An Introduction to

MANAGEMENT
CONSULTANCY

Marc G. Baaij

fo&daz,(/?nf



An Introduction to

MANAGEMENT
CONSULTANCY



SAGE has been part of the global academic community since 1965, supporting
high quality research and learning that transforms society and our understanding
of individuals, groups and cultures. SAGE is the independent, innovative, natural
home for authors, editors and societies who share our commitment and passion
for the social sciences.

Find out more at: www.sagepublications.com

®)SAGE


http://www.sagepublications.com

An Introduction to

MANAGEMENT
CONSULTANCY

Marc G. Baaij

®SAGE



© Marc G.Baaij 2014
First published 2014

Apart from any fair dealing for the purposes of research or private study, or criticism or review, as permitted under
the Copyright, Designs and Patents Act, 1988, this publication may be reproduced, stored or transmitted in any
form, or by any means, only with the prior permission in writing of the publishers, or in the case of reprographic
reproduction, in accordance with the terms of licences issued by the Copyright Licensing Agency. Enquiries
concerning reproduction outside those terms should be sent to the publishers.

All material on the accompanying website can be printed off and photocopied by the purchaser/user of the book.
The web material itself may not be reproduced in its entirety for use by others without prior written permission
from SAGE. The web material may not be distributed or sold separately from the book without the prior written
permission of SAGE. Should anyone wish to use the materials from the website for conference purposes, they
would require separate permission from us. All material is © Marc G. Baaij, 2014

Library of Congress Control Number: 2013939740
British Library Cataloguing in Publication data

A catalogue record for this book is available from the British Library

ISBN 978-1-4462-5612-1
ISBN 978-1-4462-5613-8 (pbk)



®)SAGE

Lo Angeles | London | New Deh
Sngapore |Washington DC

SAGE Publications Ltd
1 Oliver’s Yard

55 City Road

London EC1Y 1SP

SAGE Publications Inc.
2455 Teller Road
Thousand Oaks, California 91320

SAGE Publications India Pvt Ltd

B 1/1 1 Mohan Cooperative Industrial Area
Mathura Road

New Delhi 110 044

SAGE Publications Asia-Pacific Pte Ltd
3 Church Street

#10-04 Samsung Hub

Singapore 049483

Editor: Matthew Waters

Editorial assistant: Nina Smith

Production editor: Sarah Cooke

Copyeditor: Gemma Marren

Proofreader: Audrey Scriven

Indexer: Silvia Benvenuto

Marketing manager: Alison Borg

Cover design: Francis Kenney

Typeset by: C&M Digitals (P) Ltd, Chennai, India

Printed and bound in Great Britain by Ashford Colour Press Ltd



CONTENTS



About the Author



Preface



Acknowledgements

PART 1: THE MANAGEMENT CONSULTANCY
PHENOMENON

1 Defining management consultancy
Introduction
Opposing perspectives on management consultancy
Characteristics of management consultancy
Definitions of management consultancy
Case study: Seizing the real opportunity
Categories of professional services
Roles of management consultants
Divisions of responsibilities
External versus internal management consultancy
Management consultancy as a profession
Summary
Reflective questions
Mini case study: To certify or not to certify
Further reading
References

2 Origin and development of management consultancy

Introduction

The advisor through the ages

The emergence of the first field of management consultancy: operations
consultancy

The emergence of the second field of management consultancy: organization and
strategy consultancy

The emergence of the third field of management consultancy: information
technology consultancy

Institutional changes driving the growth of management consultancy

Case study: McKinsey & Company

The rise and decline of management consultancies

Summary

Reflective questions

Mini case study: The return of an accountancy firm

Further reading

References

3 Reasons, risks, and results of management consultancy



Introduction

Difficulties in measuring the effect of management consultancy

Fees for external management consultancy

Reasons for hiring management consultants

Case study: The effect of advice

The effects of knowledge

The effects of problem solving and management audits: three fields of
management consultancy

The effects of informal roles

The effects of the growth in demand for management consultancy

External versus internal management consultancy

Risks of using external management consultancy

Resistance to management consultancy

Management consultants’ practices for generating demand

Summary

Reflective questions

Mini case study: Claiming impact

Further reading

References

PART 2: THE MANAGEMENT CONSULTANCY
INDUSTRY

4 Overview of the management consultancy industry landscape
Introduction
Analysing the management consultancy industry
The management consultancy industry in three dimensions
Case study: Management consultancy across borders
Scale of firms in the management consultancy industry
Scope of firms in the management consultancy industry
Summary
Reflective questions
Mini case study: From Australia to Africa
Further reading
References

5 The competitive landscape of the management consultancy industry
Introduction
Competitive strategies
Case study: A network-based management consultancy firm



Competitive forces

Key developments

Summary

Reflective questions

Mini case study: The invasion of foreign firms
Further reading

References

6 Macro-developments and the management consultancy industry
Introduction
The impact of business cycles on management consultancy
The impact of technological waves on management consultancy
Case study: Management consultancy and ICT-driven disruption
The impact of management knowledge on management consultancy
The management knowledge cluster
Globalization and the spread of capitalism
Summary
Reflective questions
Mini case study: In search of the next big idea
Further reading
References

PART 3: THE MANAGEMENT CONSULTANCY FIRM

7 The value chain of the management consultancy firm
Introduction
Understanding the value chain
The primary activities of the management consultancy firm
The support activities of the management consultancy firm
Linkages between activities
Case study: Evalueserve and the outsourcing of high-end parts of the consultancy

value chain

Value chain and competitive advantage
Disaggregation of the value chain
Summary
Reflective questions
Mini case study: Outsourcing the consultancy’s activities?
Further reading
References

8 Managing the management consultancy firm



Introduction

Business models

Organizational structures

Leadership and control

Organizational culture

Legal forms

Case study: Transition of a management consultancy firm
Micro-structure of a project team

Economics

Summary

Reflective questions

Mini case study: Downsizing the consultancy firm
Further reading

References

9 People and careers in management consultancy
Introduction
Reasons for applying
A people business
The recruitment process
Case study: A case interview with a management consultancy firm
What are management consulting firms looking for?
Career structures
Performance appraisals
Turnover
The price of consultancy
Gender and consultancy
Life after the firm: alumni
Summary
Reflective questions
Mini case study: Promotion to partner?
Further reading
References

PART 4: THE MANAGEMENT CONSULTANCY
PROJECT

10 Clients and other stakeholders
Introduction
The management consultancy cycle



11

12

The consultant’s perspective

The client’s perspective

Case study: Understanding the client
Understanding the prospect’s real hiring reason
The role of the client’s stakeholders
Developing the proposal

Setting the fee

Presenting the proposal

The contract

Procurement models

Ethics and social responsibility
Summary

Reflective questions

Mini case study: The alumnus
Further reading

References

Management of a consultancy project
Introduction

Defining the management consultancy project
Structuring the management consultancy project
Phase 1: Initiation

Phase 2: Design

Phase 3: Execution

Phase 4: Control

Phase 5: Closure

Case study: Client team members

Organizing the management consultancy project
The consultancy project manager

The consultancy project team member
Summary

Reflective questions

Mini case study: Internal versus external consultants — who is in the lead?

Further reading
References

Structured problem diagnosis
Introduction

The people side of problem solving
Approaches to problem solving
What is a problem?

The result gap



13

14

Structured problem diagnosis

Extended case study: AcStrat Consulting
Structured opportunity diagnosis
Summary

Mini case study: Ivy Business School
EXxercises

Reflective questions

Further reading

References

Structured solution development
Introduction

Why use a structured approach?
Identify the decisions

Extended case study: AcStrat Consulting
Develop possible solutions

Structure possible solutions

Select a hypothesis about a possible solution
Test a hypothesis

Design the analysis

Collect the data

Analyse the assumptions
Uncertainty

Make decisions about the solution
Plan for implementation

Summary

Mini case study: Ivy Business School
EXxercises

Reflective questions

Further reading

References

Structured communications
Introduction

Communications during the project
Developing the final presentation
Extended case study: AcStrat Consulting
Developing the interim presentation
Developing a story line

Designing a presentation slide

Using visualizations

Summary



15

Mini case study: Ivy Business School
EXxercises

Reflective questions

Further reading

Structured implementation

Introduction

Consultants and change

From recommendation to implementation

Roles of management consultants during implementation
Clients and change

Case study: From solution development to implementation
Relation between solution development and implementation
Structured implementation

Why some implementation projects may fail

Evaluate the implementation

Summary

Mini case study: The merger of AcStrat and Delta
Reflective questions

Further reading

References

Index



ABOUT THE AUTHOR

MARC G. BAAlJ

Marc G. Baaij is an associate professor of strategic management at
the Rotterdam School of Management (RSM), at the Erasmus
» University in the Netherlands. He graduated in economics and holds
{}, a PhD in strategic management. Prior to joining RSM, Marc has
worked for IBM and the Boston Consulting Group (BCG). At IBM
he held various positions in sales and marketing. At BCG Marc worked as a
management consultant, and was later appointed as a manager of research. At RSM,
Marc is involved in various activities; pre-experience and post-experience teaching;
designing and managing educational programmes; and doing consultancy and
scientific research projects. Marc’s research has been published in leading
international scientific and managerial journals and books.
Marc lives in Rotterdam, The Netherlands, with his wife Ellen and daughter
Sophie. In his spare time he likes to spend time with his family, draw cartoons, read
books, play tennis, and walk with his dog along the beach.




PREFACE

THE PERCEIVED ATTRACTIVENESS OF MANAGEMENT
CONSULTANCY

Many outsiders, among which are business students, perceive management
consultancy to be an attractive career. However, most of them have a very limited
understanding of what management consultancy is really about. Students may see
management consultancy as an attractive (start of a) career for several reasons. First,
management consultancy provides a steep learning curve. Students may perceive
consultancy as an extension to their (business) studies. Management consultancy is
sometimes called the ‘graduate graduate school of business’. Second, consultancy is
popular because of the superior earnings compared to most other sectors. Third,
consultancy also offers faster career opportunities. For instance, within ten years you
may reach partnership of a management consultancy firm and earn as much as those
at the top level of corporations, which typically takes much longer to attain. Fourth,
management consultancy is a profession with a high status. Many consider it
prestigious as consultants typically work with top management. Because management
consultants may cure ‘sick’ organizations, they are sometimes even compared to
doctors. Fifth, many may perceive management consultants as powerful. People may
have good reasons to fear management consultants.

THE SECRETIVENESS AND AMBIGUITY OF MANAGEMENT
CONSULTANCY

Management consultancy is not only seen as attractive. Many (outsiders) see
consultancy as also relatively secretive and ambiguous. Management consultancy is
difficult to understand for outsiders. A commonly accepted definition of management
consultancy does not exist. You may ask: why is management consultancy so
secretive and ambiguous? One reason is that the clients of management consultants do
not like to make it publicly known that they need consultants. Therefore, management
consultants have to be discrete to protect their clients’ interests. As a consequence,
management consultancy projects are (relatively) secret. Another reason concerns the
fact that management consultancy firms tend to be relatively secretive about
themselves. Most consultancies are private partnerships. Therefore they do not have a
legal obligation to publish annual reports. Moreover, consultants do not even have a



legal obligation to be listed in a professional register, like for instance accountants or
lawyers. For all these reasons, outsiders, even professional researchers, find it difficult
to develop an understanding of the management consultancy industry and its firms.
Despite, or perhaps because of, this secrecy and ambiguity, management consultancy
is seen as an attractive career. This book aims to help outsiders with an interest in
management consultancy to develop a better understanding of what management
consultancy is in order to make an informed career decision and start their
consultancy career with an advantage.

A MULTI-LEVEL INTRODUCTION

This textbook provides a comprehensive introduction to management consultancy and
supplies insights at four different levels to provide outsiders with a better
understanding of management consultancy. It consists of four parts. Each part covers
a level.

Management consultancy phenomenon
Management consultancy industry
Management consultancy firm

Management consultancy project

P

FIGURE 0.1 Management consultancy at four different levels

Level 1: the management consultancy phenomenon

The first part of the book is an introduction to the phenomenon of management
consultancy. It consists of three chapters. The first chapter discusses different
definitions of management consultancy in order to develop a synthesis. We also
explore the boundaries of management consultancy. Moreover, we review the
different roles of management consultants, both the formal and the informal — hidden
— ones. Finally, we compare management consultancy with other knowledge-intensive
professions. Chapter 2 explores the origins and the development of management
consultancy over time. Thereby we explain the rise and decline of management
consultancy firms during the industry’s history. Moreover, we discuss the
consequences of these historical patterns for today’s consultancy firms. Chapter 3



investigates clients’ reasons for hiring management consultants, both the formal —
overt — reasons and the informal — covert — reasons. We also look critically at the
impact of management consultancy on the client, on industries, and on the economy at
large.

Level 2: the management consultancy industry

The second part of the book provides an overview of the management consultancy
industry and its macro-environment. Chapter 4 provides an overview of the global
management consultancy landscape. It investigates the range of consultancy services,
the various client sectors, and the different client geographies. In Chapter 5 we
analyse competitive strategies of consultancy firms, and the (dynamics of)
competitive forces in the consultancy industry. Chapter 6 explores the relationship
between management consultancy and the broader (macro) environment. We discuss
how management consultants create and disseminate management knowledge in
society, and we examine the impact of macro-economic (business) cycles,
globalization, and technological developments on the management consultancy
industry.

Level 3: the management consultancy firm

The third part looks inside the management consultancy firm. Chapter 7 focuses on
the firm’s activities. It presents the value chain of a management consultancy firm and
discusses the various primary and support activities. Chapter 8 investigates the
management of the consultancy firm. We explore the different types of organization,
governance, and culture of the various consultancy firms. Chapter 9 is about people
and careers in management consultancy. We discuss in detail how consultancy firms
deal with recruitment, training, development, promotion, (involuntary) turnover, and
alumni.

Level 4: the management consultancy project

The fourth part takes the reader through a typical management consultancy project.
Chapter 10 takes an extensive look at client management and other stakeholders
inside and outside the client organization. Chapter 11 provides a detailed look at how
management consultants set up a client project. Chapter 12 shows how the world’s top
tier management consultancy firms approach complex client problems and
opportunities. It provides a well-illustrated, step-by-step guide to structured problem
diagnosis. Chapter 13 illustrates how top tier consultancies develop solutions for their
clients. We outline in detail the process of structured solution development. Chapter



14 is about how top tier consultants communicate their recommended solutions to
clients. We show a structured approach to the design of client presentations and
reports. In the final chapter we show how consultants may assist clients with the
implementation of solutions. We show a structured approach to implementation and
we explore why implementations may fail to produce the expected results.

PRACTICAL GUIDE

The fourth part of the book gives a detailed and illustrated interpretation of the proven
successful approach to structured problem solving by the world’s top tier management
consultancy firms, such as McKinsey & Company, Bain & Company, and the Boston
Consulting Group. Access to this know-how used to be (almost) exclusively reserved
for insiders. This structured approach to problem solving is highly valuable for
students considering a career in management consultancy. However, this approach is
also relevant for managers and entrepreneurs who work outside management
consultancy. This book provides a guide, running cases, and exercises to develop the
knowledge and skills in a proven problem solving approach, which is highly valued
both inside and outside management consultancy.

CRITICAL REFLECTION

This book also takes a critical perspective on management consultancy. We critically
reflect on the practices of management consultancy. Moreover, we broaden our
perspective to include consultants’ clients, client employees, consultancy firm
employees, other stakeholders, and society in general. We consider the effects that
management consultancy may have on all these groups. This book acknowledges
various conflicts of interests between consultancy firms and these other actors. We are
critical not only about consultants but also about clients. We emphasize that both
parties may behave opportunistically and unethically. Such behaviour is not reserved
for consultants. Clients may manipulate consultants as well.

INTENDED AUDIENCES

This introduction to management consultancy is designed for various audiences. First,
the book addresses (business) students and graduates who are considering a career as
an external or internal management consultant. Second, the book may be relevant to
people employed in other lines of business, but are also considering a career switch to
management consultancy. Third, the book may appeal to client managers and client
employees who work with consultants and therefore have a need for better
understanding management consultancy. Fourth, the book may be relevant to all



others with an interest in management consultancy and a desire to deepen their
understanding of management consultancy. This book may help aspirant consultants
prepare for the selection process, in particular the case interviews. Finally, the
structured approach to problem solving presented in this book is also valuable for
people outside management consultancy.

AUTHOR

The book is written by an associate professor of strategic management who is an
alumnus of the Boston Consulting Group. The author worked first as a management
consultant and later as a manager of research at this top tier firm. Baaij works at the
Rotterdam School of Management (RSM) of the Erasmus University Rotterdam in
The Netherlands. He is an associate professor of strategic management and the
academic director of RSM’s Executive Master of Science in Management
Consultancy programme. Baaij has designed various courses and workshops on
management consultancy. He also trains managers and management consultants in the
best practice problem solving method of the top tier consultancy firms.

An Introduction to Management Consultancy is written in a personal capacity and
reflects his personal view on management consultancy. The book is based on his
experience in management consultancy for BCG and RSM and on his experience in
providing management consultancy courses and training at RSM. The book has also
benefited from reviews and feedback by academic peers as well as practitioners,
including senior consultants, alumni, and clients. It goes without saying that the book
does not use any proprietary or confidential information of any management
consultancy firm or its clients.

CHAPTER FORMAT

Each chapter begins with an introduction and an overview of the educational
objectives. At the end of each chapter readers will find a summary, reflection
questions, a mini case study for the application of acquired knowledge and skills,
references, and suggestions for further reading. All chapters provide illustrations. The
book offers a range of cases and mini cases on all kind of aspects of the management
consultancy industry, the firms, and the projects. Moreover, the fourth part features
two running cases which illustrate the process of structured problem diagnoses,
solution development, communication, and implementation. All cases are based on
real world examples, but they have been stylized for pedagogical reasons. Moreover,
confidential information has been removed and, with the exception of the cases about
Eden McCallum, Evalueserve, and McKinsey & Company, real names have been
replaced by fictitious names to protect the interests of clients and their consultants.



COMPANION WEBSITE

The companion website of the book offers content for both students and lecturers. To
cater to the needs of students, the site provides support materials, such as additional
case studies, exercises, templates for structured problem solving, and web links to
relevant websites and video materials. Additionally, the site offers, on an exclusive
basis, specific materials and features for lecturers only.
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PART 1
THE MANAGEMENT
CONSULTANCY PHENOMENON

PART MAP

1 Defining management consultancy
2 Origin and development of management consultancy
3 Reasons, risks, and results of management consultancy




his part sets the scene by investigating what management consultancy is.

Management consultancy is a popular term. But what do people actually mean

when they speak of management consultancy? Each part of this book is

designed to achieve a specific set of learning objectives. After studying the
first part, you should be able to:

 Evaluate which professional services belong to the domain of management
consultancy and which ones do not (Chapter 1).

 Explain the value propositions and market positions of management consultancy
firms in terms of the historical development of the industry (Chapter 2).

« Critically evaluate when it is justified to hire management consultants (Chapters 1
and 3).

« Distinguish clients’ informal reasons for hiring management consultants (Chapter
3).

« Critically reflect upon the impact of management consultants (Chapter 3).

» Determine which type of management consultancy project best fits a specific
client’s situation and need (Chapters 1 and 3).

* Critically reflect upon the question of whether or not management consultancy is a
profession (Chapters 1 and 3).

CHAPTER 1: DEFINING MANAGEMENT CONSULTANCY

To develop a better understanding of management consultancy, this chapter
investigates the distinguishing characteristics of management consultancy. Building
on previous definitions of management consultancy, this book proposes a synthesis,
which consists of a broad definition and a narrow definition of management
consultancy. The chapter also investigates which professional services belong to the
domain of management consultancy. Another important question you may ask is: who
is responsible for a management consultancy project? This chapter shows how
responsibilities between clients and their management consultants may be divided. It
reviews the various roles — both the formal and the informal — that management
consultants may realize. Finally, the chapter examines whether or not management
consultancy is a profession.

CHAPTER 2: ORIGIN AND DEVELOPMENT OF MANAGEMENT
CONSULTANCY



The second chapter deals with the history of the management consultancy industry.
The key questions answered in this chapter are: where does management consultancy
come from and how did the industry evolve over time? This review uncovers patterns
in the history of the industry and explores the underlying causes, as well as the
consequences. The chapter also explains why many management consultancy firms of
the past were replaced by new entrants. The chapter might also have been named:
“The rise and decline of management consultancy firms’. Last but not least, it
discusses the consequences of these historical patterns for today’s management
consultancy firms.

CHAPTER 3: REASONS, RISKS, AND RESULTS OF
MANAGEMENT CONSULTANCY

The third chapter concentrates on the question: why do managers use consultants?
The chapter identifies formal and informal reasons for using management consultants
and then discusses whether or not management consultants meet clients’ expectations.
The chapter also critically explores the impact of management consultancy on clients,
on the clients’ industries, and on the broader, macro-environment. Furthermore, we
compare internal and external management consultancy and discuss the main risks of
external consultants. The chapter ends with explaining the impact of management
consultancy in terms of its worldwide growth.






DEFINING MANAGEMENT
CONSULTANCY

INTRODUCTION

The central question of this chapter is: what is management consultancy? There are
different definitions of what constitutes management consultancy. The roles and
effects of consultancy are subject to debate. The management consultancy industry is
rather secretive. Its boundaries are ambiguous. Moreover, the industry is
heterogeneous in type of firms. The best known management consultancy firms are
large, globally operating organizations with strong brand names. However, there are
only a few of those firms. Most management consultancy is done in (very) small firms
that operate on a national or local scale. Many consultants are sole practitioners.
Because most consultancy firms are not (well) known, outsiders may think that
management consultancy is only about big global brands.

This chapter examines the key characteristics of management consultancy and
reviews several definitions to arrive at a synthesis of definitions. Next, the chapter
explores the boundaries between management consultancy and other business
services. A case study gives an example of a management consultancy project. The
chapter also provides an overview of the formal and informal roles of consultants.
Furthermore, the chapter shows how these formal and informal roles are related. After
an overview of management consultancy tasks, the chapter compares external
management consultancy with the internal variant, and investigates the differences
between internal and external consultancy as well as sketching the implications.
Finally, for readers interested to develop a deeper understanding, the chapter
considers the question whether or not management consultancy is a profession and
identifies the benefits as well as barriers against management consultancy as a
profession. It closes with a summary, reflective questions, a mini case study,
suggestions for further reading, and references.

Main learning objectives



» Critically reflect upon the identity and boundaries of management consultancy.

« Distinguish the functionalist and the critical perspective on management
consultancy.

 Understand the differences between existing definitions of management
consultancy.

» Identify the distinctive characteristics of management consultancy.

« Distinguish client problems and opportunities that may require management
consultancy.

» Understand the tensions in the division of responsibilities between consultants and
clients, and the tensions that exist for a consultant who is serving clients in the same
sector at the same time.

« Distinguish between different types of consultancy and business services.
* Identify and assess the different roles of management consultancy.

* Understand the differences in terms of roles and benefits between external and
internal management consultancy.

« Ciritically reflect upon the question of whether or not management consultancy is a
profession.

OPPOSING PERSPECTIVES ON MANAGEMENT
CONSULTANCY

Functionalist perspective

You may ask: what is management consultancy about? Let’s begin with a normative
perspective on management consultancy. Management consultants are professional
helpers. They create value for their clients, mostly managers of organizations, through
providing independent advice. By advising managers on how to improve their
organizations, management consultants may also create value for society. A popular
analogy of management consultants is the medical doctor. Management consultants
like to be compared with medical doctors. In the same way as doctors cure sick
patients, management consultants cure ‘sick’ organizations. But management
consultants do more than their medical counterparts. Management consultants can
also make healthy organizations even better. The mission statements of global
management consultancy firms illustrate management consultancies’ ambitions to
help clients create value. For instance: ‘Our mission is to help our clientsrealize
substantial and sustainable performance improvements’.



Critical perspective

In sharp contrast to this functionalist perspective on management consultancy, stands
the perspective displayed in the critical academic literature (for an overview, see Clark
and Fincham, 2002). This stream of research argues that management consultancy
faces ambiguities over:

* the knowledge that management consultants claim
« what management consultants claim to do with that knowledge

* the claimed results of management consultants (Alvesson, 1993).

According to this critical research, part of management consultancy’s knowledge
consists of management fads and fashion that cater to the managerial need for
reassurance in a world full of uncertainties (e.g. Kieser, 1997). Because of the
difficulties of investigating the effectiveness of management consultancy projects,
critical academic studies have not focused on the effect of management consultancy.
Instead the critical literature concentrates on the rhetoric of management consultancy.
The researchers claim management consultancies use their persuasive power to build
legitimacy (e.g. Kieser, 1997; Legge, 2002). In contrast to the academic studies,
popular criticism by some journalists and alumni of management consultancies does
question the effectiveness of management consultancy. These articles and books
typically seek out disastrous failures of consultancy projects to characterize
management consultants as, for instance, witchdoctors and con men (e.g. O’Shea and
Madigan, 1997; Pinault, 2000). It should be acknowledged that most — if not all — of
these texts are anecdotal and are based on subjective interpretations of the authors’
personal experiences.

Comparing perspectives

Which perspective is correct? Are management consultants like doctors, or are they
masters of rhetoric, or maybe even witchdoctors? As in most cases, the real world
picture is not black or white. Looking at the management consultancy industry does
not provide an answer to this question. The spectrum of firms that call themselves
management consultanties is rather broad. It includes the global top tier management
consultancies, such as McKinsey & Company, which advise chief executive officers
on strategy but it also includes the advisory services units of the big accountancy
firms, such as Deloitte, and the consultancy arms of the big technology firms, such as
Accenture. Furthermore, there are many small- and medium-sized management
consultancy firms that operate locally or nationally. Some niche players with high-
level expertise in a specific domain, for instance mergers and acquisitions, may even



operate on a global scale. Finally, the number of sole practitioner management
consultants is growing. This chapter explores the distinctive characteristics, roles, and
responsibilities of management consultants. Chapter 3 looks at the effects of
management consultancy on clients and the broader environment.

CHARACTERISTICS OF MANAGEMENT CONSULTANCY

Management consultancy is a service

To understand what management consultancy is, let’s take a closer look at the
distinctive characteristics of management consultancy. Management consultancy is a
service. This has several implications. Being a service, management consultancy is
intangible. There are no physical features that can be displayed or communicated.
Typically the tangible outputs are the consultants’ reports and PowerPoint
presentations. The product of management consultancy is an intangible experience,
which cannot be owned (Bowen and Schneider, 1988). However, in specific
consultancy projects, such as cost reductions, the impact of consultancy is
immediately measurable and therefore tangible. In fact, increasingly clients demand
so-called contingent projects where (part of) the fees will be directly related to the
achieved results. The fee may for instance be a percentage of the operational expense
reduction.

Moreover, the creation and consumption of management consultancy take place
simultaneously and are inseparable (Bowen and Cummings, 1990). The relationship
between management consultants and clients is the medium of service delivery. The
clients of the management consultant play an important role in both the consumption
and creation of management consultancy (Argote, 1982). Management consultancy
may be perceived as a form of ‘co-creation’. Therefore, management consultants are
heavily reliant on intimate access to their client’s organization for knowledge.
Moreover, as a service, management consultancy is perishable. It cannot be stored.
Management consultancy is about utilization of the capacity of the consultancy staff.
Although management consultancy is highly labour-intensive, there are opportunities
for leverage and scalability. Procedures and software — for consultancy — enable
leverage and make consultancy scalable. Moreover, among other things, knowledge
management and marketing offer scale advantages.

Management consultancy is directed at managers

As the name indicates, management consultancy is a service directed at the managers
of client organizations. These managers are responsible for (parts of) their
organizations. These organizations can be commercial or not-for-profit. They may
range from small to large. The managers may operate at different hierarchical levels,



ranging from junior management to board level. The global top tier management
consultancy firms advise chief executive officers of Fortune 500 corporations and
presidents of countries. Managers and country leaders using management
consultancies have in common that they are responsible for making decisions about
the problems and opportunities of their organizations and countries.

Management consultancy is about decisions

The domain of the management decisions on which consultancy focuses is the
positioning and functioning of organizations. This domain varies from strategic
management and organization to the various business functions, such as operations
and human resource management. Management consultancy is not about decisions on
personal problems or the personal opportunities of individual managers. Personal
effectiveness is the subject of training and coaching. Business effectiveness is the
subject of management consultancy. However, we acknowledge that managers may
hire consultants for their own benefits, for instance to rise in their organization’s
hierarchy. Management consultants may accept such projects. This type of hiring
reason is informal. Chapter 3 will discuss all types of informal hiring reasons.

Management consultancy is knowledge-intensive

Management consultancy is about enabling or improving management’s decision
making on business problems or opportunities. Identifying and solving these problems
or opportunities will put demands on the intellectual capability of the consultants.
Management consultancy is, therefore, a knowledge-intensive service.

Management consultancy is based on independence

Management consultants need to be independent from their clients. This
independence is a necessary, though not sufficient, condition for giving objective and
impartial advice to managers. Management consultants should not have a hierarchical
relationship with their clients. They should refrain from an equity relationship.
Management consultants should not have an equity stake in their clients, nor vice
versa.

Management consultancy is a business

A consultancy project is a business transaction between a client and a management
consultancy. The client pays for the provision of the consultancy’s services. In some
cases the payment to the consultancy is based on the performance delivered by the



consultancy. Because of the difficulty, or the impossibility, of measuring the effects of
management consultancy, most clients pay their consultants on a time and material
basis. Some consultancy firms also do some pro-bono projects for non-profit
organizations. They may for instance give advice to a charity for free.

Management consultancy is about projects

Management consultancy is provided on a project basis. Clients engage management
consultants not for an indefinite period of time but for a limited, specified period.
Management consultancy is about providing particular deliverables, for instance,
advice on a decision, or assistance with the implementation of a decision. After
providing the service, the consultancy project is ended. Management consultancy is
project-based and is, therefore, temporary. Nevertheless, many clients will have long-
term relationships with the same management consultancy. Over time, the
management consultancy may fulfil a series of projects for a client. You should,
therefore, distinguish between the distinct transactions, which are the projects, and the
on-going relationship between clients and consultants. Repeat business is very
important for management consultancies. It is attractive to both parties as it saves on
search costs for clients and acquisition costs for consultants. It gives consultants a
flying start as they already know the ins and outs of a client organization. For many
consultants the majority of clients will be existing clients. This is therefore repeat
business.

Management consultancy can be full-time and part-time

Management consultancy does not have to be a full-time position. Some professionals
provide management consultancy on a part-time basis. Business professors with a
separate consulting practice on the side are an example of part-time management
consultants.

DEFINITIONS OF MANAGEMENT CONSULTANCY

There are various definitions of management consultancy that characterize it as a
special professional service. As a result, no consensus exists about what constitutes
management consultancy. Let’s consider some of its definitions.

Definition 1: recommendation and implementation

The International Council of Management Consultants (ICMCI), a global professional
association of management consultants, defines management consultancy as: ‘Service



provided to business, public and other undertakings by an independent and qualified
person or persons in identifying and investigating problems concerned with policy,
strategy, organization, effectiveness, procedures and methods, recommending
appropriate action and helping to implement those recommendations’ (ICMCI, 2012).

Definition 2: objectivity and independence

Another definition explicitly states that management consultancy is an advisory
service and emphasizes the objectivity of management consultants: ‘Management
consultancy is an advisory service by specially trained and qualified persons who
assist, in an objective and independent manner, the client organization to identify
management problems, analyse such problems, recommend solutions to these
problems, and help, when requested, in the implementation of solutions’ (Greiner and
Metzger, 1983: 7).

Definition 3: support decision making

A third definition is explicit about the situations that call for management consultancy.
According to this definition, management consultancy is about helping clients make
important decisions and take action in ‘over complex’ situations. In this type of
situation, it is difficult to choose between alternative courses of action. At the same
time, there is great significance attached to these actions (Hagenmeyer, 2007).
According to the third definition: ‘Management consultancy is thus a form of
situation-specific assistance provided by an independent, external and professional
intervention-expert who enables the management of a client’s organization to take
action in an over complex management situation’ (Hagenmeyer, 2007: 110).

Definition 4: change implementation

An alternative definition explicitly mentions implementing change as a characteristic
of management consultancy. This definition also elaborates on the potential benefits
of consultancy, which include enhanced learning by clients. According to this
definition: ‘Management consultancy is an independent professional advisory service
assisting managers and organizations to achieve organizational purpose and objectives
by solving management and business problems, identifying and seizing new
opportunities, enhancing learning and implementing changes’ (Kubr, 2002: 10).

Definition 5: any form of help

The before-mentioned definitions are about management consultancy as a special



professional service. Another approach is to define management consultancy as a
broad function (Kubr, 2002). An example of a broad functional view is: management
consultancy is ‘any form of providing help on the content, process, or structure of a
task or series of tasks, where the consultant is not actually responsible for doing the
task itself but is helping those who are’ (Steele, 1975: 3). However, this definition and
similar definitions of management consultants as helpers or enablers are so broad that
they can be applied to individuals who fulfil other positions than that of management
consultancy.

A synthesis

This book aims to develop a synthesis of existing definitions. A common element in
these definitions is providing assistance, or help, to managers. The question arises:
what specific type of assistance may managers request from management consultants?
Managers may turn to management consultants for assistance regarding problems and
opportunities for their organizations. These organizations may face problems and
opportunities that their managers need to address. Management must take decisions
about courses of actions to solve these problems and seize these opportunities.
Management may decide to solve these problems and seize these opportunities
themselves. However, they may also decide to use management consultants to
develop recommendations for solutions. Management consultants may provide advice
on these managerial decisions. Consultants may identify and diagnose the
organization’s problem or opportunity. Subsequently, they may provide a
recommendation for a particular action to solve the problem, or seize the opportunity.
However, client management remains responsible for taking the actual decision about
implementing the recommended solution.

TABLE 1.1 Some examples of a client organization’s problems and opportunities



Management Question to management
level Organization’s problem or opportunity consultant

Strategic level The chief executive officer of a corporation Should we enter this industry?
sees an opportunity in an adjacent industry.

The management team of a market leader is How should we grow the
confronted with a stagnating market. business?

The executive vice-president of a business unit ~ How should we regain

is confronted with a declining market share. competitivenass?

The executive team of a corporation that Should we acquire this

faces a merger and acquisition wave sees an competitor?
opportunity to acquire a competitor.

Operational level The management team of a vertically Should we outsource part of
integrated corporation has been approached  our activities?
by an outsourcing firm with an outsourcing
offer that will increase their flexibility and
reduce costs.

The chief operating officer of a manufacturing  How should we improve our
corporation has to recall his bestselling product quality?
product because of quality problems.

The management team of a production plant How should we reduce costs
is confronted with the entry of a low cost to match the low cost new
competitor in their market. entrant?

The human resources officer of a professional  How should we retain our
senvices firm faces high staff tumover. talents?

A NARROW DEFINITION

Table 1.1 presents some examples of a client’s organization’s problems and
opportunities that management needs to address. The figure distinguishes two
management levels: the strategic level and the operational level, as management
consultants may offer advice at both levels. The first level is about improving the
long-term performance of the client organization as a whole. The second level is
about improving the performance of one or more of the organization’s operational
activities over a shorter term.

We may perceive the provision of advice on management’s decisions for their
clients as an essential service of management consultants. A narrow definition of
management consultancy, therefore, concentrates on advice giving.

Management consultancy is a knowledge-intensive service which independent
business professionals provide to managers of client organizations, and consists of
objective advice on management’s decisions regarding the solutions to the client
organization’s problems and opportunities (narrow definition).

A BROAD DEFINITION

The next step for management, after taking the decision regarding the solution to the
problem or opportunity, is to implement the solution. A broader definition of



management consultancy may include both advising on decisions and assisting clients
on implementation of the solution. Only implementation, that is taking actions, will
enable clients to solve their problems and seize opportunities and thereby achieve
their organization’s objectives. It should be noted that solutions are necessary but not
sufficient to achieve results. Only the implementation of solutions may accomplish
the achievement of results. Table 1.2 provides some examples of implementation
tasks. The table distinguishes three categories of implementation tasks:

1. Tasks involving the organization units as a whole.
2. Tasks involving an individual primary activity of the organization.
3. Tasks involving an individual support activity of the organization.

TABLE 1.2 Some examples of implementation tasks

Tasks at the level of an | Tasks at the level of a Tasks at the level of a
organization unit primary activity support activity

Acquire an organization Build a logistics system Negotiate new terms and
conditions with suppliers

Integrate an acquired Introduce a process Develop new knowledge

organization innovation in a plant and skill through training

Divest an organization Withdraw from a Set up an outplacement
distribution channel project for redundant staff

MANAGEMENT OF IMPLEMENTATION

Client managers may approach management consultants for assistance with the
implementation of the recommended solutions. Just as advice provided by
management consultants refers to management’s decisions, the implementation
assistance provided by management consultants should refer to the management’s
tasks regarding the implementation of the decisions (see Chapter 15). This is
consulting to management, not working for its staff. The client management’s tasks
with respect to implementation are limited to:

* designing the implementation plan

 forming a team of client employees to execute the plan
* training the team members

+ providing the communication of the plan

+ coaching client management and team members

« advising management on an ongoing basis on the optimal approach throughout
implementation



« monitoring the progress of implementation and suggesting adaptive and corrective
actions when necessary

+ evaluating the implementation.

Management consultants may assist client management with these tasks. A broad
definition of management consultancy includes providing assistance with the
management’s tasks of implementation.

Management consultancy is a knowledge-intensive service which independent
business professionals provide to managers of client organizations, and consists of
objective advice on management’s decisions regarding the solutions to the client
organization’s problems and opportunities (narrow definition), and may, in some
cases, also consist of assistance with the management’s tasks regarding the
implementation of these solutions (broad definition).

Distinguishing management consultancy and business consultancy

Other implementation activities, which are not the tasks of client management, may
be very important. Providing these non-management tasks may be essential to the
success of implementation. However, they do not belong to the domain of
management consultancy, according to this book’s definition. Examples of such non-
management tasks are the development of IT systems and training of personnel. This
book interprets management consultancy as consultancy to management. The
management consultant’s services should always be at the client management level.
Management consultancy, therefore, excludes doing the work of the professional staff
that report to client management. Providing assistance for these non-management
tasks regarding implementation may be termed ‘business consultancy’.

To summarize, this book distinguishes two definitions of management consultancy
and one definition of business consultancy. First, narrowly defined, management
consultancy is about providing advice on client management’s decisions on solutions
for problems and opportunities for the organization of the client. Second, a broader
definition of management consultancy combines advice on management’s decisions
with assistance on management’s tasks with respect to implementing the
recommended solutions. Third, combining advice to management with providing
assistance on non-management tasks of implementing management’s solutions may
be termed business consultancy. Only providing assistance, without giving advice,
should not be considered consultancy at all, but is a type of business services. Table
1.3 outlines the three categories of consultancy and business services as well.

TABLE 1.3 Distinguishing types of consultancy and business services



Assistance with | Assistance with

managerial non-managerial

No assistance with | tasks regarding | tasks regarding

implementation implementation | implementation
Advice on Management Management Business consultancy
management consultancy (namow  consultancy
decision definition) (broad definition)
No advice on Business senvices  Business sernvices
management
decision

Firms and services offerings

Thus far, we have only examined ‘what’ constitutes management consultancy. We
have not addressed the question: who is offering management consultancy services?
When talking about management consultants, you will probably think of the (very)
large management consultancy firms operating on a global scale, employing
thousands of consultants. It is fully understandable if you equate management
consultancy with the big firms because these firms are well known. Paradoxically,
most management consultants do not work for the well-known, global firms. The
majority of management consultants worldwide work in small firms or have a sole
practice, and the latter means that they will work on their own as a one-man (or
woman) consultancy firm.

Note that you cannot determine what management consultancy is by only
considering the services providing firms because these firms are not necessarily
limited to one type of service. Instead, firms may offer different types of services. For
example, the very large firms may combine management consultancy with business
consultancy and even with business services. Therefore, do not equate all the services
offered by such a firm as management consultancy. The second part of this book will
investigate in detail the different types of firms and the scope of the services they
offer.

CASE STUDY

Seizing the real opportunity‘I

The following case study illustrates how management consultants may identify
opportunities for their clients and develop solutions to seize these opportunities.
This is a stylized case based on a synthesis of disguised real world situations.
The case illustrates the importance of objective and impartial advice and shows



management consultancy in a broad sense, that is, management advice combined
with assistance with the management tasks of implementing the advice.

Perceiving opportunities

Winter 2012: Univers Bank is a relatively small bank that offers retail banking,
commercial banking, and investment banking services. Its board wants to
substantially increase the bank’s return to shareholder value to join the league of
the world’s 20 best performing banks. To investigate opportunities for this
performance improvement, the board has done a quick SWOT analysis (see
Table 1.4). Based on these findings, Univers Bank’s board perceives investment
banking as a great opportunity to raise the bank’s return. Investment banking is
perceived as highly profitable and prestigious. Univers Bank is the market leader
in investment banking in its (small) home country. Recently, one well-known
international investment bank, Goldmine Bros, came up for sale. While most
other banks cannot afford an acquisition due to the credit crisis, Univers Bank is
well positioned as it has a low exposure to bad debt. Univers Bank operates a
dense and expensive network of offices around the world. It mainly serves the
retail and commercial banking activities. With the acquisition of Goldmine Bros,
Univers Bank may leverage its worldwide network to become a global player in
investment banking. The board thinks that such a position will certainly raise the
bank’s return to the desired level.

TABLE 1.4 SWOT analysis of Univers Bank

Leading Low
investment exposure  Globel
bank in home to bad office Relatively high

SWOT confrontation matrix country debt network cost
Opportunities Investment v v

banking is an

attractive sector

Investment i v

bank Goldmine

Bros is for sale
Threats Credit crisis v

Univers Bank’s board hires the management consultancy firm Acme &
Company to devise a strategy for achieving the desired top position in global
investment banking in order to gain within three years a position among the
global top 20 of banks achieving the highest total shareholder return.



Debunking false opportunities

To understand the client’s opportunity better, Acme & Company set out to do
some preliminary fact finding. Based on their benchmark data of the global
investment banking industry, they conclude that investment banking is a high
return industry for the top players only. Moreover, Goldmine Bros was not part
of the profitable top level in investment banking, even before the credit crisis
forced the bank to give up its independence. The group of top investment banks
is stable. Despite huge investments, no other bank outside this group has
managed to conquer a top position in this seemingly attractive industry of global
investment banking.

Acme & Company benchmarks the combination of the two banks, Univers
Bank and Goldmine Bros, with the top investment banks. The management
consultants discover that their client lacks the resources and the capabilities to
compete with the top investment banks. Moreover, they find that the investment
bank arm of Univers Bank, outside its small home market, has a weak position
and earns a negligible return. To the surprise of the board, the bank’s highest
returns come from its retail division. The board had perceived retail banking as
unattractive.

Identifying real opportunities

Moreover, Acme & Company identify Univers Bank’s new internet-based
business model for retail banking, which has been introduced highly successfully
in the home market, as a very interesting opportunity to roll out internationally.
Acme & Company, therefore, recommend that Univers Bank does not expand in
global investment banking. Instead of building a global investment bank, the
consultants point to the much higher return, and more feasible opportunity, of
globally expanding the bank’s internet retail business model. Moreover, building
up an international internet retail bank will allow Univers Bank to thin out its
expensive, dense, worldwide office network. The board of Univers Bank accepts
the consultants’ analysis.

Achieving effect

Next, Acme & Company develop a global competitive strategy for Univers
Bank’s internet retail bank. To assist management with implementation of the
strategy, the consultants also formulate an action plan for the global rollout. The
board responds positively to the recommended solution. They decide to give up



their ambitions for a global investment bank. Instead, Univers Bank reallocates
its resources to the global rollout of its internet retail bank, with a very positive
effect on the bank’s return to shareholders.

Discussion questions

1 What definition of management consultancy would best characterize the type of consultancy service
provided by Acme & Company? Please choose between the narrow and the broad definitions provided in
this chapter. Explain your answer.

2 Why did Univers Bank decide to hire a management consultant? Do you agree with the bank’s decision to
do so, or do you think that the bank should have refrained from hiring them? Please provide
argumentation.

3 Which perspective on management consultancy is most applicable to this case? Please choose between
the functionalist and the critical perspective. Explain your answer.

L All firms in the cases throughout the book are fictious, with the exception of Mckinsey & Company,
Evalueserve, and Eden McCallum

CATEGORIES OF PROFESSIONAL SERVICES

This book’s definition of management consultancy may help to determine which
professional services belong to the domain of management consultancy and which
services do not. From our definitions we derive four main criteria for determining
whether a service qualifies as management consultancy. Table 1.5 on the next page
provides an overview of the outcomes.

Business process outsourcing

We may interpret hiring external management consultants as a form of outsourcing.
However, if we define outsourcing in narrow terms as the externalization of business
processes, such as operations, logistics, or administration, then outsourcing is not part
of management consultancy. Such outsourcing is not the provision of advice on a
management decision. Instead, this type of outsourcing is the outcome of a
management decision. Outsourcing generally refers to non-management
implementation tasks. Some management consulting firms may offer outsourcing on
the side, or vice versa. In these situations you should distinguish between two types of
professional services within the same firm. Such combinations of services may induce
potential conflicts of interest between client and consultant. Professional services
firms offering both consultancy and outsourcing services will need to balance the



service firm’s need for cross-selling consultancy and outsourcing with the client’s
need for independent management consultancy.

TABLE 1.5 Determining which professional services qualify as management
consultancy

_ Criteria of management consultancy

Advice on Decision on Assistance with Independence
management management problem  managerial tasks  of client
decision regarding the business  of implementation ~management
Business process No
outsourcing
Training No
Temporary work No
Venture capital Not independent
investing of client
Interim No, not advice
management but take
decision
Legal advice Legal instead of
business problem
Accountancy Financial instead of
business problem
Engineering Technical instead of
business problem
Coaching Personal instead of
business problem
Management Only if guru
quru provides
advice
Internal Yes Yes Can be Only if
management independent
consultancy

Training

Training does not belong to the domain of management consultancy either. Training is
neither advice on management decisions, nor assistance on management’s tasks
regarding the implementation of solutions. Some definitions of management
consultancy will include the ‘capability development’ of clients as one of the benefits
of management consultancy. Client management and staff may indeed learn from
management consultants while working together during the consultancy project.
However, this is a knowledge spill-over that is a positive side effect of the project. If
clients decide to hire their management consultants only for the purpose of training
their management and staff, then this service does not qualify as management
consultancy.



Temporary work

Temporary work, or so-called ‘body shopping’, does not qualify as management
consultancy if it is not about advice on management decisions, or assistance on
management implementation tasks. Some clients may use management consultants for
non-management implementation tasks. In such a case, the consultants will offer
business services instead of management consultancy.

Venture capital investing

Venture capital investing does not belong to management consultancy. Venture
capitalists may provide advice on management decisions. But venture capitalists are
not independent as they have an equity stake in their ‘clients’. Partners of one of the
world’s top management consultancy firms, Bain & Company, founded in 1984 a
separate, and independent, venture capital firm named Bain Capital.

Interim management

Interim managers are not management consultants. Unlike management consultants
they assume managerial responsibilities. Interim managers do not give advice on
decisions, they take decisions.

Legal advice, accountancy and engineering

Legal advice is not management consultancy. Lawyers may provide advice to
managers but not on business decisions. The domain of lawyers is legal problems and
opportunities, rather than business ones. We acknowledge that business problems
have legal aspects and therefore management consultants have to consider the legal
side of their clients’ business problems as well. Consultants may work together with
legal advisors to investigate the legal side of the business problem. Legal advisors do
not advise on business problems as a whole. Legal advice (in its pure form) is
exclusively focused on the legal aspects of problems.

For the same reason, accountancy does not belong to management consultancy.
Accountants may advise management on financial reporting. Of course business
problems may have financial aspects. In such cases, management consultants should
investigate the financial side of the business problems. However, accountancy in its
pure form does not comprise advice to management on business problems or
opportunities. It should be noted that all four of the world’s largest accountancy firms
have established separate management consultancy divisions.



Engineering is not part of management consultancy either. Engineers may provide
advice but they must focus on technological problems and opportunities rather than
business ones. Again, business problems may have technical aspects. Such problems
require management consultants to consider these technical facets. They may hire
engineers to analyse the technical side of the business problems. Engineers — in their
pure form — will not advise on the business problem as a whole.

Personal effectiveness coaching

Personal effectiveness coaching is not management consultancy. Coaches may
provide advice on the personal effectiveness of the individual manager. The problems
and opportunities of an individual manager are not the domain of management
consultancy. Management consultancy is about management decisions on the business
problems and opportunities of the client organization.

Management gurus

Management gurus may be part of management consultancy. Some examples of
management gurus are Jim Collins (bestselling author of, among others, Good to
Great, 2001), Tom Peters (bestselling author of, among others, In Search of
Excellence, Peters and Waterman, 1982), and one of the world’s leading business
scholars, Michael Porter (among others, the competitive forces framework, the value
chain framework, and the generic competitive strategies). Communicating
management ideas through articles, books, websites, and speeches is not management
consultancy. Only if gurus also advise managers on business decisions, do they
provide management consultancy. Michael Porter founded in 1983, together with
colleagues of the Harvard Business School, the management consultancy firm
Monitor Group (in 2012 acquired by Deloitte). As a partner of Monitor, Porter
provides management advice to both leaders of corporations and national
governments.

Internal management consultancy

Management consultancy is not reserved for external providers. Some large
organizations have formed internal management consultancy units. These units serve
managers in their own organization. As long as these internal consultants can operate
independent of their clients, their work qualifies as management consultancy. In some
cases, these internal consultancy units may also work for external clients. One of the
world’s top tier management consultancy firms evolved out of an internal consultancy.
In 1963, The Boston Consultancy Group (BCG) was founded as the Management and



Consultancy Division of the Boston Safe Deposit and Trust Company, which was a
subsidiary of The Boston Company (BCG, 2013).

ROLES OF MANAGEMENT CONSULTANTS

This book distinguishes between the formal and informal roles of management
consultants. In some client projects, management consultants may fulfil both roles.
There might also be projects where the informal roles dominate. It is very difficult, or
even impossible, to find out how often management consultants fulfil informal roles.
Clients might be prepared to admit to outsiders that they use management consultants
for the formal roles. However, most clients, and their management consultants as
well, will most certainly be very reluctant to admit the use of the informal roles. This
book distinguishes three formal roles: expert, doctor, and facilitator (based on Schein,
1988). Each of these roles is knowledge-based. Additionally, four informal roles are
distinguished: hired hand, legitimator, political weapon, and scapegoat (see Table
1.6).

TABLE 1.6 Roles of management consultants

Expert Provide knowledge to solve a problem defined by the client

Doctor Identify and solve a problem for the client

Facilitator Provide process which the client can use to identify and solve a problem

Hired hand Provide temporary capacity for the client, not related to the specific client problem
Legitimator Provide legitimacy to a client’s solution against which other stakeholders are opposed

Political weapon  Provide arguments for a client's position in a political fight

Scapegoat Take the blame for a client’s solution that is not in the interests of other stakeholders

Management consultants as experts

The first formal role of the management consultant is the expert. Clients hire an
expert to provide knowledge. These clients know, or think they know, that their
organization has a problem or opportunity. Moreover, these clients are capable, or
think they are capable, of defining their problem or opportunity. Then clients are in
the position to purchase specific expertise from the management consultant to solve a
problem or to seize an opportunity for their organization. This is called the purchase
of expertise consultation model. Clients may also hire an expert management
consultant if they have already found solutions for their problem or opportunity. If the
stakeholders within or outside the client disagree about what is the best solution, then
the expert management consultant may provide the required knowledge to evaluate



the options. Management consultants may provide benchmark information and other
external knowledge. They may also provide clients with contacts from their network.
For instance, consultants may introduce a client to other, non-competing, relations of
the consultant that represent best practices in other industries.

EXPERTS AS INNOVATORS OR BROKERS

The expert management consultant provides new knowledge to solve the client’s
problem, or seize the client’s opportunity. The expert may develop or create this
knowledge but the expert may also broker knowledge. Within the category of experts,
we distinguish the knowledge innovator and the knowledge broker. The management
consultant as knowledge broker disseminates knowledge across organizational
borders and/or across industry borders. An example of knowledge brokering within
one industry is when the management consultant transfers best practice manufacturing
process from the leading automotive producers to a client automotive producer whose
manufacturing process is trailing these best practices in automotive manufacturing.
An example of knowledge brokering across industries borders is when the
management consultant brokers knowledge about a business model from the
consumer electronics industry to a client in the automotive industry. In the case of
knowledge brokering, the knowledge may be new to the client but it may not be new
to the client’s industry. It is certainly not new to the world. Knowledge brokering
needs to respect the interests and intellectual property rights of clients if it is not to
become unethical or even illegal. A management consultant cannot broker sensitive
knowledge from a particular firm, for instance a competitive strategy, to a direct
competitor of that firm. For this reason, management consultancy firms that work for
rival clients in an industry have to set up so-called ‘Chinese walls’ between the
consultancy teams working for each client to prevent the leakage of sensitive
knowledge. Some management consultancy firms may adopt a policy of only one
client per industry to prevent the risk of leakage of sensitive knowledge to rivals.

Management consultants as doctors

The second formal role is that of the management consultant as a doctor. In this
analogy, clients fulfil the role of the patient. These clients cannot define the problem,
or opportunity, of their organizations. In their role of patients, clients may think they
have a problem, or an opportunity. They have only vague ideas about this problem, or
opportunity. For instance, an insurance company sees its profitability declining over
time. The management of this insurer has no idea about the cause of this decline. This
client hires a management consultant to diagnose, as a doctor, the client’s situation in
order to define the problem, or opportunity. Subsequently, as a medical doctor
prescribes a treatment, the management consultant develops a solution for the client’s



problem, or opportunity. This model is named doctor-patient consultation (Schein,
1988). The consultant as doctor may diagnose and solve the client’s problem. Next,
they may provide an implementation plan for the solution. Finally, the doctor-
consultant may assist client management in monitoring and controlling the
implementation of the solution. Both the expert role and the doctor role are about
management consultants providing content, or solutions, to their clients: this is called
content consultation. These are ‘content roles’.

Management consultants as facilitators

Another formal role of the consultant is not about content or solution provision but
about providing a process by which clients may define and solve their problems
themselves. The management consultant in a facilitator role helps clients to develop
the content themselves. This is called process consultation and might also be called
the ‘do-it-yourself’ version of consultancy (Schein, 1988). For instance, a retail
company faces the entry of internet-based competitors into its market. This client
wants to develop a new competitive strategy and hires a management consultancy
firm to provide it with the method and techniques for strategy development. In
process consultation, the client does the work under the guidance of the management
consultant. Process consultation helps to get acceptance of solutions and eases the
implementation of solutions because it is the client’s own work. A benefit of process
consultation is that clients may learn the consultant’s methods and techniques for
defining and solving problems and opportunities. Process consultation facilitates
client capability development. To enhance capability development, client management
needs to carefully select the employees to participate in the consultancy project on the
basis of the need for capability development, not on the basis of availability for the
project.

Management consultants as hired hands

The fourth role of the management consultant belongs to the informal category. This
is the role of the management consultant as ‘hired hand’. Clients may hire
management consultants not for their expertise, or their problem solving skills, or for
their process, but just because they are temporarily understaffed. The ‘hired hand
consultants’ may be put to tasks that clients would generally do themselves, but for
which they temporarily have capacity constraints (see for example, Sturdy et al.,
2008). This consultancy role resembles (expensive) body shopping. For example, the
newly appointed chief executive of a client corporation hires a partner from a
management consultancy for three days per week for six months to assist this
executive, without a specific problem or opportunity being identified.



Management consultants as legitimators

The fifth role is the management consultant as a legitimator. The authority of
management consultants gives legitimacy to a solution. Clients might look for this
legitimacy to be provided by a management consultant if stakeholders in and around
the client organization — such as workers (unions), financial markets, and customers —
oppose a particular solution that the client desires. For example, the board of a large
corporation in a mature industry wants to enter another (but unrelated) industry. The
corporation’s shareholders and the financial analysts oppose such a move. The
corporation, then, hires a prestigious management consultancy firm to develop a new
corporate strategy that includes the desired diversification. Such a recommendation by
a prestigious consultancy firm may provide a strong signal to these stakeholders. In
such a case the client will publicly announce the recommendation by the consultants.
They will even publicly announce the hiring of the consultants. The clients might be
able to develop a solution themselves but acceptance by stakeholders may be lower
than where a (prestigious) management consultancy develops the solution. Even
worse is the situation where the management consultant is asked to rubber stamp a
solution that the client has already developed. It goes without saying that the
legitimator is an informal role for management consultants.

Management consultants as political weapons

The next role is also informal. This is the role of the management consultant as a
political weapon, or a political ally, of the client management. The client management
may use the management consultant to fight a political battle with actors inside or
outside the client’s organization. The consultant is supposed to provide arguments for
the client’s position. This may be an internal battle within the client organization, for
instance, between rivalling managers or factions. It may also be an external battle
between the client organization and external actors, for instance, national
governments or suppliers. For example, two companies that were highly dependent on
each other, an airport and an airline, came into conflict over an increase in airport
tariffs. Each company hired its own management consultancy firm to provide
arguments for (airport) and against (airline) the increase in tariffs.

Management consultants as scapegoats

The last informal role is the management consultant as scapegoat. The management
consultants are used to taking the blame for a difficult, or unpopular, decision. For
instance, a manufacturer of consumer electronics needs to cut its costs drastically to
defend its market position against low cost competitors. The company wants to
offshore part of its manufacturing activities from the manufacturer’s home country to



a cheaper overseas host country. The result of this offshoring will be the lay-off of a
substantial part of its workforce. However, the company faces strong resistance from
stakeholders, such as its workforce, the labour unions, and the home country’s
government. The company might hire a management consultancy, in particular one
with a reputation for reducing costs and employment. These management consultants
may do the dirty work of recommending the closure of plants and laying off the
workforce in the client’s home country. Client management then hides behind the
back of the management consultants and keeps its hands clean.

Temptations and drawbacks of informal roles

TEMPTATIONS

The informal roles might offer a tempting perspective for management consultants. If
clients ask the consultant to fulfil an informal role, then the offer may look like easy
money. In particular, if the demand for the management consultancy’s services is
weak, then the consultancy firm might be inclined to accept the client’s offer.
However, informal roles come at a price. Besides the ethical issues of the informal
roles, these roles have negative commercial effects as well for the management
consultancy. The informal roles, in particular legitimator, political weapon, and
scapegoat, depend to a large extent on the consultancy’s reputation as developed
through its formal roles.

DRAWBACKS

However, the informal roles erode the consultancy’s reputation. If it becomes known
that the consultancy accepts informal roles, then other clients looking for formal roles
will avoid the particular consultancy firm. Without sufficient new projects that require
formal roles and with the spreading of the word that the firm fulfils informal roles, the
reputation of the involved consultancy firm will deteriorate. If their reputation has
deteriorated than the usefulness of the consultancy firm for clients looking for
informal roles will dry up as well. Eventually, the consultancy firm will run out of
formal and informal business. To wrap up: accepting informal roles may set in motion
a vicious cycle for the management consultancy. However, it should be noted that
management consultants need not always be aware — upfront — of informal reasons. It
may happen that the client hides the informal reason (see Chapter 10). Alternatively, a
consultancy project may begin for a formal reason, but during the project the client
may add an informal agenda.

DIVISIONS OF RESPONSIBILITIES



The management consultancy process consists of five sub-processes:

1. Identifying the problem (opportunity).

2. Diagnosing of the problem.

3. Developing one or more alternative solutions.
4. Making a decision.

5. Implementing the decision.

The division of responsibilities between clients and management consultants for the
sub-processes may be seen as a spectrum.

Management consultants as management substitute

On one end of the spectrum, management consultants take, or are given by their
clients, responsibility for all five sub-processes. Management consultants make
decisions and implement them. In this extreme situation, management consultants
have become a substitute for client management. There is no responsibility left for the
client. Clients may choose this position for several reasons:

1. The client is in a hurry and the time opportunity costs are high (then the relatively
high costs of consultants are justifiable).

2. The client is a start-up and lacks the staff. For example, a firm wants to establish a
new subsidiary in a foreign country and hires a team of consultants to set up that
subsidiary, while the client searches for permanent staff.

3. The client management feels incapable of critically monitoring the management
consultants and defending its position. Such incapability, however, erodes the
reason for the existence of client management.

Bogus consultancy

At the other end of the spectrum, management consultants will do exactly what the
client says. In this extreme situation, the client takes too much responsibility and is
not prepared to share any responsibility with the management consultants. The
consultant does not carry responsibility for any of the five sub-processes. This is what
is sometimes called ‘bogus consultancy’ (Hagenmeyer, 2007). Management
consultants face reputation risks when they accept such a position. Table 1.7 outlines
the division of responsibilities between client and management consultant for the
different models of management consultancy.

TABLE 1.7 Different divisions of responsibilities between client and consultant



Problem Problem Developing Decision Implemen-
Sub-processes | ganification diagnosis a solution making tation
Responsibility |Responsibility |Responsibility |Responsibility |Responsibility

for sub-process |for sub-process |for sub-process | for sub-process | for sub-process

Management Consultant Consultant Consultant Consultant Consultant
substitute
Doctor- Consultant Consultant Consultant Client Client (consultant
patient may assist when
consultation requested)
Purchase of  Client Consultant Consultant Client Client (consultant
expertise may assist when
requested)
Process Client and Client and Client and Client Client and
consultation  consultant consultant consultant consultant
(facilitator) (facilitator) (facilitator) (facilitator)
Bogus Client Client Client Client Client
consultation

EXTERNAL VERSUS INTERNAL MANAGEMENT
CONSULTANCY

This book defines management consultants as independent business professionals.
This definition does not suggest that only external professionals can be a management
consultant. That would be too narrow a view of management consultancy. This book
distinguishes between internal and external management consultants. Internal
management consultants are permanent employees of an organization and they will
typically only consult for this single ‘client’. External management consultants are the
owners or permanent employees of an independent consultancy firm. They have
temporary consultancy engagements with varying client organizations. Internal
management consultants may provide the same services as external consultants. Some
internal management consultants are former external consultants, and vice versa.
Table 1.8 outlines the main differences between internal and external management
consultants and infers implications. Chapter 3 will discuss the reasons why
organizations may establish internal management consultancy departments instead of
hiring external consultants.

TABLE 1.8 Main differences between internal and external management consultants
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Knowledge Internal consultants will generally focus  Internal consultants will have better client

on one organization. understanding, which may benefit in particular
expert consultation on implementation, and
process consultation.

Extemal consultants will generally work  External consultants will have broader, more

for a broader group of clients, that varied knowledge, and skills which may benefit

may span different sectors. expert consultation and doctor consultation that

requires new-to-the-client knowledge and skills.

Relationto  Internal consultants are subjectto the  External consultants are more suited to provide

client client's hierarchy, whereas external impartial, independent consultancy. However,
consultants operate at arm's length. extemal consultants may also better be used as
a pdlitical ally and scapegoat.
Reputation  Internal consultants may develop an If extemal consultants have a strong public
internal reputation but not a public reputation, they may be used as legitimators.

reputation. External consultants may
develop a strong public reputation.

Cost Internal consultants generally have Internal consultants' cost advantage may be
lower fees than external consultants. particularly decisive if clients need hired hands
and large-scale, long-term consultation on
implementation.

MANAGEMENT CONSULTANCY AS A PROFESSION

This book’s narrow and broad definitions assume management consultants to be
professionals. However, is management consultancy a profession or not? This
question is still up for debate. Certain stakeholders claim the professional status of
management consultancies. But other stakeholders reject this idea. Let’s first ask
ourselves: what is a profession?

Characteristics of a profession

When talking about a profession, examples of doctors and lawyers come to mind. A
profession may be defined as a business activity that is accompanied by a formal,
legally enforced institution that protects the interests of the public and the
professionals involved, by designing qualification standards, accrediting educational
institutes, compulsorily registering members, monitoring and controlling the activities
of members, and when necessary, taking sanctions. Essential components of a
profession are an accepted and authoritative body of knowledge and skills, combined
with a code of conduct.

Doctors versus consultants

One flaw in the analogy of the medical doctor is a lack of legal enforcement of the
profession. Unlike the medical profession, management consultancy is not protected



by law. Doctors, lawyers, engineers, and accountants are examples of legally enforced
professions. You cannot call yourself a medical doctor without the required education.
However, anybody may call themselves a management consultant. In fact, many
people do.

Protecting the interest of clients

You may ask: who would have an interest in whether management consultancy is a
profession and why? Clients may benefit from quality assurance provided by a
profession to protect them against bad practice by some management consultants. A
professional institute may protect clients against management consultants who are
incompetent, or act unethically. Protection of client interests by a professional
institution is particularly relevant for management consultancy. Management
consultancy is a service that is difficult to assess, even afterwards. Professional
standards may to some extent reduce uncertainty for clients.

Protecting the public interest

The general public may also benefit from professional standards for management
consultancy. If bad management consultancy leads to bad business decisions and
results, which in their turn may cause the bankruptcy of client organizations, then
there will be a negative impact on the economy and society. If public sector clients
underperform because of bad consultancy practices, then society also suffers. Since
legal protection of the profession does not exist, it is all about reputation. A
consultant’s reputation is a key reference point for potential clients. Moreover, that
reputation is a disciplining mechanism for consultants. Because of its importance,
consultants will consider the risk of unethical behaviour for their reputation.

Protecting the interests of peers

Management consultants themselves may also benefit from professional standards.
The bona fide and competent management consultant may find in the professional
institute an ally against dishonest and incompetent peers. Professional standards and
compulsory registration regulate entry into the management consultancy sector. These
standards also signal quality which in its turn may promote management consultancy
in both the market for its services as well as the market for professional labour.
Management consultants may, therefore, find it easier to sell their services and attract
talent.



Professional institutes

Various institutes attempt to support management consultancy. There are professional
institutes for individual consultants as well as institutes for consultancy firms. These
aim to increase credibility, quality, and ethical standards for management consultancy.
They also provide voluntary accreditations for consultancy firms and individual
consultants. However, no institute or accreditation is legally enforced. An example of
a professional institute is the worldwide umbrella organization, the International
Council of Management Consulting Institutes (ICMCI). ICMCI has a voluntary
certification and registration. According to membership statistics in 2010 about 8,080
consultants worldwide were certified and registered by the ICMCI as a certified
management consultant (CMC). This number amounts to less than 1 per cent of the
global population of management consultants (Greiner and Ennsfellner, 2010).

Trade associations

There are also trade associations that serve the interests of the consultancy industry as
a whole. They may lobby, do research, and seek positive publicity for management
consultancy. Some examples are the Association of Management Consultancy Firms
(AMCF) for the United States, and the FEuropean Federation of Management
Consultancies (FEACO) for Europe.

Evaluation difficulties

The question arises: why is management consultancy not a legally enforced
profession if there are clear benefits for clients, for the public, and for consultants, as
stated before? We discuss three reasons: evaluation difficulties, domain ambiguity,
and diverging interests. First, even for clients, the work of management consultants is
very difficult if not impossible to evaluate. For a professional institute, as an outsider
to the client—consultant relationship, it will be even more difficult to monitor the
quality of management consultancy services. For governments the case for a legally
enforced profession as protection of the public interest will be weak, given the
difficulty or impossibility of identifying the negative influence of management
consultancy on society. Chapter 3 will take a closer look at the effects of management
consultancy. If monitoring the output of consultancy is not feasible, then the
professional institute may monitor the input of consultancy. An institute may monitor
the knowledge, skills, and values of management consultants.

Domain ambiguity



Second, management consultancy is too ambiguous and diffuse for a common
standard of knowledge, skills, and values. The ICMCI has developed a body of
knowledge and skills (see Table 1.9 on the next page). This systematic stocktaking of
the required knowledge and skills serves as the basis for their certification, which is
the CMC. Unfortunately, there is no industry-wide agreement on what constitutes the
body of knowledge and skills. This may not come as a surprise. If a shared definition
of management consultancy is lacking, how can we expect a shared body of
knowledge and skills? Conflicting interests between management consultants make it
difficult to arrive at a shared definition of management consultancy. If a broad
definition of management consultancy is adopted, then the pure advisors, often the
high profile management consultancy firms, will not participate. If a narrow definition
is accepted then many firms that do implementation work will be left out of the
profession.

Diverging interests

Third, not all consultancy professionals are interested in being subjected to
professional standards and compulsory registration. Obviously the incompetent,
unethical, and fraudulent professionals will oppose the implementation of standards.
However, professionals that regard their competences as superior will have no interest
in a standardization of inputs, i.e. knowledge, skills, and values. Average and below-
average competent consultants will benefit from the legitimating effect of input
standards and certificates. Above-average consultants will oppose such certification as
it will level the playing field. The top consultancy firms do not need public standards
for legitimacy because they have their own private means for legitimacy, which is
their reputation, including their brand.

TABLE 1.9 The certified management consultancy core competency framework of
the ICMCI



Values and Beliefs Values, ethics and professionalism

behaviour
Analytical skills e Observations and analysis

* Conceptualization and problem solving

Relationships Complexity, change and diversity
Communication and presentation
Responsibility and accountability

Influencing

Personal * Focus and time management
development * Self development

Technical Specialization * Knowledge and skill

competence i
Client focus

Project management
Consultative process
Knowledge

Partnering and networking
Tools and methodologies
Risk and quality management

Consultative

Business Consultant business  » Consultancy environment
acumen e Commercial aspects of assignment

External awareness
Business knowledge
Understanding the client
Client’s project imperative

Client business

Source: ICMCI2

SUMMARY

Narrow and broad definitions

This book distinguishes between a narrow and a broad definition of management
consultancy. Management consultancy is a knowledge-intensive service which
independent business professionals provide to managers of organizations, and
consists of objective advice on management’s decisions regarding the solutions to the
client organization’s problems and opportunities [narrow definition], and may, in
some cases, also consist of assistance with the management’s tasks regarding the
implementation of these solutions [broad definition].

Roles

Management consultants fulfil one or more roles for their clients. Formal roles are
expert, doctor, and process facilitator. Management consultants may also fulfil
informal roles, such as hired hand, legitimator, political weapon, and scapegoat. The
informal roles will depend on the formal roles and they will also undermine the



formal roles.

Division of responsibilities

The division of responsibilities between management consultants and their clients
may cover a spectrum. On one side, consultants as substitute management assume all
responsibilities for the client. On the other side resides ‘bogus consultancy’ where
clients take all the responsibilities.

External versus internal consultancy

Management consultancy does not necessarily have to be done by external market
agents. Clients may also establish internal management consultancies. Despite
commonalities, internal and external consultants have differences that have important
implications for their roles.

Profession

Unlike the medical doctor with whom management consultants like to compare,
management consultancy is not a legally enforced profession. This chapter discussed
the motivations for professionalization, but it also revealed some important reasons
why management consultancy is not a legal profession.

REFLECTIVE QUESTIONS

1. Do we really need a definition of management consultancy? Why should we care
about a definition? Explain your answer.

2. To what extent can management consultants provide truly independent advice?
Critically reflect upon the relation between consultant and client. Explain your
answer.

3. Should the professionalization of management consultancy be left to the
practitioners, which are the management consultants? Or should governmental
regulators take a role in the professionalization of management consultancy?
Explain your answer.

4. What role may business schools play in the professionalization of management
consultancy? Explain your answer.

5. How will an equity investment of a management consultancy in a client
organization influence the division of roles and responsibilities between the
management consultancy and its client? Explain your answer.



MINI CASE STUDY

To certify or not to certify

The management consultancy firm Acme & Company typically sends promising
young consultants that lack a business educational background after about two
years of work to a prestigious international business school for an MBA
programme. Three young management consultants of Acme & Company are
about to complete their MBA study at the leading Jobs School of Business. The
inspiring curriculum has led the three consultants to develop an idea for a new
business model for management consultancy. The consultants are so convinced
of the value of their model that they want to implement it. Instead of returning to
their employer, Acme & Company, which will promote them to project leader on
their return to the firm, they decide to establish their own management
consultancy firm, which is named ‘Management Consulting 2.0!” One of the
decisions they have to make is whether they should certify themselves as CMC
with a professional institute of management consultancy.

Questions

1 Reflect upon the costs and benefits of accreditation for management consultants. What costs and benefits
may accreditation provide to management consultants? Explain your answer.

2 Who benefits from accreditation? Identify the stakeholders that benefit most. Provide argumentation.

3 Should the partners of ‘Management Consulting 2.0!” consider accreditation? Identify the pros and cons
of accreditation for this firm. Explain your answer.
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ORIGIN AND DEVELOPMENT OF
MANAGEMENT CONSULTANCY

INTRODUCTION

The previous chapter concluded that management consultancy is not a profession
enforced by legislation. Although management consultancy is not legally enforced, it
has benefited at several moments in its history from legislation. This chapter shows
how regulatory changes together with technological and institutional changes have
shaped the history of the management consultancy industry. You will also learn that
some of the largest successes in the history of management consultancy depended on
knowledge developed by clients. Furthermore, this chapter identifies which
management consultancy created the first bestselling management book. The history
of management consultancy reveals the rise and decline of consultancy firms. We
discuss the causes of these dynamics.

This chapter sets the scene by investigating the advisor throughout the history of
humankind. It subsequently addresses the question: when and where did management
consultancy emerge? The chapter closes with a summary, reflective questions, a mini
case study, suggestions for further reading, and references.

Main learning objectives

 Put the management consultancy industry in its historical perspective.
 Explain the structure of the industry as the outcome of historical forces.
* Ciritically reflect upon the historical changes of the industry.

» Understand the reason for the existence of the advisor through the ages.

» Explain the emergence of the management consultancy industry during the second
industrial revolution.

« Distinguish the emergence of different fields of management consultancy during the
history of the industry.



» Understand the influence of regulatory changes on the development of management
consultancy fields and firms.

 Understand the influence of technological changes on the development of
management consultancy fields and firms.

 Understand the influence of institutional changes on the development of
management consultancy fields and firms.

 Understand the geographic expansion of management consultancy.

» Explain the rise and (relative) decline of individual management consultancy firms.

THE ADVISOR THROUGH THE AGES

The previous chapter defined management consultancy as essentially an advisory
service to management (the narrow definition). Assistance to managers regarding the
implementation of the advice may also be included (broad definition). But advice
remains the essence of management consultancy. Management consultancy defined as
advising to management cannot, by definition, be older than management. The next
paragraph will explore the rise of management in the United States and in Europe,
which took place during the second industrial revolution in the second half of the
nineteenth century.

The origin of the advisor

The origin of the advisor, however, lies much further back in history than the second
industrial revolution. Our focus is on the professional advisor. By this we mean an
individual who is paid for providing advice. The advisor is compensated by the
receiver of the advice. Giving paid advice to someone, not necessarily to a manager,
can be considered an activity of all times. However, before the second industrial
revolution, the receivers of the advice were not managers. These clients of the earlier
advisors, though, shared some characteristics with the clients of management
consultants. Paid advice has always rested on two conditions.

High-value decisions

First, the need for advice is based on high-value decision making in highly complex
situations. The advice receivers need to make decisions that represent high value to
these receivers. Moreover, the decision making is highly complex for the receivers.
Value and complexity are both essential conditions for paid advice. If the particular
decisions are not complex, the persons faced with the decisions may be able to make
these without help from others. The decision makers may not need advice to solve



their problems. If the decisions do not have high value for the decision makers, then

the problems are not worth the request for paid advice.

Wealth and power
The second condition of paid advice is the ability of the advice receivers to be able to

afford to pay for the advice, or otherwise assure the cooperation of an advisor. This
ability of the advice receivers rests on their wealth and power. Before the second
industrial revolution, the most important economic production factor was land. In the
agricultural society, the (large) landowners fulfilled the condition of wealth and power
to afford paid advice. Emperors and kings were the most important landowners in that
era. They also had to make many high value decisions on highly complex situations.
Think about politics and the military. Emperors and kings thus satisfied both

conditions for advice receiving.

Changes that shaped the development of consultancy fields

The history of management consultancy is presented in terms of the development of
different fields of management consultancy services (see also Kipping, 2002). The
chapter concentrates on three types of changes that shaped the development of
consultancy fields and also shaped the demand for management consultancy:
technological change, regulatory change, and institutional change. Figure 2.1 provides
an overview of the emergence of consultancy fields. In this section, our focus is on the
United States because it represents the largest market for management consultancy
and has fulfilled an important role in the historic development of the industry (see for
example McKenna, 2006). In the subsequent section, we look at the development of

management consultancy on a global scale.
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FIGURE 2.1 The emergence of management consultancy fields



Note: Con refers to consultancy

THE EMERGENCE OF THE FIRST FIELD OF MANAGEMENT
CONSULTANCY: OPERATIONS CONSULTANCY

The rise of the manager

From the 1870s onwards, the industrial revolution introduced capital-intensive ways
of mass production. The agricultural society of the prior era had not allowed mass
production. However, in the industrial era mass production became increasingly
important. The volume and capital-intensity of the new form of production implied
large organizations and high capital needs. The capital needs of these organizations
typically exceeded the funds of their founders. Therefore, the need for capital drove
these organizations to financial markets. At the financial markets, investors bought
shares in these organizations. The shareholders became the new owners of the
organizations. In contrast to the founders, these shareholders were not involved in the
daily running of the organizations. As a result, ownership and management of these
organizations became separated and the modern corporation was born (Chandler,
1990). In these shareholder organizations, the founders gave way to a new class of
professional managers. These professional managers were neither entrepreneurs nor
owners. They got paid to run the organizations for the shareholders.

Seeking advice

The professional managers faced large challenges in coordinating these large new
organizations, with revolutionary production technologies and operating at a scale that
was unprecedented in history. The second industrial revolution brought large benefits
but it also confronted management with big challenges. Efficiency of factory
operations was one the major concerns for management. These managers were paid to
make high value decisions on complex problems. Recall that high value decisions and
complex problems are the conditions for paid advice. Moreover, because of the
separation of management and ownership, managers did not have to use their own
money to pay for advice. Managers used the money that was entrusted to them by the
owners, or shareholders. It was, therefore, no surprise that these managers sought
advice from others in order to make their high value decisions on the complex
problems of their organizations. Thus the question arises: to whom did the first
managers turn for advice?

First actors giving management advice



At that time, the modern management consultant, as we know today, did not yet exist.
Managers turned to various types of actors. The choice of actor depended on the
nature of the problem and the type of knowledge that managers needed. Auditors,
bankers and engineers are examples of these first consultants to management. Because
of the complexities of operations, operations developed into the first large field
requiring management consultancy. Most of the first management consultants focused
on operations, in particular, improving the efficiency of those operations.

The oldest management consultancy firm was founded in 1886: Arthur D. Little. Its
founder, Arthur D. Little, was an American engineer who started a research
laboratory. At that time, the firm provided engineering consultancy to factory
managers. Improving factory operations became the first field of management
consultancy.

Scientific management

The first successful service of management consultancy was developed at the end of
the nineteenth century. It was based on a method for improving the efficiency of
operations by studying and optimizing each individual part of an operations task. At
that time, shirking by factory workers, or purposefully slowing the work pace of the
industrial assembly line, was a significant problem for management. To eliminate this
practice of factory workers, this consultancy method included wage incentive systems
for such workers. This method became known as ‘scientific management’.

The principles of scientific management

How does scientific management work? The principles are twofold:

« Disaggregate the production work into increasingly small parts.

» Measure and compare productivity per part to optimize the organization of
production work.

Scientific management used time and motion studies to measure productivity. Modern
management consultancy still uses these principles, not just for operations efficiency
but for other purposes as well. The structured problem solving method, as presented
in Part 4, borrows from the scientific management principles.

Adam Smith

Disaggregating work goes back to much earlier times than scientific management. A
well-known earlier application of disaggregation of work is provided in 1776 by the



economist Adam Smith in his book An Inquiry into the Nature and Causes of the
Wealth of Nations. He emphasized the benefits of labour specialization. This division
of labour is based on the disaggregation of work into parts. Smith used the famous
example of a pin factory to show the benefits of specialization. Disaggregating the
production of pins into a number of tasks led to increased labour productivity.

Frederick W. Taylor

The intellectual father of scientific management was the American engineer Frederick
W. Taylor (1856-1915). He is often called the grandfather of management
consultancy (Kipping, 2002), although at that time the term ‘management consultant’
was not used. In the early decades of management consultancy, the management
consultants on operations were named ‘industrial engineers’ or ‘efficiency experts’. It
may be noteworthy to indicate that Taylor did not develop the method while acting as
a management consultant. He discovered the principles of scientific management
while working as an engineer and manager in the American steel and paper industry.

Codification of knowledge

Only later, in 1893, did Taylor set up a management consultancy practice. As a
consultant, he installed his system of scientific management in client organizations for
a fee. After 1901, Taylor codified his method and wrote several books about it. His
most influential book was titled The Principles of Scientific Management (1911).
Taylor’s publications represented the first codification of management consultancy
knowledge. This is an important practice that continued throughout the history of
management consultancy and influenced the dissemination of knowledge among
management consultancies, clients, and other stakeholders.

Bedaux Consultancy

Taylor developed a following of other management consultants. These management
consultants were experienced in practice. They typically came from industry and had
an engineering background. Their services were based on experience. The most
successful firm in providing a scientific management based consultancy for operations
was the Bedaux Consultancy (Kipping, 2002). This American firm was founded in
1916 by the French immigrant Charles E. Bedaux. Bedaux opened offices around the
United States. In the second half of the 1920s, the firm expanded into Europe,
opening an office in London in 1926, and then in other parts of the world. In 1931, the
Bedaux Consultancy operated with over 200 consulting engineers in ten offices
(Kipping, 2002). During the 1980s and 1990s, the firm disappeared as a result of a



merger and a subsequent acquisition. Why did such a successful pioneer disappear
from the scene? In this chapter’s section on the rise and decline of management
consultancies we explore the answer.

Scientific management in the United States

Scientific management first became popular in the United States. Managers
increasingly turned to efficiency experts, such as Bedaux, for implementing scientific
management in their factories to improve the speed of operations through motion
studies and wage incentive systems. The heydays of scientific management in the
United States were in the first decades of the twentieth century. Towards the end of
the 1920s, the demand for scientific management services was saturated in the United
States. A backlash against scientific management even arose as managers’ and
workers’ attitudes against the method grew increasingly negative.

Scientific management in Europe and Russia

At the same time however demand in Europe and Russia arose. Scientific
management, and the management consultancies offering the system, crossed the
Atlantic. By the 1950s, demand for operations management consultancy based on
scientific management had also dried up in Europe and Russia. Most management
consultancies diversified their services but kept a focus on operations efficiency. In
the 1960s, most of these consultancies had disappeared. When scientific management
as a management consultancy service became saturated in the United States in the
1920s, a new field of management consultancy arose there.

THE EMERGENCE OF THE SECOND FIELD OF MANAGEMENT
CONSULTANCY: ORGANIZATION AND STRATEGY
CONSULTANCY

Bankers

The second industrial revolution resulted in the emergence of big corporations.
Corporations increased their scale and scope (Chandler, 1962; 1990). This
development induced the demand for consultancy on corporate-wide and
organizational problems to corporate (top) management. While consultants advised
shopfloor management on operations efficiency, bankers provided corporate
management with advice on corporate-wide and organizational problems. However, in
the 1930s, during the Depression Era, the United States introduced regulatory reforms
that would influence management consultancy (McKenna, 2006).



REGULATORY CHANGE AND THE WITHDRAWAL OF BANKERS

The first US regulatory reform was the Glass-Steagall Banking Act of 1933, which
separated investment and commercial banking and forbade the consultative and
reorganizational activities conducted by banks, in order to restrict flows of collusive
information between companies. As a result of this legislation, the banks lost control
of the market for this field of management consultancy. This act stimulated demand
for independent management consultants, who were not part of a bank. The second
reform was the Securities Act of 1933 which demanded that any financing should be
preceded by a due diligence (the investigation of the subject firm) by competent
management consultants (McKenna, 2006). This act stimulated demand for due
diligence by independent management consultants.

Accountants

While factory management used scientific management to improve the efficiency of
their operations, executive management struggled with cost control for their
corporations. The increasing size and complexity of corporations increased the need
for new systems of cost accounting. In the 1920s, cost accounting provided a new
opportunity for executive management to improve the results of their corporations. To
meet this demand, accountancy firms specialized in ‘industrial and financial
investigations’, or management audits, for executive management. Accountancy firms
offered both financial audits and management audits, the latter representing
management consultancy. However, in 1936, the American Securities and Exchange
Commission (SEC) required accountancies to restructure their practices around
corporate audits to maintain their professional independence and avoid potential
conflict of interest. The SEC decided that the accountancies’ management audits
represented a conflict of interest with corporate auditing.

REGULATORY CHANGE AND THE WITHDRAWAL OF LARGE
ACCOUNTANCIES

The SEC regulations of 1936 forbade accountants to combine financial audits with
management audits on the quality of corporate executive decisions. Large
accountancy firms, such as Arthur Andersen, withdrew from management
consultancy, as their financial auditing work was more important than their
management auditing (consultancy) business. Small and more specialized cost
accounting firms decided to focus on management audits. These firms shifted their
services from monitoring costs as accountants, to lowering costs as management
consultants.



Management engineers

It was these small cost accountants, rather than the industrial engineers, that
dominated the management consultancy field of operations efficiency, which seized
the opportunity of a new management consultancy sub-field: management audits.
These cost accounting firms became known as ‘management engineering’ firms.
While the industrial engineers worked for factory management and focused on blue
collar productivity, the management engineers worked for executive management and
focused on white collar productivity. Whereas the industrial engineers were self-
trained engineers, the management engineers were university-trained accountants and
lawyers.

GROWTH OF MANAGEMENT ENGINEERING

The 1930s was a decade when the industry achieved fast growth of 15 per cent
annually (McKenna, 2006). The 1940s also meant fast growth although at a lower
rate: 10 per cent annually (McKenna, 2006). The number of management engineering
firms in the United States grew from 100 in 1930 to 400 by 1940, and 1,000 in 1950
(ACME, 1964). Booz Allen Hamilton and McKinsey & Company are the best known
examples of these cost accounting firms that transformed into management
engineering firms. The growth of these firms after the regulatory changes illustrates
the impact of the new demand for management audits. In 1926, which was twelve
years after its foundation, Booz employed only one other consultant. But in 1936, the
firm, now renamed Booz Allen & Hamilton, employed eleven consultants (McKenna,
2006). McKinsey & Company, founded in 1926, had expanded to over 26 employees
(McKenna, 2006). Moreover, the firm had opened a second office in New York in
addition to its first office in Chicago.

The emergence of the sub-field ‘organization consultancy’

The management engineers’ main consultancy tool was the general survey, which is
an integral assessment of a company’s organization, including the management, the
organizational structure, the procedures, budgets, and quotas. These general surveys
required the cooperation of executive management. The subject of the survey —
administration and organization — was also the responsibility of executive
management. As a result, the management engineering firms provided consultancy to
executive management.

These management engineering firms also profited from the demand by investment
bankers for evaluating possible mergers and acquisitions (due diligence) and for
restructuring ailing companies. Moreover, the management engineers benefited from
the demand for management audits by both executive management and banks.



THE RISE OF THE CORPORATE FORM

In the 1920s, in large US corporations (DuPont, General Motors, Sears, and Standard
Oil (Exxon)) a new type of organization was developed. These corporations had
become so large in scale and scope that the traditional centralized type of organization
was no longer effective. In response to the ineffectiveness of the centralized model,
these large corporations developed the decentralized, multi-divisional organization, or
abbreviated, the ‘M-form’ (Chandler, 1962). Executive managers of other large US
corporations also wanted to adopt the M-form. The question was: how to implement
such an organization form? Management consultancies recognized the newly
emerging demand for the M-form. They began to offer services on organization
implementation. This development stimulated the sub-field of consultancy named
organization consultancy. During the 1940s and 1950s, the management consultancies
implemented the M-form in many large US corporations. The management
consultants that embraced this new consultancy field of improving organizations were
not the industrial engineers that dominated the consultancy field of improving
operations, such as the Bedaux Consultancy. Rather, it was the management engineers
from the second field, such as McKinsey & Company and Booz Allen & Hamilton,
who seized the new opportunity of organization consultancy.

US CONSULTANTS GO TO EUROPE

After the US demand for these (M-form) organization studies declined due to market
maturity, European corporations started to hire the US management consultancies in
the 1960s to implement this M-form organization. Similar to the scientific
management method in the 1920s, the market shifted from the United States to
Europe. In the late 1950s and the 1960s, the US management consultancies, such as
Booz Allen & Hamilton, McKinsey & Company, and Arthur D. Little, expanded into
Europe, opening new offices. These consultancies first worked for the European
subsidiaries of US corporations. Later, from the mid-1960s, they also worked for
European companies and subsequently for European government institutions.

The emergence of the sub-field ‘strategy consultancy’

Operations consultancy and organization consultancy were based on knowledge
developed in client organizations, respectively scientific management and the M-
form. The same corporations that had improved the effectiveness of their organization
by implementing the M-form, with the help of organization consultants, struggled
with the management of their divisions.

The rise of the diversified corporation confronted executives with the challenge of
managing a portfolio of divisions and businesses that were more or less related to
each other. As a result, the need for advice on corporate portfolios arose. In the 1960s



in the United States a newly established management consultancy firm developed the
knowledge that led to a new sub-field: strategy consultancy (Kiechel, 2010).

THE BOSTON CONSULTING GROUP

The consultancy that developed the sub-field of strategy consultancy is the Boston
Consulting Group. BCG was founded in 1963 by Bruce Henderson. He had worked
before for Arthur D. Little, the oldest consultancy. BCG was the first consultancy to
develop services to meet the demand of executive management for advice on
corporate strategy. The Boston Consulting Group developed new concepts such as the
experience curve and the growth/share matrix, or BCG matrix, for effective
management of a portfolio of businesses. Strategy became a new growth field for
management consultancy. The M-form (first sub-field) induced portfolio
management, or corporate strategy (second sub-field). Like the organization studies of
the 1940s and 1950s, corporate strategy studies in the 1960s were commissioned by
executive management.

The Boston Consulting Group dominated the sub-field of strategy consultancy, at
least for some time. Also in geographical terms, BCG was a first mover. In 1966 (five
years ahead of the competition), the firm opened an office in Tokyo. In response to the
recession of the early 1970s, BCG began to promote organizational models from
Japan. In 1967, Roland Berger, a former BCG consultant, founded his own firm —
Roland Berger Strategy Consultants. In 1973, another alumnus from the Boston
Consulting Group, Bill Bain, set up his firm — Bain & Company. It looked like BCG
and its spinoffs would dominate the field of strategy consultancy in the 1960s and
early 1970s.

THE EMERGENCE OF THE THIRD FIELD OF MANAGEMENT
CONSULTANCY: INFORMATION TECHNOLOGY
CONSULTANCY

In the 1950s, a new field of consultancy emerged. This field would become a very
large one. Neither the management consultancies that dominated the field of
organization consultancy, nor the consultants that dominated the field of operations
consultancy, entered this new field. Instead, new entrants seized the opportunity
provided by it. What was this field, which firms came to dominate it, and why did the
organization and strategy consultancy firms not seize this new opportunity?

Development of mainframe computers for the private sector

In the 1950s, mainframe computer usage started to spread in the private sector. The



first mainframe computers were developed during the Second World War. Their usage
was mostly limited to the military and to governments. Technological developments
made the mainframe computers feasible for more widespread use. It was IBM that
dominated the (mainframe) computer industry at that time. The firm was nicknamed
‘Big Blue’ because it was such a large firm and dominant force in the industry and
because its computers were blue. The spread of mainframe computers in the private
sector, mostly large corporations, led to increasing demand for consultancy services
related to the computers. Computers were new and complex. The corporations that
bought computers needed expertise on various topics, such as installing and using
computers, and the development and maintenance of software. Computer
manufacturers were natural candidates to become the consultants to provide such
expertise.

Prohibition of IBM and other computer manufacturers

However, in the 1950s, US anti-trust regulation prohibited IBM and other computer
manufacturers from enter the emerging field of information technology (IT)
consultancy. Similar to the regulatory changes in the 1930s that cleared the field of
management audits for the management engineering firms, regulatory changes in the
1950s cleared the new field of consultancy (McKenna, 2006). Again US anti-trust
regulation fulfilled an important role in the history of management consultancy.

Information technology consultancy

IT consultancy consisted of providing advice on installing and using ‘electronic
computer systems’. According to this book’s definition of management consultancy,
most IT consultancy services would qualify as business consultancy (non-managerial
tasks of implementation) rather than management consultancy in a broad sense that is
advice plus the managerial tasks of implementation. The US Department of Justice
prohibited IBM from providing consultancy services. In 1956, IBM settled the anti-
trust suit by the federal government. The firm accepted a consent decree that meant
that it would not enter IT consultancy.

New entrants

Neither the industrial engineers of the first field, nor the management engineers of the
second field seized the new opportunity of the field of IT consultancy. While IBM
was forbidden to enter IT consultancy, one employee decided to leave IBM to set up
his own IT services firm to offer skilled IT professionals and computing capacity. The
firm was Electronic Data Systems (EDS) and the former IBM employee was the



American Ross Perot. Perot was an IBM salesman before he founded his firm in 1962.
The big accountancy firms that were forced out of management consultancy in the
1930s because of regulatory changes seized the opportunity offered by new regulatory
action in the 1950s to re-enter management consultancy, although in a different field.
The accountants entered IT consultancy instead of management audits.

Re-entry of accountancies

An example of an accountancy firm that started to offer services for the
implementation of computer systems in the 1950s is Arthur Andersen.! By 1955,
management consultancy had grown into a US$1 billion business (Gross and Poor,
2008). In the 1960s, the eight largest accountancy firms in the world, the Big Eight,
had entered IT consultancy.

Other entrants

The field was not limited to accountancies or to US firms. In the 1960s, firms on other
continents also entered IT consultancy. For instance, in 1967 in France the precursor
of the IT consultancy Capgemini was founded. A year later in India, the Tata
Consultancy was founded. These and other IT consultancies specialized in the
installation and integration of computer systems. In 1982, the US Department of
Justice dropped its anti-trust suit against IBM. In 1991 the firm’s 1956 consent decree
was lifted. Subsequently, IBM entered the IT consultancy market. This entry was very
successful. In 1996, the IBM Consulting Group already had annual revenues of US$
11 billion dollars (IBM, 1997).

INSTITUTIONAL CHANGES DRIVING THE GROWTH OF
MANAGEMENT CONSULTANCY

The previous section showed the expansion of management consultancy over time in
terms of the accumulation of fields (operations, organization and strategy, information
technology). Our explanation concentrated on technological changes (the second
industrial revolution and the development of information and communication
technologies) and regulatory changes (in particular the US anti-trust regulation).
However, during the industry’s history, a number of institutional changes also took
place that contributed to the demand for management consultancy (David, 2012).
Figure 2.2 visualizes these changes for the US market.
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FIGURE 2.2 Key institutional changes in the US management consultancy industry

Note: Con refers to consultancy

The professional manager

As discussed in the section about the first field of management consultancy, that is
operations consultancy, the emergence of the modern corporation with separation of
ownership and control led to the rise of the professional manager. It was this manager
from which management consultants derive their reason for existence.

The corporate form

The development of the corporate form in the 1930s induced the second field
(organization and strategy consultancy), in particular the sub-field of organization
consultancy. The arrival of the large diversified corporation during the 1960s created a
need for the sub-field of strategy consultancy. Figure 2.2 distinguishes four additional
institutional changes in the US that stimulated demand for consultancy in each of the
three fields.

The rise of the military-industrial complex

During the 1940s, the rise of the military-industrial complex (the network of armed
forces, the defence contractors or corporations that supply products and services to the
armed forces, and legislators) in the US and some other countries created a demand
for management consultancy. At first, management consultants were hired to provide
their services to address the challenges put forward by the Second World War. But
after the war, new defence programmes by the military-industrial complex induced
the continued demand for consultants.



The corporatization of the public sector

During the 1960s, two institutional changes took place in the US that had positive
effects on the demand for management consultancy. At later stages, these changes
spread from the US to other regions of the world. One change was the corporatization
of non-corporate sectors, most importantly the government and health care. Many
organizations in the non-profit sectors attempted to adopt the values and practices of
profit-oriented corporations. In their efforts to resemble corporations, these non-profit
organizations turned to management consultants to provide advice.

The growth of business schools and business media

The other change during the 1960s concerned the growth of business schools and
business media in the US. Business schools and business media are important partners
for management consultants in the creation and dissemination of management
knowledge (see Chapter 6). Business schools helped management consultancy in
three ways:

 Supplying graduates to the consultancy firms.
« Facilitating the creation and dissemination of management knowledge.

 Providing legitimacy to management and management consultancy (David, 2012).

Management consultancy benefited in two ways from the growth of the business
media: through publicity, the business press increased awareness of management
consultancy and also helped to create management fashion, which stimulated
consultancy demand (David, 2012).

The global spread of capitalism

MARKET REFORMS

In the 1990s, capitalism became more important in the economy worldwide. In that
decade, the former state socialist economies came under increasing pressure. Towards
the end of the 1980s and in the 1990s, former state socialist economies transformed
into a market capitalist system. Eastern Europe (the fall of the Iron Curtain in 1989),
the former Soviet Union (the collapse of the USSR in 1991), China (reforms started in
1978, privatization took off after 1992) and India (reforms started in 1991) are some
important examples of such economies adopting (elements of) the capitalist system.

In the 1990s, both in the Western world and in the former state socialist economies,
governments began to deregulate industries and privatize organizations. Examples of



such industries are aviation, health care, railways, and utilities such as electricity,
mail, and telecommunications. These changes implied large challenges for client
management in these industries, which induced the demand for management
consultancy.

GLOBALIZATION OF MARKETS

These transformations had significant implications, not only for the organizations
within those countries, but also for organizations all over the world. For client
management the geographic playing field became much larger and much more
complex. These changes induced a demand for management consultancy on an
increasing international scale. Western firms needed management consultants to help
them enter new international markets. In the 1980s, markets became increasingly
global. This globalization not only applied to product markets, but also to capital
markets and labour markets. Organizations moved production and other value-adding
activities offshore. The result was the rise of global value chains. In response to the
increasing competition, the 1980s witnessed two merger and acquisition (M&A)
waves. These waves created a demand for management consultancy to develop M&A
strategies and to assist in post-merger integration processes.

In the 1990s, Western companies expanded into newly opened markets in former
socialist countries. In the 2000s, companies from emerging markets also entered the
Western markets. As a result of these movements, competition became increasingly
global. Managers involved in global competition turned to management consultants
for advice.

TRANSFORMATION FROM MANAGERIAL TO INVESTOR CAPITALISM

Within the Western, capitalist world, the 1980s saw the growing influence of so-called
‘investor capitalism’ at the expense of the previous ‘managerial capitalism’ (Fligstein,
1990). As a consequence, power shifted from corporate managers to investors, most
prominently the activist shareholders. Management came under increasing pressure
from (activist) shareholders to create shareholder value. However, client management
also received incentives, stock options, and other results-based compensation, to
deliver the required results. As a result, the need for, and the desire to produce,
shareholder value increased substantially in the 1980s. These pressures stimulated the
demand for management consultancy.

RISING COMPLEXITY, AND INCREASING TIME AND PERFORMANCE
PRESSURE

Since the 1980s, the environment for client organizations has undergone significant
change. Besides the afore-mentioned political changes, client management also



witnessed important technological changes. The most important changes concerned
information and telecommunications technologies, which enabled new forms of
organization; induced a trend towards more networked organizational models and
further decentralization; enabled the geographic dispersion of activities, implying the
emergence of global value chains; and gave rise to the knowledge economy, with its
new products, services, and business models. In the 1990s, the internet gave rise to the
so-called ‘new economy’. These technological changes enabled innovations in
products and production processes. Moreover, the speed of product and process
innovations increased which led to a shortening of product life cycles.

The result of all these changes was increasing challenges for client management.
The complexity of management challenges, in terms of problems and opportunities,
surged. The pressure from financial markets on management to create (shareholder)
value also increased. Moreover, the time available for management to address these
challenges diminished. As a result, the need for speed grew. Together, these
challenges for management fuelled the demand for management consultancy.

INTERNATIONALIZATION OF US MANAGEMENT CONSULTANCIES

To Europe The United States was the most prominent country in the development of
the management consultancy industry. All three fields of management consultancy
(operations, organization and strategy, information technology) emerged in that
country. US management consultancy firms first disseminated their knowledge to
Europe. In the 1920s, they spread scientific management to there. In the 1960s, the
US consultancy firms spread the M-form organization into Europe. At that time, the
US management consultancy firms also began building office networks in Europe.

Moving East With the fall of the Iron Curtain in Eastern Europe in 1989 and the
collapse of the Soviet Union in 1991 new geographical areas for (Western)
management consultancy firms emerged. US and (mostly) European management
consultancy firms expanded their office networks into Eastern Europe and Russia
during the 1990s. In the 2000s, the rise of emerging markets, most prominently the
so-called BRIC countries (Brazil, Russia, India, and China), opened new geographical
opportunities for the management consultancies.

Moreover, in the Middle East new opportunities for management consultancy
arose. Because of the massive growth of wealth as a result of rising oil prices,
governments and (national) companies had the funds to hire management consultants
to transform their organizations into best practices. Governments needed management
consultants to help them identify investment opportunities in Western markets in
which to invest a part of their increasing cash flow. Western management consultancy
firms expanded their office networks into all of these new territories — BRIC and the
Middle East — and increasingly became global firms.



CASE STUDY

McKinsey & Company

The following case study provides a brief overview of the history of one of the
icons of management consultancy: McKinsey & Company. The history of this
firm mirrors some important aspects of the history of the management
consultancy industry.

James O. McKinsey

McKinsey & Company is named after a professor of business policy at the
University of Chicago. In 1926, James O. McKinsey founded a firm in finance
and budgeting services. The Chicago-based firm focused on the important
business problems of senior management. McKinsey had developed a common
problem solving approach. It was an integrative approach from a top
management perspective. As management consultants at that time were called
management engineers, McKinsey & Company was said to be an accounting and
engineering firm. In 1933, McKinsey’s firm profited from regulatory reforms in
the United States that forbade banks to engage in consultative activities, and
forced accountancy firms to choose between financial and management auditing
service. Whereas banks and large accountancy firms withdrew, new firms such as
McKinsey & Company captured the opportunity of management
auditing/engineering.

Marvin Bower

In 1935, James O. McKinsey temporarily left his firm to lead and turn around
one of the firm’s clients, the retailer Marshall Field’s. Two years earlier, in 1933,
a man had joined McKinsey & Company who would be of critical importance to
the firm’s further development during his fifty-nine year term of service. His
name was Marvin Bower. After the unexpected death of James O. McKinsey in
1937, the firm, which comprised a Chicago office and a New York office, was
split in two. The Chicago office became A.T. Kearney & Company, after its
office director, Andrew Thomas Kearney, a managing director who had joined
the firm in 1929. The New York office acquired the rights to the name McKinsey
& Company, and was led by Bower and two colleagues. It was Marvin Bower
who introduced the term ‘management consulting’. Recognizing the need for a



professionalization of consulting, Bower, who had been a corporate lawyer,
modelled McKinsey & Company on the most prestigious law firms. He
introduced ‘professional language’. For instance, instead of company, projects,
and customers he spoke of firm, engagements, and clients. He also attempted to
make the appearance of consultants more professional and insisted on a dress
code.

Values

Most important was Bower’s introduction of values in the 1930s that would
guide professional conduct and bind the firm. Some examples are: ‘Put the
client’s interest first and separate yourself from the job’ (Haas Edersheim, 2004:
39): only undertake engagements when the expected value for the client exceeds
the firm’s fees (McKinsey, 2012): ‘Center problem solving on the facts and on
the frontline [of the client personnel]’ (Haas Edersheim, 2004: 40). In the 1930s,
Bower also complemented James McKinsey’s problem solving approach with an
orientation towards action. Getting clients to take action, that is adopt the
consultant’s recommended solution, required client ownership. The need for
client ownership led to the notion of working in partnership with clients: the
‘engagement’. In contrast with the dominant principle of billing on a per-diem
basis, Bower introduced value-based fees for clients: McKinsey & Company
began to bill for the value received by the clients. Following the law firms,
Bower also introduced the promotion practice of ‘up or out’; employees were
either promoted, or asked to leave the firm. Instead of hiring experienced
managers from industry, Bower shifted recruitment to the smartest graduates
from the best business schools. In the 1950s, McKinsey & Company started
MBA-recruiting from the Harvard Business School.

Expansion and stagnation

Being an advisor to chief executive officers made it natural step to expand the
portfolio of services with an organization-type of consultancy. In the 1940s,
McKinsey & Company became successful in implementing the multi-divisional
form in US corporations. Whereas in the 1950s Arthur Andersen started to
provide advice on installing and using ‘electronic computer systems’, McKinsey
& Company was a highly successful organization consultancy. Towards the end
of the 1950s, the firm opened its first international office in London. Whereas
McKinsey & Company was expanding fast with its organization consultancy,
first in the United States and later, in the 1960s, internationally, in the US a new
entrant, the Boston Consulting Group, pioneered strategy consultancy. In the



1970s, McKinsey & Company faced a declining demand for organization
consultancy. The firm heavily invested in knowledge development to
successfully enter strategy consultancy.

Regaining momentum

In the 1980s, the investments paid off. One of the knowledge development
studies led to the management bestseller In Search of Excellence (1982). In the
1980s, the firm regained fast (international) growth. In the 1990s, when
information technology moved to the management board agenda, McKinsey &
Company decided to enter information (technology) consultancy. To catch up
with established competitors, it acquired in 1989 the Information Consulting
Group (ICG). Although the majority of ICG staff left within a few years,
McKinsey & Company managed to build a business technology practice. This
practice took a top management approach that focused on the relation between
strategy and information technology. The firm’s information technology practice
focused on advice. It refrained from designing, implementing, or running (that is
outsourcing) technology systems.

Worldwide impact

By the 2000s, McKinsey & Company had grown into a broad player, active in
the major fields of management consultancy, from operations, to organization,
strategy, and information technology. The firm operated on a global basis and
had a large, worldwide impact, not only through its engagements and the
continuous stream of management publications from its global office network
(98 offices and 17,000 employees, of which 9,000 were consultants according to
Forbes, 2011) but also through its alumni-network of 24,000 registered alumni in
120 countries, including over 230 chief executive officers of companies with
annual revenues exceeding US$1 billion (McKinsey, 2012).

Discussion questions

1 Explain the rise of McKinsey & Company during the 1930s and 1940s.
2 Why did Marvin Bower model McKinsey & Company on a law firm? Explain your answer.

3 Reflect upon how McKinsey & Company responded to the emergence of new (sub-) fields of
consultancy, that is the rise of strategy consultancy and the rise of information technology consultancy.
Why was the firm, in both cases, a late mover? Explain your answer.

4 What lessons for management consultants can be drawn from the history of McKinsey & Company?
Elaborate on your answer.



THE RISE AND DECLINE OF MANAGEMENT CONSULTANCIES

The history of management consultancy shows the rise and decline of individual
consultancy firms. Typically, the rise in firms is explained by the emergence of new
consultancy fields. New fields provide opportunities for new entrants. Incumbent
firms may decline. Some incumbents disappear, that is they left the industry or lost
their independence due to an acquisition. Other management consultancy firms fall
back only in relative terms, that is, losing their market share.
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FIGURE 2.3 Examples of leading firms for each of the three fields

Note: Year refers to the year of foundation. Con refers to consultancy

An example is the management consultancy firm the Bedaux Consultancy that
focused on scientific management to improve operations efficiency. From the late
1950s onwards, the organization and strategy consultancy firms increasingly
displaced the operations oriented consultancies, such as Bedaux (Kipping, 2002).
Some operations oriented consultancy firms disappeared. In the 1980s, the
consultancies focused on organization and strategy were surpassed by consultancies
that concentrated on information technology. Not all of the IT consultancies’ revenues
qualify as real management consultancy in the sense of advice to management and
assistance with managerial implementation tasks. But even the pure management
consultancy revenues of the big IT firms may surpass the revenues of some pure
management consultancy firms. Figure 2.3 provides for each of the three fields some
examples of consultancies that are leading firms in their field, or in the case of the
first field, firms that were leading their field.



Entering a new field

You may ask yourself: why did management consultancy firms which were first
movers in the development of a new consultancy field, and which dominated the
consultancy industry as a whole, eventually lose their leading position? Management
consultancy firms which were leaders in one field of management consultancy found
it difficult to establish a similar position in a new field (Kipping, 2002). When the
second field (organization and strategy) emerged, the leading firms in the first field
(operations consultancy) lost their dominant position in the management consultancy
industry (as a whole) to the leading firms in the new field of organization and strategy
consultancy. The leading operations consultants did not succeed in achieving a similar
position in the new field of organization and strategy consultancy. History then
repeats itself: when the third field (IT consultancy) emerged, the leaders in the second
field lost their dominant position in the management consultancy industry (as a
whole) to leading firms in the new field of IT consultancy. The leading organization
and strategy consultants did not succeed in achieving a similar position in the new
field of IT consultancy.

Business models

Apparently, for incumbent management consultancy firms, entry into a new
consultancy field is difficult. Not only does the consultancy product vary by field, but
so do business models. We discuss how fields differ in some key aspects of the
business model:

Client relations.

Consultancy resources.

Consultancy economics.

Consultancy reputations.

The business models vary by field. Each field targets another group of clients. This
means that client relations vary by field; compare for instance the target clients for
operations consultancy, which are factory management, with the target clients for
organization and strategy consultancy, which are executive management. Different
target groups lead to a different client value proposition by field. For example,
organization and strategy consultancies may develop a new corporate strategy to
enable the corporation to achieve its growth objectives, while IT consultants may
advise about a new computer system for an administrative process. These differences
in value proposition have implications for the required resources, the economics, as
well as the reputation of the consultancy.



CLIENT RELATIONS

Relations with clients may also explain the decline of management consultancy firms.
The efficiency experts worked for factory management. Management audits and
organization studies were directed towards executive management. This difference in
management level may help explain why efficiency experts were not the most suited
to benefit from the demand for management audits and organization studies. The
small cost accountants benefited from the regulatory changes in the 1930s to grow in
the field of management audits. These audits provided management engineers with
contact with executive management. This relationship with executives put the
management engineers in the right position for organization studies. Strategy
consultancy was also directed towards executive management. The common client
may explain why many organization consultancies (eventually) successfully entered
the strategy field. In contrast, information consultancy was initially directed at lower
client management (managers in the electronic data processing department), and did
not receive executive management attention until the 1990s. This difference in client
relations may help explain why organization and strategy consultants did not focus on
information consultancy, at least not before 1990. They may not even have considered
it as relevant, because their client, executive management, did not focus on IT.

CONSULTANCY RESOURCES

Resources also vary by field of consultancy. The efficiency experts of the first field
were often sole practitioners. Organization and strategy consultancy is done in
relatively small teams made up of a senior partner and a number of junior consultants.
Information consultancy involves large teams of juniors. In addition to the number of
consultants on a project, the type of consultants also varies by field. Efficiency experts
are experienced individuals with a background in the industry. Organization and
strategy consultancies typically recruit the smartest graduates from the most
prestigious business schools. These people are hired for their intelligence, not for their
industry experience. IT consultancy firms which rely — to a large extent — on
standardized procedures and other forms of knowledge management are less
dependent on the high intelligence quotient of their recruits.

CONSULTANCY ECONOMICS

Within consultancy economics, we may distinguish differences in the fee structures
and differences in the capital intensity of management consultancy in different fields
of management consultancy. Differences in client value proposition lead to
differences in fee structure. Hourly fees (the fee charged per hour of consultancy) in
organization and strategy consultancy are typically significantly higher than in IT
consultancy. Such a difference in fees discourages organization and strategy



consultancy firms from entering IT. It is difficult to combine, in one organization,
consultants who work at significantly different fee levels.

Higher capital intensity may also inhibit consultancy firms from entering a new
field. Information technology consultancy firms have a (very) high capital intensity
compared to firms operating in the other fields. Information technology consultancies
typically combine management consultancy with other professional services. Because
of these other services, in particular outsourcing services, they need huge investments
in physical capital — ICT infrastructure. Because of the importance of physical assets,
the IT firms have large opportunities for scale economies. Compared to organization
and strategy consultancy firms, the information consultancies therefore have to be
(very) large. Information consultancies may employ tens of thousands of consultants.
Because of the scale economies, entering I'T consultancy requires large — financial —
investments. To finance these investments, information consultancies have become
publicly listed firms. Strategy and organization consultancy firms are typically
professional partnerships.

CONSULTANCY REPUTATIONS

Reputation is highly important in management consultancy, as consultancy is an
intangible product. The reputation of a management consultancy firm signals quality
and is also crucial for the informal role of providing legitimacy to clients. The
reputation of an operations efficiency expert can turn from an asset into a liability if
the firm enters organization and strategy consultancy. Executive management
probably perceives the consultant as an efficiency expert, not as an expert on
organization and strategy. The consultancy firm will have a credibility problem.
Building a new reputation typically requires significant efforts (including investments
in marketing) and a lot of patience.

The unattractiveness of embryonic fields

A new consultancy field in an embryonic stage is not attractive for large, established
consultancy firms in well-developed fields. The new field is too small for them.
However, by the time the consultancy field has grown large enough for the big firms,
it will already be occupied by other consultancy firms and by then those other firms
will be well entrenched.

The curse of success for established consultancies

Management consultancy firms established in a particular field are so occupied with
their currently successful product that they do not look for new opportunities. Their
opportunity costs are too high as they can earn lots of money with their traditional



service. Moreover, entering new fields carries risk compared to further exploiting a
proven field.

The rise of organization and strategy consultancies and the relative
decline of operations consultancies

This new field of management consultancy differed in some important aspects from
operations improvement, the first field of consultancy (see also Kipping, 2002). The
business model of operations consultancy differed from organization and strategy
consultancy. Both the target client groups and the value proposition differed.
Operations consultancy was about the productivity of blue collar workers, whereas
organization and strategy consultancy was about the financial performance of the
whole corporation, including both blue collar and white collar workers.

DIFFERENT CLIENT RELATIONS

The clients varied by field. Operations consultants worked for operations or factory
management, whereas the organization consultants worked for executive
management. The management engineers already worked for executive management.
The management audits they provided had the broad scope of covering the whole
client organization, not just the operations. Therefore, management engineers were in
a good position for organization and strategy consultancy.

DIFFERENT CONSULTANCY RESOURCES

The type of consultant differed as well between operations consultancy and
organization and strategy consultancy. The operations consultants were self-taught,
experienced experts. The organization consultants were university-trained accountants
and lawyers. Whereas in operations consultancy all consultants were seniors, the
organization consultants introduced the partnership model, whereby the senior
partners worked with groups of junior consultants. For the junior positions, the
organization consultants would recruit fresh graduates from prestigious business
schools, most prominently the Harvard Business School.

REPUTATIONS

Reputations played a role. The industrial engineers had a reputation for operations
efficiency, not for organization and executive management consultancy. Moreover,
they suffered from the backlash in the United States against scientific management.
Finally, operations consultants who were successful with scientific management may
have fallen victim to the ‘curse of success’.



INTO DECLINE

In the 1950s, after the demand for scientific management in Europe had dried up, the
efficiency experts diversified their consultancy activities, but kept their focus on
efficiency improvement. From the 1960s onwards, these consultancies went into
decline and eventually disappeared. These firms went out of business, or they were
acquired and integrated into other consultancy firms.

The rise of IT consultancies and the relative decline of organization
and strategy consultancies

The reasons why the organization and strategy consultants did not enter the new field
of information consultancy may resemble those of the industrial engineers.
Differences between, on the one hand, the business models of organization and
strategy consultancy, and on the other hand, information consultancy, may have
prohibited organization and strategy consultancies from entering information
consultancy. These differences included the subject of consultancy, the nature and the
scope of projects, the client management level, the type of consultants, the ratio of
junior consultants to partners, and the reputation. The second part of this book will
discuss these differences in further detail. In addition, the organization consultancies
may have faced the curse of success, like the industrial engineers before them. In the
case of the organization consultancy firms it was not only the success of their
traditional field of organization consultancy that kept these firms from exploring
information consultancy, it was also the emergence in the 1960s of a new sub-field
that was more tempting and more relevant for these firms: strategy consultancy.

CURSE OF SUCCESS

The differences between information consultancy and strategy consultancy were
relatively difficult to bridge. However, corporate organizational structure and strategy
are intertwined. Organization and strategy consultancy are related fields. But the
organization consultancies were not the first movers in strategy consultancy. BCG
‘invented’ strategy consultancy. Why did the organization consultancies not develop
the emerging field of strategy? An important explanation may be the curse of success.
Around 1960, the organization consultants, most prominently Booz Allen & Hamilton
(300 consultants and 12 million dollar revenue) and McKinsey & Company (165
consultants and 6.7 million dollar revenue), reached the peak of their power
(McKenna, 2006). They were unchallenged at that time. The firms enjoyed high
growth in demand. Booz handled 500 individual clients in 1967, whereas McKinsey
& Company worked for 300 clients in 1962 (McKenna, 2006). By the end of the
1960s, Booz Allen & Hamilton employed more than 1,200 consultants, which made it



the largest US management consultancy (Higdon, 1969).

CHANGING FORTUNES

Whereas in the 1960s, new entrants explored the strategy field, the organization
consultants exploited the success of their field. The 1960s were a decade of fast
growth for management consultancy (McKenna, 2006). In contrast, the 1970s were a
period of slow growth for both the organization and the strategy sub-fields. In the
1970s, the organization consultants in particular faced an increasingly difficult
situation. Their traditional business of organization studies was under threat when the
demand for organization studies also declined in Europe. Organization was no longer
the primary problem for executive management. Moreover, in the new sub-field of
strategy, the organization consultants faced first movers and thought leaders, which
were the Boston Consulting Group and Bain & Company.

FIGHTING BACK

In the second half of the 1970s, McKinsey & Company invested heavily in order to
fight its way into the sub-field of strategy consultancy (Kiechel, 2010). The firm
funded research on strategy, Japan, and corporate culture. McKinsey & Company
introduced, in the early 1980s, its 7-S framework for analysing strategy in response to
the success of BCG’s concepts. This framework was presented in the first
management bestseller, In Search of Excellence. This book was written by McKinsey
partners Peters and Waterman (1982). With the 7-S framework McKinsey &
Company achieved a top ranking as an innovative strategy consultancy during the
1980s. In that decade the firm emphasized organizational culture. The heart of the 7-S
model was the shared values of the organization, which referred to culture. With this
emphasis on culture, McKinsey & Company built on its heritage in organization
consultancy.

THE GROWING DIVIDE

While McKinsey & Company in the 1980s caught up in the sub-field of strategy,
management consultancy’s third field, information technology consultancy, had taken
off. After the slow growth of the 1970s, the management consultancy market
increased growth during the 1980s (McKenna, 2006). Already during the 1970s, a
divide had emerged between the consultancies focused on organization and strategy
on the one side, and the consultancies focused on information technology on the other
side. During subsequent decades, several attempts were made from both sides to cross
the divide. However, the differences between the two fields of consultancy proved to
be (too) large. IT consultancies entered organization and strategy consultancy either
through organic development or via acquisition. An example of the latter was the



acquisition in 1995 of A.T. Kearney by EDS. Organization and strategy consultancy
firms attempted to enter IT consultancy. Some firms, such as the Boston Consulting
Group, set up their own IT group, while others, such as McKinsey & Company,
acquired (small) I'T consultancies.

The entries and exits of accountancies

In 1936, many large accountancy firms withdrew from management consultancy —
management audits — due to requirements by the US SEC. In the 1950s large
consultancies entered IT consultancy. In the 1980s, the Big Six accountancy firms led
by Arthur Andersen expanded their consultancy divisions, either through internal
growth or through acquisitions. In 1989, Arthur Andersen separated its accounting
and consulting divisions. The accountancy business continued to operate under the
name of Arthur Andersen, whereas the consultancy business took the name Andersen
Consulting. In the 1990s, the world’s six largest accountancies saw their revenues
from non-audit services surpass their audit revenues. In 1989, the revenues of
Andersen Consulting amounted to just over US$1 billion. In 1998, the consultancy
business had grown revenues to US$8.3 billion, whereas the accountancy business’
revenues were US$6.1 billion (Kipping, 2002). The 1990s were a decade of fast
growth for management consultancy (McKenna, 2006). For instance, McKinsey &
Company’s revenues grew from US$1.1 billion in 1991 to US$2.5 billion in 1998
(Financial Times, 1999).

ACCOUNTANCIES WITHDRAW

However, the consultancy business of the accountancies created a conflict of interest
with their accountancy business. In the late 1990s, the chairman of the US SEC
concluded that the leading accountancies were no longer truly independent because of
their heavy reliance on consultancy business. Under pressure from the SEC, the
accountancies divested themselves of their consultancy divisions. This is similar to
the SEC’s 1936 requirement for accountancies to choose between financial auditing
and management auditing.

In 2001, Andersen Consulting became Accenture. By 2002 all the big
accountancies had sold their consultancy divisions. For instance, Ernst & Young
Consulting was sold to Capgemini, and PriceWaterhouseCoopers Consulting was
acquired by IBM Consulting. The exit of the accountancies from management
consultancy was another stimulus to the demand for other management consultancy
firms.

ACCOUNTANCIES RE-ENTER



In the early 2000s, corporate scandals — most prominently, Enron, Parmalat and
WorldCom - led to new legislation. Enron led to the fall of the accountancy firm
Arthur Andersen, but the reputations of some management consultancies which
served these corporations also suffered. In 2002, the US Sarbanes-Oxley Act formally
forbade accountants from offering management consultancy to their accounting
clients. Similar to the 1930s, regulatory changes played out in favour of management
consultancies. However, the bursting of the dotcom bubble in 2000 and the 9/11
attacks in 2001 led to an economic downturn which caused a decline in the
management consultancy market.

In the second half of the 2000s, the accountancies returned to management
consultancy. After an absence of a couple of years (because their contracts with the
firms that bought their consultancy divisions in the late 1990s and early 2000s did not
allow the accountancies to set up a consultancy business in a defined period after the
sale), they started to rebuild their management consultancy practices. The credit crisis
of 2008 caused another economic downturn and a declining demand for management
consultancy.

SUMMARY

Institutional changes

The management consultancy industry benefited several times from a tail wind in the
form of regulatory actions in the United States that cleared the field of competitors
from other industries. The US anti-trust legislation of the 1930s drove bankers and
large accountancy firms from the field of management audits. Small cost accountants,
such as Booz Allen & Hamilton, and McKinsey & Company, turned into management
engineers.

US anti-trust legislation in the 1950s prevented computer vendors (among which
was IBM) from entering the emerging field of information consultancy. This
legislation gave the market to the large accountancy firms, such as Arthur Andersen.
When the ban on computer vendors was lifted in the early 1990s, IBM and other
computer firms entered information consultancy.

The management consultancy industry also benefited from several other
institutional changes, including the rise of the manager, the rise of the corporate form,
the corporatization of the non-corporate sector, the rise of business schools and
business media, and the global spread of capitalism.

Emergence of new fields

The history of the industry shows the opening of new fields of consultancy over time.
Initially, operations were the most important field. In the 1930s the rise of the



corporate form stimulated the second field: organization and strategy consultancy. The
third field, information technology consultancy, is rooted in the 1950s. The history of
management consultancy shows that each field was dominated by different firms.
Leading firms in one field found it difficult to establish leading positions in fields that
emerged at a later stage. The emergence of new fields induced the rise of new firms.
The difficulties of moving from one field into another led to the decline (in absolute
or relative terms) of firms.

REFLECTIVE QUESTIONS

1. Why did the industrial engineering firms that once dominated management
consultancy disappear? Explain your answer.

2. Why, in the 1930s, did one accountancy firm, McKinsey & Company, decide to
focus on management audits (management consultancy), whereas another
accountancy firm, Arthur Andersen, decided to withdraw from management audits,
in order to focus exclusively on financial audits? Explain your answer.

3. Should the management consultancy firms that focused on organization studies
have entered the field of IT consultancy in the 1950s, when that new field emerged?
Why, or why not? Explain your answer.

4. What lessons, if any, can you draw for management consultancy firms from the
history of the management consultancy industry? Explain your answer.

5. To what extent do you expect that historical forces (technology, regulatory, and
institutional) will continue to influence the management consultancy industry?
Explain your answer.

MINI CASE STUDY

The return of an accountancy firm

During the history of management consultancy, accountancy firms several times
entered and exited the management consultancy industry. Debit & Credit is a
very large international accountancy firm. In the 1990s, Debit & Credit operated
with a management consultancy division. In the early 2000s, under pressure from
the US SEC, the accountancy firm sold its management consultancy division to a
large information consultancy firm. Ten years later, some partners of Debit &
Credit think the firm should re-enter management consultancy because
competitors are also setting up consultancy divisions. Consultancy seems to offer



more attractive opportunities than accountancies. Other partners have doubts
about re-entering consultancy. Should Debit & Credit re-enter the management
consultancy industry?

Questions

1 What are the reasons for Debit & Credit to re-enter the management consultancy industry? What field(s)
of consultancy would be most suitable? Elaborate on your answer.

2 What are the reasons for the firm not to re-enter management consultancy? Elaborate on your answer.
3 What should Debit & Credit do and why? Explain your answer.
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REASONS, RISKS, AND RESULTS
OF MANAGEMENT CONSULTANCY

INTRODUCTION

This chapter provides a critical perspective on:

1. The reasons for hiring management consultants.
2. The risks of using consultants.
3. The results that management consultants may achieve.

We begin with a discussion of the difficulties in measuring the effect of management
consultancy. Next, we relate these effects to the different fee setting strategies of
consultants. Subsequently, we look at the benefits sought by clients and their hiring
reasons. We compare the reasons for hiring external consultants with those for
employing internal consultants. Additionally, we explore the risks of using external
consultants. The chapter closes with a summary, reflective questions, a mini case,
suggestions for further reading, and references.

Main learning objectives

 Understand the difficulties of measuring the effects of management consultancy
projects and explain the consequences for consultancy fees.

+ Distinguish formal and informal reasons for hiring management consultants and
corresponding effects sought by clients.

» Compare the effects of external and internal management consultancy on clients.
* Identify the risks of unethical behaviour by management consultants.

 Understand resistance to management consultancy.

DIFFICULTIES IN MEASURING THE EFFECT OF MANAGEMENT



CONSULTANCY
Critical view

Critical academic literature (for an overview, see Clark and Fincham, 2002) argues
that management consultancy faces ambiguities over the claimed results (Alvesson,
1993). Because of the difficulties of investigating the effectiveness, critical academic
studies have not focused on the effect of management consultancy. Popular criticism
by some journalists and alumni of management consultancies questions the effect of
management consultancy (see for example, Ashford, 1998; O’Shea and Madigan,
1997; Pinault, 2000).

Growth in demand

Nevertheless, the demand for consultancy has grown rapidly, in particular since the
1980s. In 1886 the oldest management consultancy firm was founded: Arthur D.
Little. In 1955 worldwide revenues reached US$1 billion. By 1980 revenues
amounted to US$3 billion. In 1999, management consultancy accounted for 60
billion. Six years later in 2005, industry revenues had grown to US$150 billion." How
to explain this growth for management consultancy services if their effect is
ambiguous?

The impact

The impact of management consultancy can be separated into, on the one hand, the
effect of individual consultancy projects, and on the other hand, the number of
projects.

Methodological problems

No academic study has (as yet) measured the effect of management consultancy in
terms of client performance. Measuring this effect is difficult for various reasons,
including three methodological issues (Engwall and Kipping, 2002):

1. Difficulties in isolating the effect.
2. Lack of comparison.
3. Bias

DIFFICULTIES IN ISOLATING THE EFFECT First, there is the problem of
isolating the effect of management consultancy on client performance. The advice,



and implementation assistance, of management consultants are among several factors
that will influence the performance of clients. Moreover, the effects of consultancy
may only materialize some time after the completion of the consultancy project. The
causality between management consultancy and client performance is, therefore,
difficult to measure (see Figure 3.1).

Assists client .
i management '
with solution

iimplementaﬁonl,'(

Client Accepts a Implements a Achieves a
management solution solution performance

FIGURE 3.1 The chain of causality from advice and assistance to client
performance

Management Recommends
consultant a solution

Note: Dotted line indicates that assistance is optional (only applicable if broad management consultancy)

Reasons for a deviating performance The client may implement the consultants’
solution wrongly or with a delay. The client may also lack sufficient resources and
capabilities to implement the solution correctly. Actors within the client organization
may shirk. Even worse, actors within the client organization who oppose the solution
may sabotage the implementation. In particular, if the management consultants do not
assist client management with the implementation of a solution, the management
consultants will have no influence on that implementation. For the management
consultants it is difficult to monitor the implementation, in particular if the
consultants’ role was restricted to advice giving. Moreover, even if the clients
implement the consultants’ solution flawlessly, the realized client performance may
deviate from the intended outcome. As stated before, various factors inside and
outside the client organization may also influence client performance, such as overall
economic downturns or industry specific downturns. The solution is one among
several factors that may have an effect on client performance.

LACK OF COMPARISON

Second, there is the problem of a lack of comparison. It is not possible to measure
what would have happened to client performance without management consultancy.
Identical twins, with one organization using management consultancy and the other
refraining from consultancy, do not exist.

BIAS
Third, there is the problem of bias. The stakeholders, clients and consultants have an



interest in justifying the consultancy project and will, therefore, overrate the
effectiveness of the project. Objective measurement will be difficult to achieve.

Data and disclosure problems

Besides methodological problems, there are problems with data. Data on management
consultancy are hard, if not impossible, to get for outsiders, that is, those others
besides clients and consultants. Clients have no interest in disclosing their usage of
management consultancy, let alone share information about the effect of that
management consultancy, and they will certainly not provide data on management
consultancy projects that failed. In the case of successful projects, clients may have an
incentive to claim the success for themselves and hide their usage of consultants.
Management consultants have an interest in communicating their successful
consultancy projects. When consultants have to pitch a new project to a prospective
client, they usually like to show the results of similar types of projects. From a
prospective client’s point of view, the strongest credentials are those with a client
name and a contact person, or a reference letter from the client executive. However,
clients may require that consultants sign non-disclosure agreements. Even in the
absence of such non-disclosure contracts, consultants may be reluctant to
communicate data about client projects because of client sensitivities. As a result,
management consultancy is a relatively closed industry.

FEES FOR EXTERNAL MANAGEMENT CONSULTANCY

Even for clients and consultants with their superior access to information about the
consultancy assignment it is difficult to evaluate the effect of management
consultancy. The afore-mentioned methodological reasons make any evaluation of the
effect difficult if not impossible. This lack of measurement of the effect has
consequences for the pricing of management consultancy, that is the fee that
management consultants can ask of their clients.

Principles of pricing

In general, the prices of products, projects or services, can be conceptualized as a
spectrum (see Figure 3.2). The lower limit of the pricing spectrum is the cost of a
product. On the one hand, there are the direct costs of the salaries, the travel, and
other project-related expenses of the consultants staffing the project. On the other
hand, there are the indirect costs of the management consultancy firm, including the
supporting functions. Suppliers cannot afford to offer their product at a price that is
below cost, at least not in the long term. The cost sets the floor for the pricing. The



upper limit of the pricing spectrum is the client’s willingness to pay for the product.
What determines this ‘willingness to pay’? The maximum amount that a client is
willing to hand over for a product or project is the value they attach to — or the
perceived effect of — the particular product or project.
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FIGURE 3.2 The spectrum of a management consultancy fee

Fees based on effects

Therefore, it is highly relevant for management consultancies to measure this effect,
provided that the effect is large. This willingness to pay for management consultancy
increases with the effect of management consultancy. A management consultancy
could claim a share of the created worth if they could prove the worth of their advice.
Management consultancy fees could then be based on a share of the created worth.
For instance, a management consultancy develops a corporate restructuring strategy
for a large corporation. Assume this strategy is worth US$500 million in terms of
reduced costs. A percentage for the management consultancy might then be
justifiable. Let’s hypothetically assume a 0.5 per cent fee. In this fictitious example,
the management consultancy would then earn US$2.5 million from the project.

Factors affecting fees

Three factors push management consultancy fees (far) below the upper price limit of
willingness to pay.

MEASUREMENT DIFFICULTIES

First, the effect of a management consultancy project is often not possible, or at least
very difficult, to measure. However, in some cases this may also be advantageous for



management consultants. If the effect is below client requirements or even negative,
then the consultants will benefit from the measurement difficulties.

As a result of such difficulties, management consultancy fees are generally based
on time and materials. Those fees are probably significantly below the US$2.5 million
mentioned in the example. At the management consultancy Bain & Company they
say: “We sell profit at a discount’ (Kiechel, 2010).

CO-PRODUCTION

A second factor pushing down fees below the upper limit is the fact that management
consultancy is often a co-production by client and consultant. Because management
consultancy is a service, clients play an important role. The production and
consumption of a service are intertwined. In a management consultancy project,
clients have a (important) role, not only in the development of the advice but also in
the implementation of that advice. For the advice development, the knowledge of the
client is often essential. Implementation cannot be done without client effort.
Therefore, a management consultancy project is a co-production by consultants and
clients. This leads to another issue regarding the effect of management consultancy.
Not only is the effect of the project hard to measure, one also needs to distinguish the
individual contributions of consultants and clients. The effect of the consultancy
project should be divided among both parties.

Dividing the effect Let’s take the example of a corporate restructuring project
because the effects are relatively easy to quantify. Consultants and clients together
will identify the restructuring opportunity and the consultants will assist the client
with implementing of the restructuring programme. We have assumed that the cost
savings from this project are US$500 million. How much of this effect is attributable
to the management consultants? Theoretically, a marginal analysis may provide some
insight. Such an analysis would be based on the effect that the client may be able to
achieve without the help of management consultants. In our example, the client might
be able to achieve on its own a cost saving of US$300 million. The additional US$200
million is due to the hiring of management consultants. But again, it is a co-
production. The additional savings of US$200 million are not only attributable to
consultants. This effect should be divided among client and consultants. The
bargaining power of the client determines how the effect is divided. Chapter 5 will
elaborate on this bargaining between client and consultant. Moreover, consultants may
be willing to offer a project for a lower fee if they see opportunities for further work.
By selling the project at a relatively low fee, they hope to move into a better position
to land a large future project (Chapter 10 discusses in more detail the pricing
strategies of consultants).



COMPETITION

The third factor pushing down consultancy fees below the upper limit is competition.
We may distinguish three competitive forces with a downward impact on consultancy
fees: (a) competition among incumbent management consultancies; (b) the threat of
new entrants into the management consultancy industry; and (c) competition from
substitutes for management consultancy. Chapter 5 will explore these competitive
forces in detail.

Rewards and risks

If project fees are based on time and materials, then management consultants will not
encounter (a large) risk on their projects. If the expected results of the project fail to
materialize, then the consultants still receive their fees. Their client fully absorbs the
risk of a failed project. Result-based fees for consultants would shift some part of this
risk onto the consultants. However, the downward potential for consultants remains
limited. Whereas a client may go bankrupt in the worst case, the consultants may lose
the variable part of their fees. Management consultants typically cannot be held
accountable for the client’s negative results for two reasons: measurement and
responsibility.

MEASUREMENT

First of all, the relationship between management consultancy services and client
performance is hard to measure. The measurability relationship may vary between
projects. In general, the effect of top-line (growth) projects is harder to measure, and
to assign to a consultant’s contribution, than bottom-line (cost reduction) projects.
Projects on strategic sourcing or process efficiency lend themselves relatively well to
the measurement of effects and are more often linked to consultancy fees. Especially
during times of budget issues, clients may opt for risk-reward projects.

RESPONSIBILITY

Second, management consultants are never responsible for management decisions.
Even in the case of consultants as a management substitute (see Chapter 1), client
management remains responsible for any decision. Consultants only provide advice. It
is the client’s responsibility whether to follow this advice and make particular
decisions, or to reject it. Some consultants will add legal clauses to their contracts that
will exclude all accountabilities for any negative effect that may arise in the context of
the consultancy project. Even though management consultants may not have their fees
at stake, a failed consultancy project will negatively affect their reputation when word
gets out.



REASONS FOR HIRING MANAGEMENT CONSULTANTS

Measuring the effect of management consultancy in terms of client performance
assumes that clients hire management consultants to improve the effectiveness and/or
efficiency of their organization. However, this chapter shows that the reasons for
hiring management consultants do vary. Not all reasons are (directly) related to the
performance of the organization. There is no single effect from management
consultancy, but several effects. These cannot be measured only in terms of the
performance of client organizations (Ernst and Kieser, 2002). The question arises: for
what reasons do client managers hire management consultants?

Different effects sought

We explore what effects client management seeks from management consultants.
According to this book’s (narrow) definition, clients hire management consultants to

provideradvice o decisions toiSoIVemproblems. However, clients may also hire these
consultants to provide assistance with managing the implementation of the solution

(broad definition). These definitions reflect formal reasons for hiring consultants.
Client management uses consultancy for [other reéasons as well. Clients will seek
various effects from consultants. We analyse the effect of management consultancy by
clients’ reasons for using consultants. Figure 3.3 provides an overview of these
reasons and the effects clients seek.

Offerings of management  Reasons why clients hire Effects sought by clients
consultants management consultants
- _| Improve parformance of client
Providing knowledge > organization
Solving problems and -
assisting with solution o improve p eﬁoqname ounian
} : organization
implementation
Management
consultants’ Y Improve performance and reduce
knowledge and > Management audits risk for client organization
capabilities
Argumentation for Beanefit for (individuals within)
decisions client organization
2 . Benefit for capacity
Addiinal cepachy constraints of client organization
Validation of decisions Legmmagy for (|nd|y|dqals within)
Management client organization
consultants'
reputation - Relief for (individuals within) client
Blame for decisions > BT
organization

FIGURE 3.3 Reasons for hiring management consultancy and effects sought









Reasons and roles

These hiring reasons mirror the roles of management consultants, as described in
Chapter 1. Chapter 1 distinguished formal roles (expert, doctor, and facilitator), and
informal roles (hired hand, legitimator, political weapon, and scapegoat). Providing
knowledge mirrors the expert role. Solving problems is the doctor role or the
facilitator role. As a doctor, the consultant provides the solution. As a facilitator, the
consultant provides the process of problem solving.

The functionalist perspective

Chapter 1 discussed two opposing perspectives on management consultancy. We
distinguished between the functionalist perspective and the critical perspective
(Armbriister, 2006). In the functionalist perspective, management consultants are the
developers and carriers of management knowledge. According to this perspective,
management hires management consultants to provide knowledge and capabilities to
solve problems in an objective and independent way. These hiring reasons relate to
the formal roles of management consultants: the management consultant as an expert;
the management consultant as a doctor; and the consultant as a facilitator (providing a
process for problem solving).

The critical perspective

The critical perspective acknowledges that management consultants solve problems.
In addition, this view distinguishes various informal toles. Clients may hire
management consultants to provide temporary capacity (hired hand), to legitimize
clients’ solutions which other stakeholders oppose (legitimator), to support clients in
political fights (political weapon), and to faké'thé'blame for clients’ solitions that'are
not in the interests of some other stakeholders (scapegoat). These reasons differ in
terms of the effect of management consultancy. Management consultancy is defined
as providing independent advice (see Chapter 1); however, the consultant depends on
the client for their payment. Therefore, the consultant may be vulnerable to
opportunistic clients who hire a consultant as a legitimator, political weapon, or
scapegoat. In each of these situations, we can no longer qualify the consultant’s
advice as independent.

CASE STUDY

















The effect of advice

The following case study illustrates how management consultants may have a
positive effect on their clients’ performance. This is a stylized case based on a
synthesis of disguised real world situations. The case also illustrates the
importance of independent advice.

In search of synergies

Blivet Corporation is a vertically integrated company. The company has
positions in the manufacturing of components and final products (based on these
components). Blivet was originally a component manufacturer. Ten years ago the
company decided to enter into manufacturing of final products. The management
of Blivet regarded manufacturing as an attractive industry. Moreover, that
management saw substantial synergies between components and final products.
When the final product manufacturer, Target Corporation, one of its main
customers, came up for sale, Blivet acquired it. The integrated company,
however, did not perform as was expected. On the contrary, its revenues
diminished and its profitability declined even more. The stock market responded
negatively: the company’s stock halved. At that time, five years ago, the
management of Blivet decided to hire one of the world’s top management
consultancy firms, Brain & Company, to help Blivet improve its shareholder
value.

The advice

Based on three months of rigorous research, Brain & Company came to the
conclusion that Blivet should exit the component business and focus its resources
on the final product manufacturing. This advice came as a shock to Blivet’s
management as the company had been founded as a component producer.
Moreover, the component business represented 80 per cent of Blivet’s revenues.
Divesting the component business implied shrinking the company to a fifth of its
original size. However, when Blivet publicly announced its retreat from
component manufacturing, its stock price soared. After the divestiture of the
component division, the remaining final product division was renamed Focus
Corporation. In the following five years, Focus has tripled the revenues of its
final product business while increasing its already high profitability. Although
the company is currently about 60 per cent of its original size, its stock market



value has increased fivefold since the announcement of its withdrawal from
components.

The logic

The consultancy project by Brain & Company revealed that the component
industry was no longer attractive for Blivet. Moreover, the expected positive
synergies between components and final products did not exist. In contrast, the
synergies proved to be negative. Other customers from Blivet’s component
business withdrew their orders when it took over Target, which was one of their
competitors. Moreover, Target could no longer buy components from
competitors of Blivet, but was forced to source all its components from its new
owner. However, Blivet was not the most competitive provider. Brain &
Company showed that final product manufacturing was an attractive industry.
Economies of scale were decisive in final product manufacturing. Blivet’s scale
was too small and the company lacked the capital to invest in its scale. By selling
the unattractive component activities and reinvesting the receipts of the sale in
the final product manufacturing business, Focus Corporation could reach a
competitive scale. Moreover, by breaking up the relationship with components,
Focus could purchase components from the best sources available. Finally, by
pruning the company’s portfolio to final products only, management could focus
their attention on a single core business. The rise of Focus Corporation’s stock
price reflected investors’ expectations about the new strategy developed by Brain
& Company.

Discussion questions

1 What was/were the main reason(s) why Blivet hired an external management consultancy? Elaborate on
your answer.

2 Should Brain & Company have based its consultancy fee on the performance effect that its advice
generated? Why, or why not? Explain your answer.

3 If you were the chief executive officer of Blivet, would you have accepted a performance-based
consultancy fee for Brain & Company? What are the pros and cons of performance-based fees for clients?
Explain your answer.

THE EFFECTS OF KNOWLEDGE

Knowledge plays an important role in most of the offerings of management
consultants (see Figure 3.3). The newness of this knowledge determines the width of



the effect (see Figure 3.4).

If management consultants are innovators in the sense that they develop knowledge
that is new to society, they have the largest and widest effect. In other situations,
management consultants act as carriers of knowledge from one industry to another.
They have gained knowledge in one industry that is new to another industry. In some
cases, the knowledge may not even be new to the client. The knowledge on which the
advice is based may have already resided in the client organization. Even in such a
case, however, management consultants could have an effect. The knowledge may
have tacitly existed in the client organization, or it may have been fragmented. In such
situations, the added value of management consultancies may be based on extracting,
structuring, and synthesizing the existing knowledge within the client organization
(Armbriister, 2006).

The effect of management consultancy does not always have to be positive.
Management consultancy projects may have a negative effect on clients. The advice
may be flawed or wrongly implemented. The project may be done for informal
reasons that are in the interests of the individual client manager but not in the interests
of the client organization. Furthermore, as a result of unethical advice given by the
management consultant to the client, other organizations in the client’s industry or
society at large may suffer.

Width of effect of knowledge
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FIGURE 3.4 Varying width of the effect of knowledge

Effect mechanisms

Management consultants have knowledge about the client’s problem and about
problem solving processes. They also have the capabilities to solve problems. What is
the effect of the knowledge and capabilities of management consultants? Figure 3.5
shows that client projects are not the only mechanism through which management
consultants’ knowledge and capabilities have an effect for clients as well as society.
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FIGURE 3.5 Three mechanisms through which management consultancy effects
clients and society

PROJECTS

Clients may benefit from the advice and assistance that management consultants
provide in projects. However, advice and assistance are not the only channels through
which clients may benefit. Clients may also learn from management consultants. The
more client employees are involved in the consultancy project, the better the
opportunity for client learning. During the projects, clients may absorb knowledge
from consultants and they may also develop new capabilities by learning from these
consultants.

PUBLICATIONS

Clients, other (non-client) organizations, and society at large may benefit from the
publications of management consultancies. Consultancies may codify their knowledge
and distribute it in the form of publications, either in print (articles, books, and
reports) or in electronic form on the internet (firm website and other websites).
McKinsey & Company’s In Search of Excellence is probably the best-known
publication by a management consultancy. It has sold over 5 million copies.

ALUMNI

Finally, clients, other organizations, and society may benefit from the talent
development within management consultancies. Through their projects, the individual
consultants develop knowledge and capabilities. Management consultancies typically
have a relatively high turnover of staff (see Chapter 9). The result is a stream of
knowledgeable and skilled alumni flowing out of the management consultancies into
society. Alumni may join clients or other organizations. They may also become



entrepreneurs. In any case, they disseminate the knowledge and capabilities of the
management consultancies to the benefit of the hiring organizations and society at
large. This effect is relatively large as the number of alumni is a multiple of the
number of employees within the management consultancy firms. Alumni, in particular
those of the global top management consultancy firms, may achieve senior
management positions in corporations and other organizations. An example is
McKinsey & Company, which has more than 230 alumni that, as chief executive
officers, lead large (more than US$1 billion revenue) organizations. Moreover, more
than a fifth of its 24,000 alumni have started their own business (McKinsey, 2012).

THE EFFECTS OF PROBLEM SOLVING AND MANAGEMENT
AUDITS: THREE FIELDS OF MANAGEMENT CONSULTANCY

Given these difficulties, we explore the effects of management consultancy for the
three fields of management consultancy that were identified in Chapter 2. We
acknowledge that Table 3.1 on the next page represents a functionalist view on the
effects of management consultancy. The figure shows the overtly desired results of
consultancy projects, that is the formal hiring reasons of clients (not the covertly
desired results which reflect the informal hiring reasons).

The scope of the effect

If management consultants develop new knowledge for whatever consultancy field,
they may have an effect at three levels: client, industry, and society. If the knowledge
applied by the management consultants is new and superior for the client’s industry,
then that client may become the best practice firm in its industry. If the knowledge is
new and superior to society, then society as a whole may benefit from the new best
practices. However, if the management consultants broker the knowledge about best
practices from one industry to another industry, then they only enable an industry to
improve.

TABLE 3.1 The effect of different fields of consultancy on client performance



Consultancy field Effect on client performance

Operations Improvement of client's operational efficiency and
effectiveness

Organization and strategy Improvement of client organizational efficiency

and effectiveness

« |Improvement of the client organization's
competitiveness

* Improvement of the client's business portfolio
(only applicable if multiple businesses)

Information technology Improvement of the efficiency and effectiveness of
the client's information systems and processes

Negative effects

Improving the performance of a client organization may come at the expense of
employment and job satisfaction. Even if the client organization as a whole benefits,
individual actors inside or outside the client organization may suffer. In the case that
management consultants broker the knowledge about best practice in the client’s
industry, then they only enable the client to catch up with the best practice
competitors. In this situation, management consultants contribute to levelling the
playing field of an industry. Even if the overall effect of management consultancy on
an industry is positive, not everyone in the industry may benefit. In the situation of
levelling the playing field in an industry, management consultants may erode the
competitive advantage of best practice firms.

Operations consultancy

Management consultancy in the first field, operations, has the objective to improve
the operations in terms of, for instance, costs, speed and quality. These improvements
are measurable. If the advice is well implemented and other factors do not intervene,
then the effect of management consultancy should be visible. This effect on the
client’s operations can be quantified and can even be translated in financial terms.

Organization and strategy consultancy

ORGANIZATION CONSULTANCY

The second field is organization and strategy consultancy. In organization
consultancy, management consultants use their knowledge and capabilities to improve
the client’s organizational structure. The improvement of the organization structure
may be measured in terms of the intra-organizational processes and interactions with
outside stakeholders. The performance improvement of processes and interactions is



measurable. As in the case of operations improvement, the effect for the client’s
industry and society depends on the newness of the management consultants’
knowledge. Do management consultants introduce revolutionary new knowledge, or
are they brokering existing knowledge about organizations across industries, or even
within industries?

STRATEGY CONSULTANCY

Strategy consultancy is probably the most difficult consultancy field to measure.
Strategy is about the fit between the organization and its environment. As a result the
influence of environmental factors is significant. Moreover, strategy solutions are
broad in scope; they cover the whole client organization including all functions. As a
result, implementation is complex. Furthermore, the effects of strategy
implementation need time to materialize. Given the combination of relatively long
time interval and the relatively large number of intervening factors (because of the
broad organizational scope and the significant role of the environment), the chances of
influence by other factors are relatively strong.

Information technology consultancy

The third field, information technology consultancy, is mainly about developing and
implementing information systems for client organizations. These systems typically
have performance specifications that are measurable. Clients and consultants may
measure whether the IT systems are implemented on time and whether they function
according to specifications. Again, the newness of knowledge determines the width of
the effect, from client to society.

THE EFFECTS OF INFORMAL ROLES

Besides the formal roles of solving problems and conducting management audits, we
distinguish four informal roles for management consultants: the hired hand, the
legitimator, the political weapon, and the scapegoat.

Hired hand

The effect of the hired hand is relatively limited if the management consultants
conduct tasks that could be done by client employees. If the work does not require
distinctive knowledge and capabilities, management consultants as hired hands cannot
differentiate themselves from client employees. Management consultants hired as
temporary capacity may be perceived as relatively expensive temps. They only
temporarily relieve the capacity constraints of their clients. By relieving these



temporary capacity constraints, consultants enable clients to avoid having to hire
permanent staff. This is relevant in countries with strict labour regulations on hiring
temporary labour and firing employees.

Legitimator

The role of the legitimator is to validate client management decisions. This validation
may enable client management to overcome the opposition of internal and external
stakeholders. If the decision holds value potential then validating these decisions may
release this value. If the opposition is overcome, the client organization will benefit.
The effect of validation on client performance is, therefore, indirect.

Political weapon

The role of the political weapon is to provide arguments for client management
decisions. If the management consultant is used in a political fight between the client
organization and an external party, then the client organization may benefit. In the
case of a micro-political fight, between factions or individuals within the client
organization, the factions or individuals that use management consultants may benefit.
As in the case of validation, the provision of arguments does not directly affect client
performance. However, in an indirect way, the argumentation may enable the client to
improve its performance. In the case of micro-political fights, the effect of the
political weapon for individual managers is direct.

Scapegoat

The scapegoat takes the blame for client management decisions. Management
consultants as scapegoats help the implementation of decisions against which
opposition exists. If these decisions have value potential for the client organization,
the scapegoat enables the client organization to realize this value. This is an indirect
effect. Management consultants as scapegoats always provide relief for the
management of the client organization. This is a direct effect at the level of the
individual client manager.

THE EFFECTS OF THE GROWTH IN DEMAND FOR
MANAGEMENT CONSULTANCY

Finally, the total impact of management consultancy not only depends on the effect of
the individual consultancy project but also on the number of projects. Revenues from
management consultancy took off in the 1980s. Political and technological



developments and related changes in the competitive landscape since the 1980s had
important consequences for client management as they increased the complexity of
problems, reduced the time required for problem solving, and increased the pressure
to improve organization performance. These challenges for management stimulated
the demand for management consultancy. The number (and size) of projects grew, and
induced a growing impact for management consultancy on client sectors and society
at large. Chapter 6 will discuss the growth of management consultancy in more detail.

EXTERNAL VERSUS INTERNAL MANAGEMENT
CONSULTANCY

The previous section listed the effects of management consultancy as problem solvers
and auditors. If these effects are substantial, why don’t clients develop these
knowledge and capabilities in-house, instead of hiring outside agents? This is the
classic ‘make-or-buy’ decision, which is the subject of transaction cost economics
(Coase, 1937; Williamson, 1975). This decision is driven by a combination of
production arguments and governance arguments (see Table 3.2 on the next page).
Production is about the development of advice and the delivery of assistance.
Governance is about coordinating the relationship between the client and the
consultant. One coordination mechanism is the price system. The market is based on
the price system. This is the option of external management consultancy. An
alternative coordination mechanism is the hierarchy. The client organization is based
on the hierarchy. This is the option of internal management consultancy.

Preference for external management consultants

PRODUCTION ARGUMENTS

Scope As Chapter 1 indicated, external management consultants have some
advantages relative to in-house consultants, or the in-house solution. First, external
management consultants have the advantage of working on a broader scope, one of
organizations and sectors. Although some internal management consultancies also
offer their services to other organizations besides their own, generally, external
management consultants work for a broader set of organizations, geographies and
industries then their internal counterparts. As a result, external consultants enjoy
economies of scope that internal consultants cannot match. These scope economies
consist of the potential to offer fresh perspectives, to accumulate more knowledge and
experience, and to broker knowledge across organizations, geographies, and
industries. Organizations may hire external consultants for their experience in other
industries and their ability to apply that knowledge in the client organization. This is



knowledge that the client cannot develop, or only at a higher cost (Armbriister, 2006).

TABLE 3.2 Arguments for external and internal consultants

Preference for external
Preference for intemal consultants consultants

Production = In-depth knowledge of client If external management
arguments organization is critical consultants:
* Strong resistance against outsiders e achieve economies of
» Price/performance ratio of extemal scope
management consultants is high « achieve economies of
compared to internal consultancy scale

If independence is important

Govemance e« Required client-specificity of knowledge
arguments and capabilities is high
« Uncertainty about opportunistic
behaviour of extemal management
consultants is high
* Frequency of projects is high

Informal If client wants:

agenda « legitimation of decisions
* arguments for political
conflicts
* to shift the blame for
decisions

Clients may also employ former consultants (alumni) to strengthen their internal
consultancy units. In this way, clients can leverage the individual consultant’s own
experience, although not the consultancy firm’s collective experience as manifested in
its network of experts and knowledge management system. However, external
consultants may have less knowledge about the client organization than internal
consultants.

Scale External management consultants have the advantage of working on a broader
scale. External management consultants can be larger than internal consultants
because their market is not limited to one organization. The larger size of operations
may enable external management consultants to achieve economies of scale that
internal consultants cannot match. As a result, external consultants may be more
efficient than internal ones.

Independence Another advantage to external management consultants is their
independence. This allows them to provide an impartial perspective and advice.
Internal management consultants cannot match this independence, at least not when
they work in their own organizations. Being an outsider has advantages. We
previously discussed the economies of scope. However, internal provision of
management audits is in some cases no option, regardless of levels of specificity,



uncertainty and frequency. For instance, management audits require independence.
Internal management consultants often lack this. Therefore, clients can use only
external management consultants if they want a management audit. Another example
is the validation of management decisions.

INFORMAL AGENDA ARGUMENTS External management consultants are

better equipped than internal consultants to provide legitimacy for management
decisions. Clients use the reputation of the external consultancy to add legitimacy to
their decisions. The reputation and independence of external consultants can be an
advantage if client management hires consultants to provide argumentation for
political fights. Finally, external management consultants as outsiders are better
positioned to take the blame for management decisions.

Preference for internal management consultants

PRODUCTION ARGUMENTS

The outsider position of external management consultants may also be a disadvantage.
External management consultants may face resistance from stakeholders within or
outside the client. Moreover, if the project requires in-depth knowledge about the
client, internal consultants may have an advantage. Of course, clients need to compare
the production advantages of external management consultants with their costs. In
general, the fees of external consultants will exceed those of internal ones. However,
if the price—performance ratio of external consultants becomes uncompetitive
compared with that of internal consultants, than the latter will have an advantage.

GOVERNANCE ARGUMENTS

Specificity Whereas production arguments (scale, scope, and independence) favour
the usage of external management consultants over internal consultants, governance
arguments may induce the opposite. Transaction cost arguments indicate that high
asset specificity, high uncertainty, and high frequency favour internal solutions over
external ones.

First, we must address asset specificity. In the case of management consultancy, the
relevant assets are knowledge and capabilities. If the knowledge and capabilities
required to offer management consultancy to a particular client are highly specific to
that client, then external management consultants will be reluctant to invest in
developing that knowledge and capabilities. The reason for this reluctance is that the
management consultants cannot deploy, at least not sufficiently, that specific
knowledge and capabilities with other client organizations. Therefore, the



management consultants cannot achieve sufficient scale to earn back their investment
in knowledge and capabilities without becoming too dependent on that client. This
dependence may bring with it the risk of opportunism, or hazard, on the part of that
client. That particular client may use their power to take advantage of the
management consultants via a hold-up. Because of the risk of such a hold-up, external
management consultants will not invest in the specific knowledge and capabilities the
client needs. Such clients will be forced to develop the client-specific knowledge and
capabilities in-house.

Uncertainty The second governance argument for internal management consultancy
is uncertainty about the opportunistic behaviour of external management consultants.
If clients expect opportunistic behaviour from external consultants, they may favour
internal consultancy. Uncertainty is based on information asymmetry between clients
and external management consultants. Clients do not have the same information as
management consultants. As a result, they cannot completely monitor the behaviour
of management consultants. Management consultants might take advantage of the
information asymmetry by behaving opportunistically. With an increasing probability
of opportunistic behaviour by external consultants, clients are better off building the
knowledge and capabilities in-house, rather than using external management
consultants. Another factor is how critical the knowledge to be developed, or to be
shared with consultants in the project, is for the client. This determines client risk.
Figure 3.6 visualizes how specificity and uncertainty influence the decision between
external and internal management consultancy.

Frequency Frequency is also a factor in the governance decision. Whereas external
management consultancy is a variable cost for the client, setting up an internal
management consultancy generates fixed costs for the client. To recover these fixed
costs, the client needs a minimum volume of services, or frequency of consultancy
projects per period. This is the so-called break-even volume of consultancy projects.
Only if the frequency of management consultancy projects exceeds the break-even
threshold, will an internal management consultancy be a viable option, at least in
economic terms. This is why only large corporations and large non-profit
organizations have their own internal consultancy units. For problems that occur
infrequently, it is economically not feasible to set up an internal management
consultancy.
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RISKS OF USING EXTERNAL MANAGEMENT CONSULTANCY

The use of external management consultants may carry risks for clients. We focus on
three such risks: overdependence, isomorphism, and opportunism.

Overdependence

First, clients may risk becoming overly dependent on external consultants. For
instance, if clients rely too much on external consultants to solve their problems, they
will not develop internally the resources and capabilities for solving such problems.
These clients may even lose these problem solving resources and capabilities. For
instance, if the chief executive officer of a corporation decides to bypass its own
management and staff and hires external management consultants for problem
solving, then management and staff will not accumulate experience. They may
become frustrated and might even leave the corporation. With a loss of internal
resources and capabilities for problem solving, the client will be forced to hire
external management consultants. Such organizations run the risk of entering a
vicious cycle. Over time internal resources and capabilities will be eroded and
eventually the client becomes overly dependent on external management consultants.
These consultants may eventually become a management substitute (see Chapter 1).
Moreover, overly dependent clients run the risk of becoming the victims of
opportunistic consultants.



Isomorphism

Second, if more organizations in the same sector rely on management consultants, the
sector may run the risk of isomorphism, or similarity of organizations (DiMaggio and
Powell, 1983). If the advice of management consultants for the different organizations
is similar, then implementation of this advice will imply that these organizations come
to resemble each other more. This is termed ‘isomorphism’. These organizations
adopt the same practices and structures as other organizations in their sector. We
distinguish four situations that bring about this isomorphism.

STANDARDIZED ADVICE Isomorphism may be due to the behaviour of an
individual management consultancy firm. The same management consultancy firm
gives similar, or even identical, advice to multiple organizations in the same sector.
This consultancy offers a standardized solution to its clients.

HERD BEHAVIOUR OF CONSULTANTS In another situation, isomorphism
among client organizations may also reflect isomorphism on the side of the
management consultancy firms. The client organizations within a sector hire different
management consultancy firms. However, these consultancy firms provide similar or
identical advice to their clients.

HERD BEHAVIOUR OF CLIENTS In a third situation, isomorphism in the
client sector may be due to the herd behaviour of these client organizations. Clients
may ask for the same advice from management consultancy firms. Clients choose the
same solutions as the other organizations in their sector for reasons of legitimacy and
risk reduction. Isn’t it better to be collectively wrong, than individually right?

CATCH UP Finally, clients may ask for the same solution as their best practice
competitors have implemented in order to catch up with these rivals. If particular
organizations are successful with a certain solution, competitors may want to
implement this solution as well. External management consultants that have
experience with this solution, or may even have developed this solution in the first
place, may be an attractive source for implementing such a solution in the client
organization. It is like a prisoner’s dilemma. The client knows that imitating a best
practice competitor, with the help of management consultants, will only get their
organization closer to that best practice or — in the case of excellent implementation —
at a par. Catching up with best practice will by definition not bring the client a
competitive advantage. However, the alternative of not trying to catch up with best
practice is worse.



Opportunism

Third, clients using external management consultants may face uncertainty about the
behaviour of their consultants. Consultancy projects are by definition temporary. After
shorter or longer periods, projects come to an end. However, consultancy firms are
not temporary organizations. They strive for continuity. Therefore, these firms need
new projects. What are the most probable new clients for the management
consultancy firm? For which clients will the management consultant be most
valuable? Competitors of the client may be interested in the services of the
management consultancy firm because the firm has accumulated industry expertise.
They have learned about the industry. In particular if the first client of the
management consultancy achieves success with the consultants’ advice, competitors
may be interested in hiring this consultancy. If the management consultancy uses
knowledge from the original project, or even builds on this knowledge, then the
original client runs a risk. The knowledge spill-over from the original client to
competitors may imply an erosion of the original client’s competitive advantage.

Reducing the risk of knowledge spill-overs

SAFEGUARDS Management consultancy firms may offer safeguards against
knowledge spill-overs from one client to another. These consultancy firms may assign
different consultancy teams to competing clients. These teams are separated by so-
called ‘Chinese walls’, which prevent knowledge flowing from one team to the other
and thus from one client to another. The teams do not communicate with each other
about their projects. They do not share information. Management consultancy firms
may also offer exclusivity to their clients. They may offer not to accept projects that
may conflict with their client, like giving advice to any industry competitor in the
same geographical area, for instance the country. Of course, such an exclusivity
offering comes at a price for the client because the management consultancy has to be
compensated for the loss of future business in the sector. Bain & Company used to
have a policy of no more than one client per sector.

REPUTATION AND REPEAT BUSINESS The risk of knowledge spill-overs

by management consultants diminishes if reputation and repeat business become more
important to the management consultants. Brokering of knowledge to competing
clients may negatively affect the consultancy firm’s reputation in the marketplace. A
deteriorating reputation may negatively affect the consultancy firm’s potential to
acquire new projects. In particular if the original client offers the potential for future
projects, then it is in the interests of the consultancy firm not to spill over knowledge
to competitors. To maintain the relationship with the original client, and to secure
future projects with that client, the consultancy firm will voluntarily refrain from any



practice of knowledge spill-over in the client’s sector. Finally, the risk of knowledge
spill-overs in a sector will be low if clients hire external consultancies for fresh new
insights. In these situations, consultancy firms may still broker knowledge, but this
brokerage will be across sectors instead of within the same sector.

RESISTANCE TO MANAGEMENT CONSULTANCY

We can distinguish two sources of resistance on the part of some stakeholders in the
client organization to management consultancy projects (see also Part 4). First, there
is resistance to management consultants because they are outsiders; they are not one
of us. Stakeholders may not like to be told by outsiders what to do. Second, there is
the stakeholders’ resistance to change. Stakeholders may not like change at all,
irrespective of the question of who initiates that change: client managers or
consultants. Management consultants are mostly hired by client managers to create
change. Therefore, consultants will face resistance to change.

FRUSTRATION Not everyone will necessarily benefit from the advice and
assistance of management consultants. The client organization as a whole may
benefit. But factions and individuals within the client organization may feel bypassed.
Hiring external management consultants instead of letting employees solve the
organization’s problems may create the impression that management does not trust the
capabilities of its own employees. These employees may feel overlooked by their
management and may even become frustrated. As a result, they may resist the
consultant’s solution.

LOSS OF POWER, RESOURCES, AND JOBS Furthermore, the consultant’s

advice may also lead to negative consequences for factions and individuals in the
client organization. Reorganizations may shift the balance of power within the client
organization. New strategies may shift the allocation of resources in the client
organization. Factions and individuals in the client organization may lose power and
resources, such as capital and people. Individuals may even lose their job as a result
of consultancy advice. In particular such lay-offs induce a fear of management
consultancy. Some management consultancy firms have developed a reputation for
restructuring with massive layoffs. There are clients that exploit this reputation and
use such consultancy firms as scapegoats. Of course, such client actions will add to
resistance from stakeholders within the client organization.

ENVY The fees, income, and prestige of external management consultants may also
arouse negative emotions and resistance among client employees, in particular, if
client management uses management consultants as a relief for internal capacity



constraints. The management consultant as a ‘hired hand’ is an expensive temporary
worker. The high costs of these temps may arouse negative sentiments among client
staff. Moreover, young consultants, fresh from business school, expensively dressed,
and driving premium brand company cars, may arouse the envy of client employees
who cannot afford such luxuries.

CONFLICTS Finally, if client management hires a management consultancy as an
ally in a micro-political conflict, that is, a political conflict within the client
organization, then opposing factions and individuals in the client organization will
resist these management consultants.

MANAGEMENT CONSULTANTS’ PRACTICES FOR
GENERATING DEMAND

CONSULTANTS’ RHETORIC As the effect of management consultancy is
difficult to assess, convincing clients to hire management consultants may demand a
great deal from the marketing and sales capabilities of management consultants.
Management consultants may revert to rhetoric and impression management to
persuade clients to hire them (Clark and Salaman, 1998). Creating or emphasizing
uncertainty may also contribute to the demand for management consultancy.
Management consultants also disseminate management fashion, that is, management
concepts and tools. Some examples are business process re-engineering (BPR), total
quality management, and ‘lean six sigma’. Such management fashion induces the
demand for management consultancy.

Client management cannot keep up with the stream of new management concepts
and tools and therefore hires consultants. Moreover, fashion contributes to the
perceived uncertainty of client management, which in its turn induces additional
demand (Ernst and Kieser, 2002). Management consultants sometimes create their
own market. In the 1980s, management consultants helped their clients to downsize
and outsource headquarters activities. Lean headquarters meant less internal resources
for problem solving. Thus, lean clients had to hire management consultants more
often.

CLIENTS’ EXPERIENCE  However, clients are becoming increasingly

experienced and sophisticated. They have learned from previous experiences with
management consultants. Moreover, clients have been hiring former consultants
(alumni). As a result the rhetoric of management consultants will lose its effectiveness
with increasing client experience and sophistication. Moreover, to a growing extent,
clients are no longer satisfied with impressive PowerPoint presentations and thick
reports. Instead of (empty) words, they want deeds from their consultants. Clients



demand results instead of reports. Therefore, such clients no longer let management
consultants get away with a report, and demand that their consultants implement what
they advise. Large clients increasingly use purchase departments for hiring
management consultants. Such professional purchasers typically focus on the costs
and benefits of management consultancy. Consultants, therefore, come under
increasing pressure to prove their positive effect.

SUMMARY

MEASURING EFFECTS This chapter discussed the impact of management

consultancy. The total impact of management consultancy depends on the effect of an
individual consultancy project and the number of projects. No study has been able to
measure the effect of a management consultancy project because of the various
difficulties regarding method and data.

TYPES OF EFFECT This chapter argues that management consultancy creates
effects through three mechanisms:

* Projects.
» Publications

* Alumni.
We can distinguish several effects of management consultancy:

» Performance effects for the client, but possibly also for the client sector, and for
society at large.

 Legitimacy for the client.
* Relief of the client’s capacity constraints.

* Personal benefits for individuals within the client organization.

The effects vary by reasons for hiring consultants. We distinguish various hiring
reasons, which mirror the formal roles (expert, doctor, and facilitator), and the
informal roles (hired hand, legitimator, political weapon, and scapegoat) of
management consultants. The effects of the informal roles on client performance are
mostly indirect. However, individual managers within the client organization may
directly benefit from these informal roles.

EXTERNAL VERSUS INTERNAL CONSULTANCY



How should clients grasp the effects of management consultancy: through external or
internal consultants? There are production arguments in terms of knowledge,
capabilities, reputation, and costs. Moreover, there are governance arguments in terms
of client-specificity of knowledge and capabilities; uncertainty about the behaviour of
consultants; and the frequency of consultancy projects. External management
consultancy may not only create benefits but may also carry risks. The main risks are:

+ Clients becoming overly dependent on management consultancy.
» Client sectors becoming isomorphic.

» Knowledge spill-overs from the client to other (competing) organizations.

As the effect of management consultancy is not always positive for every actor within
the client organization, management consultants may face resistance from actors.

REFLECTIVE QUESTIONS

1. To what extent may we expect a management consultant to be independent?
Provide argumentation.

2. In what field of management consultancy (operations, organization and strategy,
information technology) do you think it is most difficult to measure the effect of
management consultancy? What is your explanation for this?

3. Reflect upon the effects of management consultancy on society. When does
management consultancy have a positive effect on society, and when a negative
effect? Explain your answer.

4. What do you consider to be the most important effect on clients of the ambiguity of
the effects of management consultancy? Argue why this is so.

5. How does the sector specialization of a management consultancy firm influence the
risks for this firm? Explain your answer.

6. When will internal management consultancy have a larger positive effect on the
client’s performance than external consultancy? And when is the opposite true?
Argue why this is so.

MINI CASE STUDY

Claiming impact

The management consultancy True Value Providers or TVP specializes in



corporate transformation, that is, large-scale change processes. TVP has
formulated its mission as: to help clients create value by offering the highest
quality advice and implementation assistance. TVP’s slogan is: ‘We provide true
value’. The clients of this consultancy firm are significantly more successful than
their industry peers. TVP has carried out a study of the total shareholder return
(stock price increase plus dividend) of their 300 publicly listed clients. These
clients outperformed their peers by a ratio of three to one. TVP’s board is
considering using this finding in an advertisement as proof of their superior
impact on client performance.

Questions

1 Why is this advertising approach attractive for TVP? Why not? Provide argumentation.

2 What are the strengths and weaknesses of this study? Critically reflect upon the study’s method. Explain
your answer.

3 Should TVP make this claim based on this study’s findings? Provide arguments.
4 How might prospective clients interpret this claim? Explain your answer.
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the industry development over time. It also explored the industry’s impact on

clients, industries, and society. The current part investigates management

consultancy at the industry level. First, we define the management
consultancy industry. We explore its various dimensions. Second, we investigate the
(competitive) relationships between key actors in the management consultancy
industry. We also analyse the main competitive forces in this industry. Third, we
research the relationship between the management consultancy industry and the
management knowledge cluster of industries. Additionally, we examine the
relationship between the management consultancy industry and macro-economics.
Each chapter in this part is designed to achieve a specific set of learning objectives.
After studying this part you will be able to:

T he previous part set the scene by defining management consultancy. It showed

 Analyse the three key dimensions of the global management consultancy industry in
terms of services, client sectors, and geographies (Chapter 4).

 Understand the differences between management consultancy firms in terms of
scale and scope (Chapter 4).

« Identify the key actors in the management consultancy industry (Chapter 5).

 Evaluate the attractiveness of the industry in terms of the competitive forces
(Chapter 5).

* Ciritically reflect upon the implications of key industry developments for the
competitive forces in the industry (Chapter 5).

« Ciritically reflect upon the role of management consultants in the management
knowledge cluster of industries (Chapter 6).

 Explain the implications for management consultancy of the macro-development
towards a knowledge society (Chapter 6).

 Explain the implications for management consultancy of macro-economic trends
(Chapter 6).

CHAPTER 4: OVERVIEW OF THE MANAGEMENT
CONSULTANCY INDUSTRY LANDSCAPE

This chapter first discusses the difficulties in analysing the industry. Second, we
investigate three key dimensions of the industry: the services offered by management
consultants, the client sectors served, and the geographies where consultants operate.
Third, we discuss some key differences between management consultancy firms. We
compare firms with widely differing scales and scopes. We also examine how client



size varies by consultancy firm.

CHAPTER 5: THE COMPETITIVE LANDSCAPE OF THE
MANAGEMENT CONSULTANCY INDUSTRY

In this chapter we identify the key actors within the management consultancy
industry: incumbent management consultancy firms, clients, suppliers, new entrants,
and substitute providers. We use Porter’s competitive forces framework to analyse the
attractiveness of the management consultancy industry. We assess each of these
forces: the rivalry between incumbent management consultancy firms; the power of
clients; the power of suppliers; the threat of new entrants into management
consultancy; and the threat of substitutes for management consultancy. We also
interpret the impact of key industry developments on these competitive forces. These
developments include the convergence of industries and the rise of new business
models based on information and communications technologies (ICT).

CHAPTER 6: MACRO-DEVELOPMENTS AND THE
MANAGEMENT CONSULTANCY INDUSTRY

This chapter considers the impact of management consultancy on the macro-
environment. We investigate the impact of the macro-environment on the
management consultancy industry. First, we explore the impact of the trend towards a
knowledge society. What does it mean for management consultancy? We argue that
the management consultancy industry contributes to the development and
dissemination of management knowledge in the macro-environment. Second, we
examine the impact of macro-economic (business) cycles on the management
consultancy industry. Finally, we investigate how the globalization of product
markets, factor markets, and capital markets, in combination with the geographic
spreading of capitalism and shareholder value management in the 1980s and 1990s,
affected the management consultancy industry.
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OVERVIEW OF THE

MANAGEMENT CONSULTANCY
INDUSTRY LANDSCAPE

INTRODUCTION

This chapter sketches the global landscape of the management consultancy industry.
But before we investigate this landscape, we first discuss why analysing this industry
is difficult. Next, we investigate key dimensions of the management consultancy
industry. We identify the main services offered by management consultants. We also
distinguish client sectors and geographies. Subsequently, we discuss some key
differences between management consultancy firms. The chapter investigates the
differences between large and small consultancy firms. We also compare the scope of
firms in terms of services, client sectors, and client geographies. Furthermore, the
chapter studies differences in the clients for management consultants. We investigate
differences in the size and geography of clients. The chapter ends with a summary,
reflective questions, a mini case study, suggested further reading, and references.

Main learning objectives

 Understand the difficulties in analysing the management consultancy industry.

» Understand three key dimensions of the management consultancy industry:

(8]

The services that management consultancy firms offer.

(8]

The sectors in which the clients of management consultancy firms operate

(8]

The geography of clients.

» Understand the heterogeneous composition of the management consultancy
industry.

 Explain the key differences between management consultancy firms.



» Critically reflect upon the rise of big global consultancy firms.

ANALYSING THE MANAGEMENT CONSULTANCY INDUSTRY

As stated in the first part of the book, it is difficult to study the management
consultancy industry. In the third chapter we concluded that it is difficult if not
impossible to measure the impact of management consultancy. In the current chapter,
we find that it is even difficult to measure the size of the management consultancy
industry. Numbers regarding management consultancy revenues are hard to get. Even
the number of management consultancy firms and the number of individual
consultants are difficult to assess. Information about profits generated by management
consultancy firms is even more complicated if not impossible to obtain. In general,
industry statistics are difficult to find. In particular information about the global
industry is hard to find. Compared to industries like automobiles, beverages, or
computers, the management consultancy industry provides challenges for researchers.
The question arises: why is the management consultancy industry so difficult to
analyse?

No definition

First of all, we do not have a commonly accepted definition of what constitutes
management consultancy. The first chapter already indicated that definitions of
management consultancy vary. We distinguished between the different definitions that
co-exist in both the literature and practice. When you have to assess a particular
industry study, you always have to look at the definition applied in that particular
study. What definition of management consultancy did the researchers use for their
study? What services were included and which ones were excluded? Not only do
management consultancy definitions vary, we also have to take into account variations
in the categorization of management consultancy. Most studies distinguish categories
of management consultancy. Examples of this are strategy consultancy, IT
consultancy, and operations consultancy. However, the definitions of categories also
vary. Therefore, in order to interpret industry studies correctly, we have to know these
studies’ definitions of consultancy and its categories.

No obligation

Second, the first chapter concluded that management consultancy is not a legally
enforced profession. As a result, there is no obligation for management consultants to
register themselves. Researchers in management consultancy have no registers as
sources of industry data. However, there is a voluntary registration for management



consultants. Professional associations provide such registration. But a large share, if
not the majority, of management consultants, are not registered. Therefore, such
registration does not provide a complete picture of the industry. Professional
associations do not have comprehensive industry statistics.

Publically listed management consultancy firms have extensive publication
obligations. Their annual reports provide information about their financial results.
However, only a small number of management consultancies are listed on the
financial markets. Most consultancies are private firms. As a result they are not
obliged to publish such information.

No interest

Third, clients of management consultancy have no interest to provide information.
Most clients are reluctant to make it public that they use management consultants.
Some clients, in particular the large ones, may not even know how much they spend
on consultancy. These organizations may lack oversight of consultancy expenditures
by their various divisions and the various departments within these divisions. Most
clients are unlikely to inform researchers how much they spend on management
consultancy. Therefore, customers of consultancy are not a source of industry data.
Because of their clients’ interests, and because of the considerations of competition,
management consultancies will be reluctant to voluntarily disclose information about
their clients and revenues.

Diverging industry estimates

Despite these issues, some statistics about the management consultancy industry do
exist. On the one hand, government statistical bureaus collect industry data. These
government agencies typically cover the industry on a country-wide basis. On the
other hand, some private sector institutions report management consultancy industry
statistics on a regional or global scale. One important private source is Kennedy
Information (see Figure 4.1). No academic research on the global management
consultancy industry exists. An exception is an academic meta study (Gross and Poor,
2008) of various private sector industry studies.



Global Market Size, CY 2010

Global Consulting 175.75

Global Management Consulting 29.68
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FIGURE 4.1 The global management consultancy industry (2010)

Note: CY: calendar year
Source: Courtesy of Kennedy Information (2013)

Conceptual framework

To understand the volume of demand for management consultancy, we would propose
a conceptual framework. Figure 4.2 visualizes a framework of three key drivers of
demand for a particular management consultancy service, such as strategy advice. We
emphasize that this framework is only conceptual. It has not been empirically verified,
given the lack of data on the industry.

CLIENT ORGANIZATION The first driver we can distinguish is the client
organization. With regard to management consultancy services, we would
acknowledge other roles but we focus on the problem solving role of management
consultants. All other things being equal, the need for problem solving increases with
the level of change and the complexity of the client’s scale and scope. Changes at the
client organization may induce a demand for management consultancy. Examples of
such changes are: mergers and acquisitions, divestitures, joint ventures, offshoring,
outsourcing, changes in leadership and ownership, going public or private,
privatization, the entry or exit of markets, internationalization. The larger the scale
and the wider the scope of the client organization, the more complex the client’s
problems will be. Opportunities will also be more complex to seize. The need for help
increases inversely with client competences for problem solving. The weaker the
client’s problem solving competences, the stronger the demand for help by
management consultancies. Finally, the hiring of management consultants depends on
the financial resources available to clients. Clients should have sufficient financial
resources to afford to hire management consultants.
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FIGURE 4.2 Three key drivers of demand for management consultancy

CLIENT SECTOR The demand for management consultancy is also influenced by
the sector the client operates in. All other things being equal, the demand for
management consultancy in a sector increases with the amount of change in a sector.
Sector dynamics generally pose challenges to the organizations operating in that
particular sector. These dynamics lead to problems to be solved (or opportunities to be
seized). We can distinguish three types of sector dynamics. First, legislative and
political changes may lead to problems (or opportunities) that may require the
services of management consultancies. Regulation, deregulation, privatization,
changing political systems, and the opening up of countries, are some examples of
legislative and political changes. Second, technological changes, for instance in the
area of ICT, may pose problems (and opportunities) for organizations. Third,
dynamics in terms of sector competition may generate problems (or opportunities) for
organizations. In particular, merger and acquisition waves in a sector induce
consultancy demand.

CLIENT GEOGRAPHY The third driver is the geography where the client
operates. By geography we mean the country of a national organization, or the group
of countries in the case of multinational organizations. Demand for management
consultancy varies by country. Several explanations for the differences in demand can
be distinguished: the stage of economic development of a country, the structure of the
economy, and the culture of the country.

Stage of economic development. First, management consultancy targets
managers. Without (professional) management, there is no management



consultancy. The question arises: to what extent does the national economy rely
on (professional) management? The number of organizations with professional
management varies with the stage of the national economic development.
Developed economies with many organizations led by professional management
will have a larger demand for management consultancy services than economies
with few management-led organizations. However, countries that are going
through strong economic development may require external expertise to build
their industries and companies. In particular, countries with sufficient natural
resources, such as oil and gas, can afford to hire (foreign) management
consultants. The Middle East is an example.

Structure of the economy. Second, the structure of the national economy
influences demand. Structure refers to the economy’s composition in various
sectors. It also refers to the size distribution of the organizations in the national
economy. This argumentation is linked to the driver ‘client sector’ and the driver
‘client organization’ (see Figure 4.2). Because management consultancy demand
varies by client sector, the composition of the national economy in terms of
sectors influences the demand for management consultancy in a particular
country. Countries where a high share of the national economy consists of
sectors with a large management consultancy demand will need more
management consultancy than countries where that share is low. The scale of
organizations in a country matters as well. The presence of large organizations in
a country increases demand for management consultancy. Countries with a high
number of large-scale organizations will have a greater demand for management
consultancy than countries with a low number.

Culture. Last but not least, the culture of a country influences the demand for
management consultancy. Norms, values, and practices have an effect on
management’s willingness to hire management consultants. Cultural differences
between countries may raise a barrier against hiring management consultants if
management consultants are predominantly foreigners. Some national cultures
may prefer to develop solutions in-house rather than search for outside help in
the form of external management consultants. In certain other cultures however,
management is eager to hire management consultants from (Western) countries,
as they specifically seek best practices for Western markets. This chapter
presents a case about South Korea that illustrates the influence of national culture
on the demand for consultancy.

THE MANAGEMENT CONSULTANCY INDUSTRY IN THREE
DIMENSIONS



Management consultancy is not a homogeneous industry. The conceptual framework
(see Figure 4.2) indicates how three key drivers influence the demand for
management consultancy services. First of all, management consultancy services vary.
Management consultants may offer a spectrum of differing services. As a result, we
may segment the management consultancy industry by services offered. Second, there
are differences between the sectors that clients operate in. The characteristics of the
client sector influence the demand for consultancy. Consequently, segmenting the
management consultancy industry by client sector makes sense. Third, geography still
matters in a globalizing world. A global management consultancy industry does not
exist. National differences continue to play an important role in the use of
management consultancy (see case study). Therefore, geographic segmentation is
relevant to the management consultancy industry. In this part we research three
dimensions of the management consultancy industry. Figure 4.3 visualizes these

dimensions.
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Y

FIGURE 4.3 Three dimensions of the management consultancy industry

Services offered

CATEGORIZATIONS The first dimension of the management consultancy
industry consists of the services offered by management consultants. However, the
categorizations of management consultancy services vary according to the source of
the research. Different researchers apply different categorizations. Kennedy
Information distinguishes five main categories of consultancy services: financial
consulting, operations management, information technology, human resources (HR),
and strategy (see Figure 4.4). Financial consulting and HR consulting belong to the
field of strategy and organization consultancy (Chapter 2).

BUYING AND DELIVERING CONSULTANCY A breakdown of the



industry into services may be useful for understanding that industry. However, it is not
the way in which management consultancy is bought and delivered. Clients (formally)
hire management consultants to solve a problem, or to provide an approach to seize an
opportunity. Services are a means to that end. Clients of management consultants do
not buy an IT project; they buy a solution to a profitability problem. For instance, the
problem solving may require a change in the client’s strategy, a redesign of
operations, and a new IT system. Very few consultancy projects will fit with the
narrow categories as defined in Figure 4.4.

Global Service Lines, CY 2010

Financial Consulting d 27.6%
Operations Management | 26.4%
Information Technology | 20.6%
Human Resources 1 13.6%
Strategy | 11.8%

0.0% 50% 100% 15.0% 200% 25.0%  20.0%

Market share

FIGURE 4.4 The global management consultancy industry by services (2010)
Note: CY: calendar year
Source: Courtesy of Kennedy Information (2013)

What comes to mind when looking at Figure 4.4? Change management is missing.
This may come as a surprise because management consultants are often seen as agents
of change. More than half of consultancy projects are about change management. It
does not appear in the taxonomy of Figure 4.4 because change management is
inherent within each category. Change management can be applied to each of the
services, for instance a change of strategy and a change of operations.

EXPLAINING DIFFERENCES ACROSS SERVICES How can we explain

differences in industry revenues per service? These services offered by management
consultants mirror the business functions that client organizations need to perform.
For instance, operations management consultancy mirrors the operations function of
clients. Differences in the sizes of client functions may explain differences in the sizes
of the related management consultancy services. For clients, strategy is a smaller
function than operations management and so the consultancy revenues for strategy are
smaller than those for operations management. Strategy is typically a small part of
many projects, but may have large implications for the fulfilment of the other parts of
the project. Strategy implementation typically involves operations, HR, and IT.



IT is becoming increasingly integrated with other consultancy services. In the past
pure IT projects used to be the norm, for instance the implementation of a big
enterprise resource planning (ERP) system. More and more, IT is integrated with
strategy, operations, and other services. The breakdown of Figure 4.4 suggests a
division into separate services. However, in practice these services are interwoven.

Sectors of clients served

The second dimension of the management consultancy industry consists of the sectors
in which clients of management consultants operate. We may categorize management
consultancy by the sectors of their clients. The categorizations of client sectors vary
by researchers. Figure 4.5 on the next page visualizes Kennedy Information’s
categorization of the nine largest industries in terms of consultancy revenues, and a
category termed ‘other industries’.

EXPLAINING DIFFERENCES ACROSS CLIENT SECTORS

How to explain the shares of the various client sectors? We can distinguish various
possible explanations for differences between sector shares. First, client sectors vary
in size which refers to the number of organizations operating in a sector and the size
of those organizations. All other things being equal, large client sectors will have a
greater need for management consultancy than small sectors. Management
consultancy will generate larger revenues in large client sectors than in small ones.

Second, the need for management consultancy may differ by client sector. We may
distinguish three reasons why some client sectors may make more use of management
consultants than other sectors.

Global Industries, CY 2010

Public Sactor | 21.3%
Financial Services i 19.9%
Healthcare | 10.4%
Manufacturing | 8.4%

Energy ’ 74%
Communications & Media | 72%
Retail | 70%
Other Industries | 6.0%

Utilities | 6.2%

Consumer Packed Goods i 5.2%
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Market share

FIGURE 4.5 The global management consultancy industry by client sectors (2010)
Note: CY: calendar year
Source: Courtesy of Kennedy Information (2013)



Complexity. First, the occurrence of high value and complex decision making
may vary across sectors. Organizations with a large scale and scope will face
more high value and complex decisions than organizations with a small scale and
scope. Industries where organizations have a larger scale and scope tend to have
a greater need for consultancy than industries where organizations have a small
scale and scope. Moreover, organizations in sectors that experience high levels of
volatility and change may face more high value and complex decisions than
counterparts in stable sectors. Some examples of sources of sector dynamics are
deregulation, technological development, and industry consolidation in terms of
merger and acquisition waves.

Competences. Second, all other things being equal, organizations with weak
competences for problem solving have a higher need for management
consultancy than organizations that possess strong competences. If organizations
cannot solve their problems, they have to rely on outside help, such as
management consultants. Sectors with many organizations that have weak
competences will have a greater need for management consultancy than sectors
with more competent organizations. An example of a sector with relatively weak
organizations is a recently deregulated sector. The organizations in such a sector
have to make a significant transition from non-profit organization to a profit
organization. They typically lack the competences for solving the new types of
problems they face. Therefore, they may hire consultants to help them make that
transition.

Financial resources. Third, the wealth of organizations may vary by sector. To
afford management consultancy, organizations need financial resources. Rich
organizations can better afford management consultancy than poor ones. Sectors
with relatively cash-rich organizations will be able to buy more management
consultancy services than poor sectors.

Geographies of clients served

The third dimension of the management consultancy industry consists of the
geographies of clients. We categorize management consultancy by the geographic
region of their clients. The categorizations of regions vary by researchers. Kennedy
Information distinguishes four main categories of client geographies: North America,
Europe/Middle East/Africa (EMEA), Asia Pacific, and Latin America. Figure 4.6
visualizes their findings.



Geographies, CY 2010

North America 45.9%

EMEA 36.3%

Asia Pacific 15.3%

Latin America 2.5%
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FIGURE 4.6 The global management consultancy industry by client geographies
(2010)

Note: CY: calendar year

Source: Courtesy of Kennedy Information (2013)

EXPLAINING DIFFERENCES ACROSS GEOGRAPHIES How to explain

differences across geographies? We consider some of the possible explanations: stage
of economic development, structure of the economy, and culture.

Stage of economic development. One possible reason for differences among
countries is the stage of economic development of countries. The demand for
management consultancy increases with the stage of economic development.
Management consultancy emerged in the Western world during the second
industrial revolution. Related to the stage of development is the reliance on
professional management in a country. Countries vary in their reliance on
professional management. Management consultancies work for (professional)
management.

Structure of the economy. Furthermore, the structure or composition of the
national economy in terms of sectors influences the demand for management
consultancy. The demand for management consultancy varies by sector.
Countries with a relatively large share of sectors will demand more management
consultancy than countries that have a small share of such sectors. What also
matters is the presence of large firms in a country. All other things being equal,
countries with many large organizations will have more demand for management
consultancy.

Culture. Last but not least, the demand for management consultancy varies with
the willingness to hire outsiders. The culture of a country may influence this
willingness. The culture may affect the trust of clients in external management



consultants. This willingness to hire external consultants relates to the make-or-
buy decision, which concerns governance costs. The cultural context of the client
may affect governance costs and thus influence the decision to hire an external
management consultant.

CASE STUDY

Management consultancy across borders '

This case study about Western management consultancy in South Korea
illustrates that a global management consultancy industry does not exist. The
industry is not global in the sense that national markets resemble each other and
that the services are uniform across national borders. Although management
knowledge may have a wide appeal, this case study shows there are limits to the
applicability of management knowledge across national borders.

A tough market for Western management consultancies

Until the 1990s, South Korean managers made little use of the services of
Western management consultants. The Korean economy was perceived as a
leading example of the Asian economic miracle. The chaebols — large, family-
owned and highly diversified conglomerates — were seen as the engine of the
South Korean model. Chaebols focused on the internal generation of knowledge.
They only selectively used external management consulting services. The
success of the chaebols further reduced their demand for management
consultancy. The weak role of foreign direct investment in South Korea also
limited the opportunities for Western consultancies to gain a beachhead in this
country, whereas in Europe, foreign direct investment by US corporations had
facilitated the expansion of US management consultancies in Europe.
Furthermore, the South Korean government forbade the establishment of local
offices by foreign business services providers, including management
consultancies. This implied that Western consultancies had to fly in teams from
other offices. However, in the early 1990s the South Korean government relaxed
its regulations on the establishment of local offices by foreign service providers.
Various Western management consultancies responded by opening offices.
Nevertheless, South Korea remained a tough market for Western management
consultancies.



The boom of Western management consultancy

All this changed in 1997. At that time the South Korean economy entered into a
severe economic crisis. The South Korean currency went into freefall. In
December, the government had to seek financial assistance from the International
Monetary Fund (IMF). The business press and Western management
consultancies blamed the crisis on fundamental structural weaknesses in the
Korean economy. In particular the chaebol came under attack. Government
officials also began to criticize the chaebols. Furthermore, as part of the financial
bailout the IMF demanded that South Korea should fundamentally change its
markets and restructure its chaebols. Under pressure from the South Korean
government, the chaebols sought the advice of the Western management
consultancies to restructure themselves. These Western consultancy firms
positioned themselves as key agents for implementing best (Western) practices in
the South Korean economy. The consultancies benefited from a massive growth
in demand for their services. The restructuring of the complex diversified
chaebols involved debt reduction, downsizing, delayering, and attempts to reduce
diversification.

Recovery and resistance

Within a few years, the demand for Western management consultancy
plummeted. This caused the closure of many Western consultancies’ offices.
From late 1998, the Korean economy had sharply recovered and the renewed
success of South Korean corporations undercut criticism of the South Korean
(business) model. The large South Korean companies continued their focus on
the internalization of management knowledge. They only selectively and
pragmatically adopted Western management advice, adapting it to fit their own
model. Moreover, the rush of Western consultancies had resulted in poor levels
of services in many instances. Disappointment about the low level of services
and the high costs further reduced demand. South Korean management perceived
Western management consultancies as outsiders promoting Western solutions to
South Korean business. The Western solutions, in particular those that impacted
employment and pay, induced strong resistance from both trade unions and
managers.

Localization

For Western consultants it was highly difficult if not impossible to tap into the
Korean business networks, given the strong emphasis on family and kinship ties,



and shared educational and military backgrounds. Most Western management
consultancy firms had not succeeded in adapting to the South Korean market.
Only the management consultancy firms that had localized their South Korean
operations survived the shake-out among Western consultancies. These surviving
firms operated with a predominantly Korean staff that spoke the language and
understood the culture.

Discussion questions

1 What differences between the South Korean market and Western markets for management consultancy
can you identify? What do these markets have in common? Explain your answer.

2 What role(s) in management consultancy did the South Korean companies look for when they started to
hire consultancies after 1997? Explain your answer.

3 How do you evaluate the practices of most Western management consultancy firms in South Korea during
the booming demand for their services?

1 This case study draws to a large extent on Wright and Kwon (2006).

SCALE OF FIRMS IN THE MANAGEMENT CONSULTANCY
INDUSTRY

The management consultant is a heterogeneous concept. There are many different
types of management consultants. The firms in the management consultancy industry
vary substantially. In this section, we examine differences in the scale of consultancy
firms. We define scale in terms of revenues and (consulting) staff.

Scale

Management consultancy firms vary in scale. The well-known management
consultancies are (very) large. Examples of such large firms are McKinsey &
Company, Booz Allen Hamilton, and the Boston Consulting Group. Very large firms
include the consultancy arms of the big accounting firms Deloitte, PwC, Ernst &
Young, and KPMG. But the consultancy arms of Accenture and IBM also rank among
the world’s largest consultancies (see Figure 4.7).



Global Top 20 Firms, FY 2009

Deloitte | 12,005
PWC | 10,477
Ernst & Young | 8,723
KPMG | 7675
Accenture i 6,482
IBM | 5,003
McKinsey | 4,031
Booz Allen Hamilton | 3,071
Boston Consulting Group 1 2,424
Mercer | 2,179
csc | 2,171
Capgemini | 2,110
Bain | 1,401
Towers Perrin i 1,449
Watson Wyatt | 1,401
HP/EDS | 1,303
OliverWyman |~ 1,282
BDO Intemational |~ 1,255
Aon | 1,142
FTI Consuling |~ 1,053
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FIGURE 4.7 Revenues for the top 20 firms (2009)

Note: FY: Fiscal Year
Source: Courtesy of Kennedy Information (2013)

Due to our familiarity with the (very) large firms we may be tempted to think that
most management consultancy firms are large. However, in reality most management
consultancies are (very) small scale. Two thirds of all management consultants work
in firms of less than ten employees. Moreover, many consultants operate as sole
practitioners. Whereas large management consultancies employ one third of all
consultants worldwide, they generate half of all management consultancy revenues.
As a result, large firms have revenues per consultant that are twice that of small firms.
Figure 4.8 visualizes these findings.
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FIGURE 4.8 Comparison of consultancy staff and revenues (2003)
Source: Curnow and Reuvid (2003)

Comparing large and small consultancies

VOLUME AND FEE How can we explain the large difference in revenues per
consultant between small and large consultancy firms? Revenues consist of volume
and price. The volume is the number of hours billed to clients. The volume of work
per consultant may differ between large and small consultancy firms. In the category
of small firms we find many sole practitioners, and among the sole practitioners we
find part-timers. The higher the share of part-timers, the lower the volume per
consultant.

The price of management consultancy is the fee, or the billing rate per hour (or per
day). Large consultancy firms are generally able to charge higher billing rates than
small firms. The rate difference may be explained by several factors, including the
type of clients, the type of work, and the consultancy firm’s reputation.

LARGE VERSUS SMALL CLIENTS Large consultancy firms tend to work for

larger client firms than small consultancies. Large client organizations typically prefer
to work with large consultancy firms. The scale, scope, and complexity of the
problems of large client organizations may demand services and capacity that only
large consultancy firms can offer. For instance, a small consultancy firm cannot offer
the large team of consultants necessary to diagnose a large-scale and complex
problem, to support a large-scale implementation process for a client, or to define a
new organization structure for a client’s operations across three continents. Because of
the higher value at stake in such problem solving and solution implementation, large
client organizations may be willing to pay higher rates than small client organizations.
Large client organizations may also prefer the well-known reputations of the large
consultancies. Choosing the big reputation consultancy firms may reduce uncertainty
for clients. Consultancies’ reputations are also important for informal roles, such as
the legitimation of client decisions.

Not only do large clients prefer large consultancies, it is the other way around as
well. Large consultancies prefer large clients. Because small clients typically cannot
afford the fees of large consultancies, the large consultancies prefer to work for large
clients. Large, well-known clients typically serve as a better reference for the
consultancy firm during their business development activities at other clients. Serving
a small client may not be profitable for large consultancy firms. In contrast, small
consultancy firms with lower costs may find small clients attractive to work for.



SCOPE OF FIRMS IN THE MANAGEMENT CONSULTANCY
INDUSTRY

Advice and assistance

Management consultancy firms differ in scope. The first chapter distinguished narrow
and broad management consultancy. Management consultancy in a narrow sense is
providing advice to management. Management consultancy in a broad sense
combines providing advice with providing assistance with the managerial tasks
regarding the implementation of the recommended solutions. Business consultancy is
defined as advice combined with provision of assistance with non-managerial
implementation tasks.

Firms may provide management consultancy in a narrow sense or in a broad sense.
Some firms offer both management consultancy and business consultancy. Other
firms combine management and business consultancy with business services, such as
outsourcing.

We cannot equate management consultancy and the firms offering these services.
Management consultancy services may only be part of their offerings. We do not
speak of management consultancy firms but of firms operating in the management
consultancy industry. They offer management consultancy services, but not all their
services may be management consultancy. Therefore, not all firms operating in the
management consultancy industry are purely management consultancies.

Roles

The first chapter also distinguished the various roles of management consultancy.
Formal roles of management consultants are the expert, the doctor, and the facilitator.
Management consultants may also fulfil informal roles. We discussed the hired hand,
the legitimator, the political weapon, and the scapegoat. The width of the spectrum of
roles may vary and so may the weight of individual roles. Some firms may specialize
in the expert role, whereas others may opt for the doctor or facilitator role. Firms may
also differ in terms of their mix of formal and informal roles.

Services

The previous section emphasized three dimensions of the industry: services, client
sectors, and client geographies. Management consultancy firms may differ on each
dimension and offer different services. The number of services may also vary. We
may perceive a spectrum of the scope of management consultancy services. At one
end of this spectrum, we will find firms solely focusing on a single service. This
represents a very narrow scope. The specialist firms may focus on, for instance,



operations or strategy. The advantage of this focus is the faster build-up of knowledge
and capabilities. Specialist consultants benefit from learning effects. An example of
such a specialist management consultancy firm is Simon-Kucher. This consultancy
specializes in pricing.

At the other end of the services spectrum, we will find firms offering a very broad
scope of management consultancy services. An example of a broad firm is Accenture.
This firm combines a broad range of management consultancy services with business
consultancy and outsourcing. The advantage of a broad offering of services is
economies of scale and scope. Moreover, it offers convenience to the client: one-stop
shopping, and one transaction partner who is responsible for a whole bundle of
services. Figure 4.9 visualizes examples of the differing scope of services.

Example  Management Business Business Hardware &

of firm  consultancy consultancy servicas software
Simon-Kucher
McKinsey &
Company
Accenture
iBM

FIGURE 4.9 Examples of the differing scope of services

Source: corporate websites, 2012

MULTIPLE SPECIALIZATIONS We like to emphasize that management

consultancy firms offering a broad scope of services are not necessarily generalist
consultants. Typically, broad firms are organized into so-called ‘practice areas’. These
practice areas are (to a certain extent) staffed with specialists, in particular at the
higher level: managers and partners (in the large firms, junior staff are typically not
specialized). Offering multiple services at the specialist level assumes a certain scale.
Only large-scale firms have sufficient consultancy staff to allow for specialization in
different services or practice areas. Figure 4.10 gives an example of a management
consultancy firm offering multiple specializations. McKinsey & Company covers
eight services.
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FIGURE 4.10 Multiple specializations within one firm
Source: McKinsey & Company (2012)

Client sectors

EXPERIENCE EFFECTS Firms may also differ in terms of the number of client
sectors they serve. Again, we may perceive a spectrum in the scope of client sectors.
Some firms focus solely on one single client sector. This constitutes a very narrow
scope. An example is consultants that focus on airports. These consultants know
everything there is to know about airports. They may provide all kinds of consultancy
services to airports, ranging from strategy to organization and operations. As stated
before, the advantage of such a focus is the faster build-up of knowledge and
capabilities. Client sector specialist consultants enjoy experience effects. Specialists
can ride the learning curve faster than generalists. They know their sector better than
generalist consultants that work in multiple sectors.

ECONOMIES OF SCOPE However, generalist consultants may enjoy economies
of scope. They may have a broader perspective, at least in terms of sectors, than sector
specialists. Generalists may be able to broker best practice knowledge from one client
sector to another. Large management consultancies that have multiple sector
specializations combine the best of both worlds. They have in-depth sector knowledge
similar to sector specialist firms. For instance, their knowledge of airports matches the
knowledge of specialist airport consultants. However, they can also offer a broad
perspective because they have specialist consultants for different client sectors. As an
illustration of the scope in terms of services and client sectors, Figure 4.11 visualizes
the offerings of Bain & Company. Compare these service offerings with McKinsey &
Company (Figure 4.10). Can you note any differences?
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Ciient sectors

Airlinas and transportation
Financial services
Industrial goods and services
Metals and mining

Pnvate equity

Social and public sector
Telacommunications
Consumer products
Heailthcare

Media

Oil and gas

Retail

Technology

Social and public sector
Telacommunications

FIGURE 4.11 An example of client sectors and services

Notes: * ‘private equity’ refers to consultancy to private equity clients; ** ‘results delivery’ refers to change
management.

Source: Bain & Company (2012)

THE DOMINANT DIMENSION Firms distinguish between consultancy
services and client sectors and may be organized as a matrix of services and sectors
(see, for example, Figure 4.11). However, the two dimensions of the matrix, services
and sectors, are not equally important to the firm. The client sectors are leading.
Clients buy services, not the other way around. A client of a consultancy firm
typically interacts with the consultancy partner who is responsible for the client sector
to which that client belongs. Assume the client is a bank. The partner for the banking
sector ‘owns’ this client. Depending on the demands of the client, the partner may
involve a colleague who specializes in the service demanded, for instance strategy.

Geographies

The majority of management consultancies are small. Two thirds of all management
consultants work in firms with less than ten consultants (see Figure 4.8). These small
consultancy firms typically serve small clients. As a result, small consultancy firms
will most likely be confined to national markets, or even to local markets. However,
the consultancy industry also contains a number of (very) large firms. These firms
generally operate nationally or even across national borders.

GLOBAL PRESENCE AND LOCAL RESPONSIVENESS As management



consultancy is a service, it cannot be exported from the home country of the
consultancy firm. An automotive firm may ships its cars from its manufacturing plant
in the home country to customer markets all over the world. A management
consultancy firm with one office may send consultants from its office in the home
country to clients all over the world. However, travel time, costs, and the personal
burden for consultants, such as jet lag and time away from home, make such a policy
inefficient and inconvenient. Moreover, differences across geographies make local
customized approaches necessary (see, for example, the case study about South
Korea). To improve local responsiveness, international consultancy firms may (also)
want to work with consultants who are natives of the countries in which they serve
clients. Native consultants have some advantages over non-native consultants: they
speak the language of the local client and they better understand the local culture.
Probably, they will be more sensitive to local needs and customs.

BUILDING GLOBAL PRESENCE Management consultancy firms that expand
internationally will typically open offices abroad.

The chapter on the history of the industry indicated that in the 1960s US-based
consultancies expanded their office networks to cover Europe. Since then, office
networks have become increasingly international. Globalization of management
consultancy firms is usually no different from that of other firms. Consultancies
follow their clients into new geographies. For instance, if a client of a Western
consultancy firm decides to enter Asian markets, then that client may ask their
consultant to provide advice and assistance on this internationalization strategy.
Western consultancy firms earn the majority of their revenues in emerging markets
from the emerging market subsidiaries of their existing Western clients. The local
management consultancy firms do the majority of the consultancy work for local
clients in emerging markets.

At present, many large consultancy firms have world-spanning networks of offices.
As an example of a global office network, Figure 4.12 visualizes how McKinsey &
Company’s offices are distributed across regions.



North America: Europe: Asia:

25 offices 40 offices 17 offices
South America: Africa: Middle East: Pacific:
7 officas 4 offices 5 offices 2 offices

FIGURE 4.12 An example of offices across geographies
Source: McKinsey & Company (2012)

ADVANTAGES OF A GLOBAL PRESENCE Globalization becomes

increasingly important for management consultancy firms. As clients become more
international, their consultancy firms will be induced to follow them. To an increasing
extent, small domestic clients may also consider internationalization. As a result, the
demand for management consultancy to help clients to internationalize and the
demand for consultancy on an international basis (consultancy projects covering
multiple countries) will increase. Management consultancy firms that operate on an
international scale have four important advantages over local rivals.

1.

International consultancies can match the geographic scope of their international
clients. International consultancies can serve clients consistently in all the countries
clients operate in. With local offices, the consultants can work with client
employees in all countries.

. Through their international office networks, international consultancies possess (in-

depth and tacit) knowledge of the host countries of their clients. They can offer
knowledge of the host country to those clients who consider entering that country.

. International consultancies can broker best practices across countries. They can

identify the best practices in country A and apply that knowledge for the benefit of
a client in country B. Of course, consultancies should still pay attention to the
differences in local circumstances. There are limits to the transferability of
knowledge across national borders (see the case study about South Korea).

. Having operations around the world allows management consultancy firms to better

manage the utilization of their consultancy staff. If a certain country or region faces
a (temporary) economic downturn, and therefore experiences a reduction in



consultancy demand, then a global firm may use its consultants from that country to
work on projects in other countries, where that demand is not impacted. This makes
global firms more flexible in terms of capacity management.

SUMMARY

The management consultancy industry is difficult to analyse. There is no common
definition of management consultancy. As management consultancy is not a formal
profession, there is no (legal) obligation to register. Furthermore, stakeholders have
little or no interest in providing data voluntarily. As a result, industry statistics are
scarce.

THREE KEY DIMENSIONS OF THE INDUSTRY This chapter characterizes
the management consultancy industry using three dimensions:

1. Services provided.
2. Client sectors served.
3. Client geographies.

We show that a homogeneous management consultancy industry does not exist. The
industry is too heterogeneous. Differences between services, sectors, and geographies
are large. Financial consulting and operations management dominate the global
revenues (together, over 50 per cent). The public sector and financial services are the
most important client sectors (together, over 40 per cent). Worldwide industry
revenues are also geographically skewed. North America accounts for almost half of
the worldwide revenues (about 45 per cent).

DIFFERENCES BETWEEN FIRMS This chapter investigates firms operating

in the management consultancy industry. Just as a standard management consultancy
industry does not exist, there is no typical management consultancy firm. Not all
firms in the management consultancy industry are pure management consultants. We
find firms that not only offer management consultancy services but also business
consultancy, business services, and other products and services. The population of
firms operating in the management consultancy industry is heterogeneous. Our
analysis reveals a variety of firms. First, we can distinguish small and large firms. The
majority of firms are (very) small i.e. less than ten consultants. Besides the majority
of small and unknown firms, there are a small number of very large and well-known
firms. The large firms have a revenue per consultant that is twice the amount of small
firms. Second, we can distinguish differences in terms of services, client sectors, and
client geographies. In general, a large scope requires a large scale. The large firms can



combine specialization and breadth. Small firms are forced to specialize in a narrow
domain.

REFLECTIVE QUESTIONS

1. What are the main challenges in measuring the size of the global management
consultancy market? Explain your answer.

2. What are the implications of the difficulties in measuring the management
consultancy market? Why does it matter and for whom?

3. How would you measure the size of the management consultancy market in terms
of revenues in your country? Provide two alternative approaches. Explain your
choices.

4. The public sector is the largest client sector worldwide (see Figure 4.5). Is it the
largest client sector everywhere? Use the key drivers of demand for management
consultancy (see Figure 4.2) to frame your answer.

5. Is the client base for small management consultancy firms typically limited to small
client organizations? Explain why or why not.

6. How do you evaluate the rise of global firms in the management consultancy
industry? What are the causes and what are the consequences of this development?
Elaborate on your answer.

MINI CASE STUDY

From Australia to Africa

Rooted in Australia

MineCons is an Australian management consultancy firm that specializes in the
mining industry. This is a subset of the ‘manufacturing and natural resources’
sector. MineCons was founded in 2002 by two former senior managers of a large
mining corporation: Peter Pit and Brad Blast. Currently, the consultancy firm
employs seven consultants, including the two founder-owners. All consultants
are native Australians with rich experience in the mining industry. The firm
operates with a single office that is located in Australia. Most of the consultancy
work is based in MineCons’ home country.

African business



However, for the last three years the consultancy has received an increasing
stream of work from mining corporations on the African continent. In the first
year, MineCons conducted one small consultancy project for a client in Africa.
The second year, the consultancy firm was asked to do two small projects for
African corporations. Last year MineCons did three small projects and one
medium-sized project in Africa.

It is April. The firm has already done two small projects. Last month, the
founders were approached by Lion Mining Corporation, an African mining
corporation. They have hired MineCons three times already during the past three
years for small projects.

The opportunity

Lion Mining has approached MineCons for a very large consultancy project.
This project will require four consultants to work for eighteen months on the
client’s sites in Africa. MineCons’ founders consider whether they should accept
this commission of Lion Mining. There are a couple of issues. First, to staff this
consultancy project, the consultancy firm needs to hire two additional
consultants. With the current level of domestic work MineCons cannot afford to
have more than two consultants working abroad.

Second, another issue concerns travelling. Until now MineCons’ founder-
owners Peter and Brad used to fly in their consultants to the African projects. As
long as these projects were relatively short, that is maximally a couple of weeks,
expatriating the Australian consultants was still acceptable. However, eighteen
months is too long as the consultants have families at home.

Third, a final issue concerns the nature of the new project. In contrast to
previous projects in Africa, this new project for Lion Mining will involve
working together intensively with local, African employees of this client. Client
interaction and communication will be an important success factor in this project.
Will MineCons’ Australian consultants be able to succeed?

Questions

1 What should Peter and Brad do? Should they accept Lion Mining’s new commission or not? Give Peter
and Brad your advice. Provide arguments for your advice.

2 If you think MineCons should accept the project, how should the firm deal with the three issues of the
new commission as outlined above? Give Peter and Brad your advice. Provide arguments.

3 Now switch to the perspective of the client. Should Lion Mining consider hiring MineCons? Why, or why
not? Critically reflect upon the scale of MineCons.
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THE COMPETITIVE LANDSCAPE

OF THE MANAGEMENT
CONSULTANCY INDUSTRY

INTRODUCTION

This chapter sketches the competitive landscape of the management consultancy
industry. The chapter is divided into three parts. First, we outline the different
competitive strategies of management consultancy firms. We emphasize the
importance of knowledge about management problems and solutions. We show how
the exploration and exploitation of this knowledge influence the competitive strategies
of consultancies. Second, we explore the five competitive forces in the consultancy
industry. We interpret each of these forces in the specific context of the management
consultancy industry. This allows you to develop insight into the competitive
dynamics of this industry. Third, we investigate key developments that affect the
management consultancy industry: globalization, market maturation, the development
of information technology, and the convergence of the management consultancy
industry with other industries. The chapter presents a case study of the network-based
consultancy firm EdenMcAllum to illustrate a new business model in management
consultancy, and ends with a summary, reflective questions, a mini case study,
suggested further reading, and references.

Main learning objectives

 Understand the differences in the competitive strategies of firms in the management
consultancy industry.

» Relate knowledge exploitation and exploration to competitive strategy.

+ Evaluate the attractiveness of the management consultancy industry in terms of the
competitive forces.

» Understand key developments affecting the management consultancy industry.



« Ciritically reflect upon the implications of these key industry developments for the
competitive forces in the industry.

COMPETITIVE STRATEGIES

Exploration and exploitation of knowledge

Management consultancy is a knowledge-intensive service. Knowledge about
management problems and solutions plays a crucial role in the competitive strategies
of management consultancy firms. Management consultancy is about knowledge
exploration and knowledge exploitation, respectively, the development of new
knowledge and the application of existing knowledge.

KNOWLEDGE EXPLORATION The earliest management consultants at the

end of the nineteenth century and in the early twentieth century needed to develop
new knowledge because management (consultancy) was a new field. Client
management hired them to solve new problems for which no solutions existed at that
time. Consultants needed to develop new solutions. When client management hired
them to assist with the management’s tasks of implementing these new solutions,
consultants also had to develop new knowledge about implementation.

BRAIN CONSULTANCY Solving new client problems requires large effort.
Management consultants have to invent the wheel. This puts large requirements on
consultants. They have to be smart and creative to come up with new solutions. They
have to explore knowledge. The consultants focusing on new problems have to
compete on the basis of their brain power. They claim: we can help you best because
we are smartest. What matters most in the competition between consultants for new
problems is a consultant’s ability to solve the newest (and most complex) client
problems. Consultancy based on knowledge exploration is called the ‘brain’ type of
consultancy (Maister, 1982).

KNOWLEDGE EXPLOITATION When a second client approaches the

management consultant with a problem that the particular consultant has already
solved for another client, then the management consultant can use the same
knowledge, or at least build on the already developed solution. The more often
management consultants face the same, or similar, client problems, the more they can
rely on their previous knowledge or experience. They do not have to reinvent the
wheel every time a new client approaches them with the same or a similar problem.
By exploiting their knowledge, management consultants become more efficient.



KNOWLEDGE ACCUMULATION Figure 5.1 visualizes the accumulation of
knowledge of a consultancy. Assume the consultants work in project teams of four.
Consultants on average do four projects per year. As a consequence, the number of
projects that a firm conducts equals the number of consultants. Assume two firms
with a stable number of consultants. A has 500 consultants, whereas B employs 1,000
consultants. Every year, firm A does 500 projects, whereas B does 1,000 projects.
Figure 5.1 shows how the firms accumulate knowledge at different speed (assuming
knowledge accumulation per project is the same for both firms). Over a period of ten
years, firm A will have accumulated 5,000 projects in its knowledge base, whereas
firm B will have added 10,000 projects to its knowledge base. This example illustrates
economies of scale in knowledge development in management consultancy.
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FIGURE 5.1 Knowledge accumulation varies with firm size

Note: ‘annual production’ refers to the number of projects conducted annually. The ‘knowledge base’ is the
accumulated number of projects over time.

GREY HAIR CONSULTANCY Consultants may exploit their experience to
solve client problems. They claim: we can help you best because we have solved
similar problems before. Consultancy based on knowledge exploitation is called ‘grey
hair’ consultancy (Maister, 1982). The emphasis in grey hair consultancy is on
experience rather than brain power. The consultants should have experience. Grey
hair consultancy is only appropriate for client problems that have been solved before.
It is not suitable for new problems.

PROCEDURE CONSULTANCY To increase efficiency further, management
consultancies strive to codify their experience into procedures. Procedures take the
form of methods, tools, and techniques. Examples are: frameworks, models, road
maps, checklists, and step plans. If consultants can codify their knowledge in



procedures, they no longer have to rely on experienced, grey hair consultants. They
may hire inexperienced or at least less experienced individuals. They are cheaper and
they may be more easily moulded to the firm’s requirements. These inexperienced
consultants need to be trained in the firm’s procedures. With the help of these
procedures, they can solve the known problems of clients. Because the procedures are
essential to the consultancy project’s value creation, and because the owners of the
consultancy firm own these procedures, these owners can seize the lion’s share of the
project fees.

EFFICIENCY AND LEVERAGE Procedure consultancy (Maister, 1982)

provides two significant benefits for the consultancy firm. The first is cost saving and
efficiency gains. The procedures allow the consultancy firm to hire inexperienced
consultants. Inexperienced consultants are cheaper to hire than experienced ones.
Moreover, procedures allow consultants to work more efficiently on projects. Second,
procedures provide ‘leverage’. Procedures enable consultancy firms to leverage their
experience. With procedures the firm can more easily expand its scale of operations.
The consultancy firm is no longer limited by the availability of experienced people.
The pool of inexperienced individuals is larger than that of experienced ones. To
develop a grey hair consultant may take a substantial period of time. To hire and train
a procedure consultant is much less time consuming. The consultancy business
becomes more scalable as a result.

CODIFIED VERSUS TACIT KNOWLEDGE Of course, not all consultancy
knowledge can be codified. Tacit knowledge in the heads of grey hair consultants is
difficult, if not impossible, to codify. Moreover, procedures are less demanding to
imitate than tacit experience. Codified knowledge is easier to observe and, therefore,
to imitate. Moreover, management consultancy procedures often cannot be protected
by intellectual property protection rights. A well-known example is the BCG matrix.
Basically every consultancy firm uses its own variant of this matrix. Codified
knowledge of brain consultancies gives (small) procedure consultancy firms the
chance to catch up and offer the best practices (developed by brain consultants) to
their clients. This imitation induces the need for innovation. If followers catch up with
the thought leader, then the leader has to come up with the next big idea to stay ahead.

SOFTWARE-BASED CONSULTANCY Procedure consultancy is delivered as
a service. Although the procedure consultancy firms no longer need experienced staff,
they still need people to provide advice and assistance to clients. Therefore, procedure
consultancy remains a labour-intensive, and thus relatively costly, activity. To reduce
costs further, management consultancies may attempt to codify their knowledge into
software. Management consultancy is ‘productized’: services become (software)



products.

An example of such a product is ‘analytics’ software to diagnose client problems.
The software may be used in two ways. One way is that consultants use it to make
them more efficient and effective. As a result, the productivity of consultants
increases. Microsoft Excel is the basic analytics product that every consultant uses.
Consultants may use macros and standardized templates for business cases and
valuations. Another way is that the consultancy firm sells the software to clients. For
instance, consultants may develop a route optimization tool for a client in logistics.
Next time, these consultants can sell this tool — with some minor adjustments — to
other logistics companies. Clients may then use the software without the help of
consultants. Software is more scalable than procedures. Once developed, the marginal
cost of software is close to zero. The efforts required to produce additional copies of
software are very small.

An example is McKinsey Solutions.! McKinsey & Company has added web-based
services to its portfolio of client services. McKinsey Solutions offers a portfolio of
web-based knowledge (including proprietary benchmark data and publications), tools
(such as analytical algorithms), and expert support for clients to help them identify
opportunities for performance improvement and design solutions for performance
improvement, and then implement these solutions.

Comparing four types of management consultancy

Figure 5.2 visualizes four different types of consultancy based on the familiarity of
problems and the codifiability of knowledge. Because of the efficiency potential of
codification, management consultancies will strive for codification of their
knowledge. Besides efficiency, codification also helps to retain the knowledge inside
the firm. The firm becomes less dependent on knowledgeable consultants who may
retire or leave the firm for other reasons. Consultancy knowledge typically follows a
pattern of increasing codification over its life cycle. When brain consultancy leads to
the development of new knowledge, the level of codification will typically be (very)
low. Over time, consultancies will attempt to codify their knowledge. Experience will
be translated into procedures. And finally, procedures may be programmed into
software. Not all consultancy knowledge will follow this pattern. Only specific sorts
of knowledge will lend themselves for codification. Management problems that
require tacit knowledge will not evolve beyond grey hair consultancy whereas some
new (codifiable) knowledge may directly be programmed into procedures or software.



High A ( D Management
Software-based consultancy consultancy
L ) as a product
Level of - SN
codification of a
consultant's Procedure consultancy
solution o ) Management
consultancy
= ) &' as a service
rain .
B consultancy Grey hair consultancy
- AN S
>
No Familiarity of client's High

problem to consultant

FIGURE 5.2 Comparing the four types of management consultancy

CLIENT VALUE PROPOSITIONS

Figure 5.3 outlines how these four types of consultancy may be related to types of
value propositions for clients. In the previous section, we discussed software as the
final form of knowledge codification. Software can be programmed procedures which
support operational excellence but software can also be based on brain-type of
knowledge and contribute to product leadership (see Figure 5.3).

Treacy and Wiersema (1993) distinguish between three generic value propositions:
product leadership, operational excellence, and customer intimacy. We translate these
propositions into management consultancy.

Type of Brain Software based Procedure Gray hair
consultancy consultancy consultancy consultancy consultancy
Client value

/a Product_ Operational Chent intimacy
proposition leadership axcellence

FIGURE 5.3 Relating types of consultancy and client value propositions

Product leadership. Product leadership is about innovation and based on
knowledge exploration. Product leadership of a management consultancy firm
means innovative solutions for client problems. This is about the management
consultant as a thought leader. This value proposition may fit with brain
consultancy and software-based consultancy based on brain knowledge (see
Figure 5.3).

Operational excellence. Management consultancy firms that offer an operational



excellence value proposition focus on the cost side of their offering. They strive
for the lowest cost. This does not necessarily mean that consultancy firms with
operational excellence compete on price. Wherever possible they will keep
prices (project fees) as high as possible and earn an additional margin because of
their lower costs. Operational excellence is based on knowledge exploitation.
Because their solutions are not as innovative as the product leadership offerings,
the operational excellence propositions have to be cheaper. The lower costs of
the operational excellence proposition fit best with the efficiency of the
procedure consultancy and software-based consultancy based on procedures (see
Figure 5.3).

Client intimacy. The third value proposition is neither innovative (product
leadership) nor low cost (operational excellence). The client intimacy value
proposition is based on an intimate relationship between consultants and their
clients. Consultants using the client intimacy proposition differentiate themselves
from competitors by means of a superior relationship with their clients and a
superior responsiveness to client needs. This value proposition may be associated
with a grey hair consultancy. Grey hair consultancy is not as innovative as brain
consultancy and not as low cost as procedure consultancy. Grey hair consultancy
may derive its distinctive value from the intimate client relationship (see Figure
5.3). A focus on another value discipline, such as product leadership of
operational excellence, does not mean that the consultancy firm can forego client
intimacy. Client intimacy is — to a varying extent — important to all consultancy
firms. Most consultancy firms obtain the majority of their revenues from existing
clients. All consultancy firms need some degree of client intimacy, but some
firms may decide that client intimacy is their main focus.

Cost versus differentiation strategies

We relate the client value propositions to Porter’s (1985) competitive forces
framework. Porter distinguishes between two bases of competition: lower cost and
differentiation. We relate the value propositions to the competitive strategies.

Product leadership propositions are based on product innovation. Innovation is a
manner of product differentiation. Product leadership propositions suit a
differentiation strategy. If product innovation means high value to clients, than clients
are willing to pay premium fees for product leadership propositions. Premium fees are
the main profit driver of product leadership propositions.

Regarding differentiation strategy, product leadership is not the only differentiator.
Another important differentiator is the quality of consultancy services provided. This
quality of services provision depends to a large extent on the knowledge and skills of
the individual consultants. Within a (large) consultancy firm, the knowledge and skills



of consultants may vary due to differences in talent and experience. It makes a
difference whether a client is served by a so-called ‘A-team’ consisting of the firm’s
top performers or by a ‘B-team’ consisting of inexperienced and less-qualified
consultants (see Chapter 9). In fact, the A-team of a second tier consultancy firm
might be better than the B-team of a top tier firm.

Operational excellence propositions are about low costs. They imply cost-based
competition. Cost leadership and cost focus strategies fit operational excellence value
propositions. Low costs are the main profit driver of operational excellence
propositions. We emphasize that management consultants typically do not compete on
price. Lowering prices may send the wrong message to prospective clients. In general,
prospective clients find it difficult to interpret the quality of consultancy services.
They may therefore perceive price to be a signal of quality. Consultancy firms want to
signal that they are the best. As a consequence, they should ask high prices. Asking
high prices is not always possible. To an increasing extent (large) clients will organize
tenders where multiple consultancy firms may bid for the same project. Typically, the
lowest bidder gets the project (see Chapter 10).

Client intimacy propositions are not based on low costs. An intimate relationship
with the client is a way for the management consultant to differentiate themself from
the competition. Therefore, client intimacy propositions are a form of differentiation
strategy. Because client intimacy is relatively labour-intensive, it cannot compete on
cost. The relationship-based differentiation allows higher fees than operational
excellence consultancy, though not as high as product leadership consultancy.
Premium fees are the main profit driver of client intimacy propositions.

Competitive advantage

What competitive strategy best fits a management consultancy firm? Should the firm
pursue cost or differentiation? If the consultancy decides on a differentiation strategy,
what should be its basis of differentiation? The choice of competitive strategy
depends on several factors. We focus on three important ones: clients, competitors,
and the consultancy firm itself.

Clients. The competitive strategy is influenced by the choice of clients. What
clients will the consultancy firm target? As outlined in the previous chapter, the
scoping options for consultancy firms present a spectrum, with on one hand, a
very narrow scope of specialization in one client sector on a local scale, and on
the other hand, a very broad scope of many client sectors on a global scale. Next,
the choice of client problems drives the competitive strategy. Does the
consultancy firm focus on new problems or familiar problems? Finally, the
codifiability of the consultancy’s knowledge affects the strategy. New problems



with low codifiability suggest a brain type of consultancy, whereas familiar and
highly codifiable problems indicate a procedure type of consultancy.

Competitors. The previous section hinted at a direct relationship between type of
consultancy and value proposition. However, the competitive situation may
influence that relationship. If competition is weak, than a management
consultancy firm may get away with one strong value proposition only. For
instance, a brain type of consultancy, BrainCon (fictitious firm), may focus on
the product leadership proposition, and relatedly a differentiation strategy. But if
competition is strong than a management consultancy firm may have to combine
multiple strong value propositions. In the example of BrainCon, if the firm faces
strong competition from other brain consultancy firms, than product leadership
differentiation may not be enough to win business from its rivals. In such a
competitive situation, the consultancy firm may have to combine product
leadership differentiation, to some extent, with other value propositions, such as
client intimacy differentiation. BrainCon may have to invest in the client
relationship to get the brain business.

Consultancy firm. Competitive strategy is not only driven by clients and
competitors. The resources and capabilities of the consultancy firm also
influence the choice of strategy. Compare outside-in thinking (the environment
guides the strategy development) and inside-out thinking (the organization’s
resources and capabilities guide the strategy development) about strategy. Large
management consultancy firms have a greater potential for scale economies that
enable cost strategies than small firms. Firms with a consultancy staff of highly
talented professionals will be better equipped for a differentiation strategy based
on product leadership. A strong client network is a good basis for a
differentiation strategy based on client intimacy.

TRADE-OFFS  Decisions about the basis of competitive advantage for
management consultancy firms are influenced by trade-offs between the different
competitive advantages. In Figure 5.4 we distinguish three bases of competitive
advantage. Porter distinguishes cost and differentiation. Based on the client value
propositions of Treacy and Wiersema, we decompose differentiation into product
differentiation and client relationship differentiation. We postulate increasing marginal
costs for a particular competitive advantage. By this we mean that the marginal costs
of a consultancy firm’s competitive advantage increase when the consultancy
strengthens the particular advantage. The increasing costs to competitive advantages
imply a convex relationship between two competitive advantages. The curve implies a
trade-off between competitive advantages. With a given set of resources, a
management consultancy firm cannot strengthen multiple competitive advantages
simultaneously. Strategy is making decisions. For the sake of simplicity, Figure 5.4



only shows bilateral trade-offs. In real life, management consultancy firms face
trilateral trade-offs between the three bases of competitive advantage. The leaders of
the consultancy have to decide simultaneously how to position their firm along the
three axes. Large firms operating in multiple markets may make different trade-offs in
different markets, depending on several factors, such as the maturity of markets and
the firm’s willingness to expand in a market. Over time, as conditions evolve,
consultants may change their trade-off decisions. It is a dynamic decision.
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FIGURE 5.4  Trade-offs between competitive advantages for management
consultancy firms

Source: based on the work of Porter (1985), and Treacy and Wiersema (1993)

Competitive scope

Typically the decisions ‘how to compete’ (competitive advantage) and ‘where to
compete’ (competitive scope) are interwoven. For the purpose of simplicity we
discuss the two decisions one after another. We frame the ‘where decision’ in three
dimensions: services, client sectors, and geography (see also Chapter 4).

Services. Regarding the first dimension, this chapter focuses on management
consultancy services, that is, advice to management and assistance with the
managerial tasks of implementing advice. However, firms may combine
management consultancy with business consultancy, business services, and other



services. We may conceptualize the services scope on a spectrum that ranges

from specialist management consultancy firms to conglomerates offering a broad
range of services. An example of a firm specializing in management consultancy
is McKinsey & Company. IBM Consulting is an example of a very broad player.

Client sectors. The second dimension is about the number of client sectors
served. Some firms specialize in a single client sector, while others are
generalists who work in a large range of sectors (see Chapter 4).

Geography. The third dimension is the geographic scope of the firm. We
acknowledge that the majority of management consultancy firms is (very) small
and focuses on the national or local market. For these firms competition is
contained within the local environment, or a national scale. However, there are
also a number of (very) large firms, such as the consultancy arms of Deloitte and
PwC, that operate on a global scale.

SCALE AND SCOPE Figure 5.5 visualizes three different groups of firms
operating in the management consultancy industry. The horizontal axis combines the
scale and scope of firms. We distinguish three groups. On the left, the figure positions
firms with a small scope. These are typically the small specialist consultancy firms.
On the right, the figure positions firms that combine a large scale with a broad scope.
Here you find the big global conglomerates, combining management consultancy with
other professional services.

In the middle we find firms that are medium-sized and have a relatively wide
scope. They are, for instance, generalist consultancy firms that offer a wide range of
services to a wide range of client sectors in various countries. The vertical axis
measures the profitability of the firms. Figure 5.5 shows a so-called ‘smiley curve’.
Firms at both ends of the spectrum have high profitability, while the players in the
middle have low profitability. They are literally stuck in the middle.
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FIGURE 5.5 The combination of a firm’s scale and scope dffects its profitability
Small specialists may achieve high profitability due to specialization advantages

and experience effects. Moreover they may operate in relatively uncontested niche

markets that are not attractive to the large consultancy firms. The big broad players in



the consultancy industry may seize economies of scale and scope. The mid-sized
players with a relatively broad scope do not enjoy economies of scale while they have
to cope with the complexity of managing a broad scope operation. The broad scope in
combination with small scale typically implies little opportunity for achieving
experience effects.

CASE STUDY

A network-based manage-ment consultancy firm?

The opportunity of the alumni

There are much more alumni in the top tier management consultancy firms, such
as McKinsey & Company, Bain & Company, and the Boston Consulting Group,
than consultants currently employed by these firms. Moreover, the number is
increasing. A substantial number of alumni become independent freelance
consultants. Two alumni from one of the top tier firms invented a business model
that capitalized on the growing alumni pool.

A new business model in management consultancy

Liann Eden and Dena McCallum once worked for McKinsey & Company. Eden
left on becoming a mother because she wanted a change of lifestyle. McCallum
joined a corporate firm. In her new position as a client of consultancy, she began
looking for a more tailored and less costly alternative for the traditional offering
of the top tier consultancies. Clients do not always have the need, and the budget,
to hire a complete team from a traditional top tier firm.

Eden and McCallum joined forces and founded a business to couple freelance
alumni from the top tier consultancies to clients. Some alumni want a different
life style. Some clients want top tier level consultancy, but do not have the need,
or the budget, for the traditional fully leaded team-based offerings of the top tier
consultancy firms. Some clients don’t want a consultant to ‘own’ their issue and
present a report, but want to develop the answer themselves — with help.

How it works

Eden and McCallum built a network of freelance alumni from the top tier
consultancies. They invest in getting to know these consultants well, and work



on multiple projects with many of them but none of the consultants is on their
payroll. Eden McCallum employs them on a contract basis, when a project
opportunity arises for which they are suitable. Eden McCallum works with
clients to decide the right level of resourcing and experience for the project at
hand without being constrained by the economics of traditional firms. Typically
this results in a smaller and more tailored team (two or three people from Eden
McCallum working closely with the client).

In an Eden McCallum setting these alumni now offer a different value
proposition from their previous employer. For one thing, these alumni do not
have access to the resources of their former firms. They do not have access to the
expertise of the worldwide staff, the knowledge management systems, and the
proprietary methods and techniques. However, these consultants have been
trained in many approaches and techniques and are selected for projects
specifically for the experience and skills that they bring. Moreover, much of
what used to be proprietary research these days is available on-line. The Eden
McCallum value proposition therefore provides top-calibre consultants with
relevant experience at about half the rates of the traditional top tier firms.

Everybody happy?

Freelance alumni-consultants may find the business model of Eden McCallum
attractive. It provides sole practitioners with a brand and the opportunity to work
on more diverse projects in more diverse team-settings. Moreover, the firm
relieves them of the need to find clients themselves. Eden McCallum provides
alumni with the opportunity of having a regular supply of work. They can decide
to accept work or not. This flexibility allows for a more balanced lifestyle. Eden
McCallum maintains good relationships with the top tier consultancy firms. So
far, Eden McCallum doesn’t typically compete with the traditional firms.
Whereas McKinsey or BCG typically work for the CEOs of the largest
corporations, Eden McCallum serves these clients mostly at the level of
BU/division leaders. Eden McCallum also serves smaller clients who would not
have hired the top consultancies anyway. However, if this business model of
mediating top tier alumni spreads and cannibalizes the core business of the top
tier firms, the relationship of Eden McCallum with these consultancies may
change.

Discussion questions

1 What, if any, competitive force(s) in the consultancy industry does Eden McCallum illustrate? Explain
your answer.

2 How do you assess the competitive advantages and disadvantages of Eden McCallum compared to the



traditional top tier consultancy firms? Explain your answer.

3 Characterize and evaluate the present relationship between Eden McCallum and the alumni. Explain your
answer.

4 Does Eden McCallum have a sustainable competitive advantage? What, if any, are the key threats to the
firm? Explain your answer.

1Based on various sources,including the company website, and various newspaper and journal articles,
including Birinshaw (2006) and Business Strategy Review (2007).

COMPETITIVE FORCES

In this section we provide an overview of the main elements of the management
consultancy industry. For this purpose, we use Porter’s competitive forces framework
(see Figure 5.6). We discuss each of the five groups of industry actors: competitors,
buyers, suppliers, substitutes, and new entrants. Competitors are the established,
incumbent management consultancy firms. The buyers are the clients of these
management consultancies. As management consultancy is a people business, the
main suppliers are individuals who are willing to work for management consultancy
firms. Substitutes for management consultancy refer to alternatives such as client
management solving problems and implementing solutions without the help of
management consultancies. Other substitutes include research firms, advertising
agencies, and charity organizations of retired experts that advise some managers for
free (for instance, managers of non-profit organizations or managers in developing
countries). New entrants consist of newly founded consultancy firms as well as
established firms from other industries that set up a management consultancy
subsidiary. For each group of industry actors, we examine the main determinants of
the competitive force related to that particular group (see Figure 5.6).
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FIGURE 5.6 Elements of industry structure
Source: based on Porter (1985: 6), DIY refers to Do-It-Yourself

Industry competitors or internal rivalry

The archetypal management consultancy industry competitor does not exist. The
industry encompasses a heterogeneous population of providers of management
consultancy services. We distinguish between pure players and the hybrids. In this
chapter, we adopt the perspective of the pure players; these are firms and sole
practitioners that solely focus on management consultancy services. As the
geographic scope is global, we focus on pure players with international presence.

TABLE 5.1 Rivalry determinants



Rivalry determinant m Dampens rivairy Enforces rivalry

Industry growth Consultancy revenue High growth Slow growth or decline
growth
Ratio of fixed coststo  Fixed costs is mostly Low ratio High ratio

value added wages
Intermittent Capacity of consultancy ~ No intermittent High intermitterit
overcapacity staff overcapacity overcapacity
Product differences Differentiation through Large differences Small or no
client relations, quality, differences
and people
Brand identity Brand of the Strong brands Weak or no brands
consultancy firm
Switching costs Switching between High switching costs Low or no switching
consultancy firms costs
Concentration and Market share of top 4 High concentration, Low concentration,
balance consultancies. Balance  large size differences  equal-size firms
of shares between firms
Informational Transparency for buyers  High informational Low informational
complexity of consultancy services  complexity complexity
Diversity of Differences between Low diversity High diversity
competitors consultancy firms
Corporate stakes Corporate owners of Low corporate stakes ~ High corporate stakes
consultancy firms
Exit barriers Ease of exiting the Low exit barriers High exit barriers

consultancy industry

Source: based on Porter (1985)

DETERMINANTS OF RIVALRY Porter distinguishes between 11 determinants

of the intensity of rivalry among industry competitors (see Table 5.1). The higher the
intensity of rivalry, the larger the pressure on competitor profitability.

Industry growth Industry growth lowers the intensity of rivalry. During its history
the industry has expanded its scope in terms of services and geographies. During the
second half of the twentieth century, growth was primarily driven by the expansion of
consultancy services: information technology and strategy. However, in the first
decade of the twenty-first century it is primarily geographic expansion that drives
industry growth. Emerging markets, such as Brazil, Russia, India, and China (the so-
called ‘BRIC countries’), provide a new impetus to the management consultancy
industry. However, the geographic expansion cannot mask that management
consultancy, at least in the developed countries, has turned into a mature industry.

Fixed costs to value added The ratio of fixed costs to value added of the
consultancy is another determinant of rivalry. If this ratio is high then competitors will



have a larger inclination to reduce prices in order to gain business than when this ratio
is low. High fixed costs imply low variable costs, which in turn make additional sales
profitable at low price levels. Management consultancy is a people business. It is not
capital intensive. The capital costs are minimal. However, if the consultancy
employees have permanent contracts then labour costs are fixed. This means a high
ratio of fixed costs to value added. Management consultancy firms are less inclined to
reduce fees to win business, as lowering fees gives out a negative signal. In particular,
because the impact of management consultancy on client performance is hard or
impossible to measure, management consultancy firms use all other means to signal
quality. Buyers may associate high fees with high quality. Instead of lowering the
billing rate, management consultancies will charge less time to the client. If a
consultancy project is sold for a lower amount of official time, then the consultants
assigned to the project will have to work overtime to get the work done in the period
agreed. Management consultancy firms do not give a rebate on the billing rate but on
the billed hours. The economic effect for the client is the same as a price discount but
in the case of a reduction in billed hours, the consulting staff pay the price (discount).

Intermittent overcapacity Intermittent overcapacity is a third determinant of
rivalry. Overcapacity adds to rivalry. The utilization of its consultancy staff is a key
performance driver for a management consultancy firm. Overcapacity implies lower
utilization and thus lower performance and so lower profit. Management consultancy
firms will avoid overcapacity, that is consultants being idle or, euphemistically
termed, consultants being ‘on the beach’. Therefore, consultancy firms will be
inclined to give rebates. As stated before, these rebates will not be given on the billing
rate but on the official hours charged to the client. If overcapacity is expected to reach
a permanent status, then consultancy firms will cut the overcapacity by taking leave of
redundant staff.

Product differences A fourth rivalry determinant is product differences between
firms. If the product differentiation is large, then the rivalry will be less intense than
when the product differentiation is small. In the absence of product differences, the
competitors offer identical products. This is the case of commodity industries. In
commodity industries, the rivalry is fierce. Price is the only competitive weapon if
competitors cannot differentiate their products.

Client relationship differentiation. In the management consultancy industry, the
product is a service. Services are intangible. Moreover, they are inseparable from
the service providers. Service provision and consumption take place
simultaneously. The service is also inseparable from the service consumer. The
variability is typically higher for services than for products. In most cases of



management consultancy, the quality of service depends not only on the service
provider but also on the consumer or client. The latter is a co-creator of the
consultancy service. Clients need to provide information. They may also be used
as a sounding board. Moreover, clients implement the advice, in some cases with
the assistance of management consultants. The role of the client suggests that the
relationship between client and consultant is essential. Differences in relationship
with clients, for instance stronger ties with a client, may reduce the rivalry
between consultancies.

Quality differentiation. The advice and assistance provided by management
consultancy firms may be another source of differences between firms. The
quality of the advice and implementation assistance may differ. A complicating
factor is that the impact of management consultancy is hard or impossible to
measure. Clients may assess the project, including the methods, techniques, and
knowledge that management consultants use. They may also assess the inputs
into the project, that is the individual consultants.

People differentiation. The quality of the individual management consultants
depends on their individual skills, knowledge, and attitude. Clients may consider
the professional qualifications, educational background, and professional track
record of individual consultants. The consultants draw on the organizational
resources of their firm. These resources include firm-wide knowledge
management systems, peer networks, support staff, methodologies, tools, and
techniques. Both differences in quality of individuals and differences in the
quality of firm resources may create differences in the services delivered
between management consultancy firms.

Brand identity The previous determinant, product differences, may be interpreted
as objective or subjective. Brand identity is only about subjective differences. Brands
are means of differentiation. Differentiation reduces the intensity of internal rivalry.
The large management consultancy firms all have well-known brands. Strategies for
brand development vary by firms. Some firms that want to establish a brand of a
thought leader invest in research and development. But they also invest in promotion
to show their R&D findings. Other firms sponsor sport and cultural events. Another
strategy is advertising. However, probably the most important determinant of
consultancy brands is the work of the consultancy firms. Consultants develop a
reputation by their work for clients. Client experiences and referrals help to build, or
destroy, brands.

Switching costs If clients can easily, without any cost, switch from one supplier to
another, than rivalry among suppliers will be higher than when switching is costly. We
may find several types of switching costs in the case of management consultancy.



There is the cost of building a relationship between client and consultant.
Relationships enable trust. Clients need to spend time and effort to teach the new
management consultant. The consultant needs to learn the details of the client.
Additionally, clients need to learn about the approach of the new consultant. If the
consultant uses different methods and techniques, client employees that work with the
consultant need to learn these methods and techniques. However, if the approaches of
consultants are similar, then these costs to clients are minimal.

Concentration and balance In a full competition all competitors are of equal size.
Concentration is very low and competition is balanced. In management consultancy,
most firms are small and only a small share are (very) large. Management consultancy
has a low concentration, but competition is unbalanced.

Informational complexity Informational complexity reduces the intensity of
rivalry. The informational complexity of management consultancy from a buyer
perspective is relatively high. Management consultancy is not a transparent industry.
The industry lacks standards. There is no obligatory registration. It is hard or
impossible to measure impact.

Diversity of competitors Differences between consultancy firms add to the
intensity of rivalry. The population of management consultancy firms is rather
diverse. On the one hand, we have the (very) small firms that operate on a local or
national level. On the other hand, we find the (very) large firms that operate on a
global level. The strategic group of large, international firms used to be dominated by
firms from the United States.

Corporate stakes Corporate ownership heightens the intensity of rivalry. If
competitors are part of larger corporations than rivalry will increase. Management
consultancy used to be an industry made up of relatively small firms, that is without
the presence of large corporations and their subsidiaries. Before the arrival of the
corporations, the firms in the management consultancy industry were professional
partnerships. However, with the development of IT consultancy, corporations have
entered the industry: the so-called managed professional businesses (see Part 3).
Large IT hardware or IT services corporations have added management consultancy
divisions. Examples are IBM, Accenture, and Capgemini. Moreover, the big
accountancy firms, among which are Deloitte, Ernst & Young, KPMG, and PwC,
have set up advisory arms.

Exit barriers If exit barriers are high then the internal rivalry will be more intense
than when barriers are low. Management consultancy firms do not face high exit



barriers. These organizations do not have large, industry-specific asset bases. They are
not characterized by long-term liabilities towards customers or suppliers. As a result,
management consultancy firms can exit at a relatively low cost.

Buyers

The buyers of management consultancy services are a heterogeneous group. They
may differ in size and operate in different industries and countries. The type of
consultancy services they seek may vary across buyers. Also reasons for buying
consultancy may vary. Porter distinguishes between two determinants of buyer power:
buyer bargaining leverage and buyer price sensitivity.

DETERMINANTS OF BUYER BARGAINING LEVERAGE Table 5.2

outlines the determinants of buyer bargaining leverage.

Buyer concentration versus firm concentration. Buyer concentration increases
the leverage of buyers, which in turn increases buyer power over management
consultancy firms, thereby reducing the profitability for consultancies. Regarding
management consultancy, buyer concentration varies by sector. Firm
concentration in management consultancy is rather low. Most consultancies are
(very) small. Moreover, large consultancies work for large buyers and small
consultancies work for small buyers.

Buyer volume. The size of the buyer budget influences bargaining leverage.
Large buyer organizations tend to have larger budgets for management
consultancy services than small buyers. The large organizations, therefore, have
more bargaining leverage. Large buyers often have larger agreements with
consultancy firms. For instance, these buyers may commit to X million dollars
per year but at a Y per cent discount on the daily billing rate of consultants.

Buyer switching costs relative to firm switching costs. If the buyer switching
costs are relatively low, then bargaining leverage will be relatively higher than
when these costs are relatively high. The more similar the approaches of
management consultancy firms, the lower the buyer switching costs. The same
applies to buyers. A high similarity of buyers lowers switching costs for
consultancy firms.

TABLE 5.2 Determinants of buyer bargaining leverage



Buyer power Reduces buyer Increases buyer
determinant bargaining leverage | bargaining leverage

Buyer concentration Dominance of Buyer concentration Buyer concentration
relative to firm consultancy buyers is smaller than is larger than
concentration versus dominance of consultancy firm consultancy firm
consultancy firms concentration concentration
Buyer volume Size of buyer budget Small buyer volume Large buyer volume
for consultancy
Buyer switching Flexibility of buyers Buyer switching costs  Consultancy firm
costs relative to firm and consultancy firms  excead consultancy switching costs
switching costs firm switching costs exceed buyer
switching costs
Buyer information Information about Shortage of Abundance of
management information for buyer information for buyer
consultancy
Ability to integrate Ability of buyers to Weak ability to Strong ability to
backwards set up an internal integrate backwards integrate backwards
consultancy
department
Substitute products Ability of buyers Low availability of High availability of
to solve problems substitute products substitute products
themselves
Pull through Buyer bypasses Low pull through High pull through
consultancy firms to potential potential
access talent

Source: based on Porter (1985)

Buyer information. Information about management consultancy augments
bargaining leverage. Because management consultancy is a service, it is more
difficult for buyers to obtain information compared to products. The lack of
transparency of the management consultancy lowers the opportunities for buyers
to collect information. Moreover, buyers may lose information about consultants.
The people who buy management consultancy services may leave the buyer’s
(procurement) department or leave the buyer organization altogether. Even large
buyer organizations find it difficult to keep the (soft, tacit) knowledge about
management consultancy (firms) inside.

Ability to integrate backwards. Backward integration enlarges bargaining
leverage. In terms of management consultancy, backward integration by buyers
means that these organizations establish their own (internal) management
consultancy units. Because of (breakeven) economics (minimum efficient scale),
large buyers are in a better position to set up internal consultancy units than
small buyers.

Substitute products. Substitute products also improve bargaining leverage. A
substitute for management consultancy is that buyers solve their problems
themselves and implement their solutions without the help of external



management consultants. If buyers have strong competences and sufficient time,
than the competitiveness of substitute products in relation to management
consultancy will be better than when buyers lack the competences and time.

Pull-through. Pull-through raises bargaining leverage. If buyers can bypass
consultancy firms and deal with the consultancy firms’ suppliers directly, they
have more leverage than when they cannot bypass consultancy firms. The key
suppliers to consultancies are the individual talents. Clients may compete in the
labour market with management consultancy firms for these talents.

DETERMINANTS OF BUYER PRICE SENSITIVITY Table 5.3 outlines

the determinants of buyer price sensitivity.

TABLE 5.3 Determinants of buyer price sensitivity

Buyer power Reduces buyer price | Increases buyer
determinant sensitivity price sensitivity

Ratio of price to total Share of consultancy Low ratio of price to High ratio of price to
purchases purchases in buyer's total purchases total purchases
total purchases
Product differences Differentiation of Large product Small product
and brand identity consultancy firms differences and strong  differences and weak
brand identity brand identity
Impact on quality and Effect of management  Large impact Small impact
performance of buyers  consultancy services on quality and on quality and
on quality and performance of buyers  performance of buyers
performance of buyers
Buyer profits Room for consultancy  High buyer profits Low buyer profits
purchases
Decision makers' Incentives of buyers Weak decision makers'  Strong decision
incentives for keeping budget for  incentives makers' incentives
consultancy purchases

Source: based on Porter (1985)

The ratio 