company and employee
dashboards.

are beginning to view ESG as a positive and
not just a compliance cost. Companies must
put sustainability at the core of their business
model and engage with customers, suppliers,
and regulators. At the same time, CEOs should
create and drive multiple strategic initiatives
that underpin the achievement of ESG goals
and create a culture of positive ESG actions in
the company.

10. Craft and execute bold ESG bets. Progressive
CEOs believe that ESG could be a source of
future business model differentiation and
drive the increased acquisition and retention
of customers. As a result, companies could
craft bold ESG bets such as divesting carbon-
intensive operations, investments in new
technologies (such as carbon capture and
storage), and create an end-to-end green
business model. Raising green finance to fund
these bets will become increasingly important.

It will take a bold CEO to embrace and drive all of
these recommended imperatives, navigate the
current turmoil, capitalize on new opportunities,
and build the companies of the future. However,
our research finds that, increasingly, CEOs
leading the largest organizations across the
globe have the skills, optimism, and growth
plans to thrive in the uncertain future.

About ADL's 2023 CEO Insights study

= The global survey interviewed 246 CEOs
from companies with turnover of more
than US $1 billion.

= Over half (55%) of participating CEOs
led organizations with more than
10,000 employees.

= CEOs were equally distributed among
organizations in six key industries (telcos,
energy & utilities, manufacturing, travel &
transportation, healthcare, and financial
services)

= To give a representative, truly global view,
CEOs were based in Europe, Asia, the
Middle East, Africa, and South and North
America.
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