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» Definitions of MC;
» Roles of MC;

» Reasons for hiring MC and effects;

» The relevance of knowledge;

» Internal VS External MC;

» Key drivers of management consulting demand;
» MCindustry’s dimensions;

» Competitiveness in the MCindustry.
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Definitions of MC

Advice on
management
decision

No advice on
management
decision
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Management
consultancy
(narrow
definition)

Management Business
consultancy consultancy
(broad definition)

Business services  Business services

(BPO)
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From advice to client performance: the chain
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\ Roles of MC in client perspective

I =

Expert Provide knowledge to solve problem defined by client
Doctor Identify and solve problem for client

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

Hired hand Provide temporary capacity for client, not related to specific client
problem

Legitimator  Provide legitimacy to a client’s solution which other stakeholders
oppose

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

Scapegoat  Take blame for a client’s solution that is not in the interest of other
stakeholders
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Reasons for hiring MC and effects

Offerings of Hiring reason Primary effects sought by client
management
consultants

Knowledge providing  Improve performance (effectiveness and efficiency of client
organization)

Problem solving Improve performance (effectiveness and efficiency of client
organization)
Management . . . o
consultants’ Management auditing  Improve economics and reduce risks for client organization
knowledge and
capabilities Capacity (non- Relief for internal resource constraints of client organization
differentiated)
Decision validation Legitimacy to overcome opposition against decision

* Benefit for client organization
* Benefit for factions or individuals within client organization

Win political fight Arguments to win political fight
* Benefit for client organization (macro-politics)

Management * Benefit for factions or individuals within client organization

consultants’ reputation (micro-politics)

Scapegoat No blame for client management or individuals within client
organization
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4 types of MC — S

1. Brain Consultancy: solving new client problems requires large effort. Consultants have to
invent the wheel. They have to be smart and creative to come up with new solutions.

2. Grey hair consultancy: Consultans may exploit their experience to solve client problems. It is
appropriate for client problems that have been solved before.

3. Procedure Consultancy: Procedures take the form of methods, tools and techniques. If
consultants can codify their knowledge in procedures, they no longer have to rely on
experienced, grey hair consultancy.

4. Software-based consultancy: MC may attempt to codify their knowldge into software (e.g.
analatycs software to diagnose client problems).

N
High
& Software based
consultancy
Level of
codification of a
consultant’s Procedure consultancy
solution
[ Brain consultancy ] [ Grey hair consultancy ]
Low
S
L
Low Familiarity of client’s problem High
. to consultant i
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Institutional changes driving evolution and growth of MC
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The effects of knowledge

Knowledge plays an important role in
determines the width of the effect.

MC offerings. The newness of this knowledge

Width of effect of
knowledge A
Newness of { \
knowledge Client Client’s Society
industry

Knowledge is
new to society

Management
consultants’ —>)
knowledge

Knowledge is
new to client’s
industry
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Knowledge is
new to client
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Three mechanisms effecting clients and society

Offerings of management

consultants

Transfer mechanisms of
management
consultants
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Management
consultancy
projects
Management
consultants’ Management
knowledge > consultancy
and publications
capabilities
Management
consultancy
alumni

Effects for clients

Advice and
assistance for
individual clients

Broad
dissemination of
codified knowledge

Broad
dissemination of
tacit knowledge
and capabilitie
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The effect of different fields of MC

Operations

Organization and
strategy

Information
technology
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Improvement of client’s operational efficiency and
effectiveness

= Improvement of client’s organizational efficiency
and effectiveness

= Improvement of client organization’s
competitiveness

= Improvement of client’s business portfolio (if
applicable)

Improvement of the efficiency and effectiveness of
the client’s information systems and processes
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Internal VS External MC

Knowledge

Relation to

Differences

Internal consultants will
generally focus on one
organization.

Implications

Internal consultants will have better client understanding,
which may benefit in particular expert consultation on
implementation and process consultation.

External consultants will
generally work for a broader
group of clients, which may
span different sectors.

External consultants will have broader, more varied knowledge
and skills, which may benefit expert consultation and doctor
consultation that requires new-to-the-client knowledge and
skills.

Internal consultants are

External consultants are more suited to provide impartial,

generally have lower fees
than external consultants.

client subject to the client’s independent consultancy. However, external consultants may
hierarchy, whereas external also better be used as political ally and scapegoat.
consultants operate at arms’
length.

Reputation Internal consultants may If external consultants have a strong public reputation, they

develop an internal may be used as legitimators.
reputation but not a public
reputation. External
consultants may develop a
strong public reputation.

Cost Internal consultants Internal consultants’ cost advantage may in particular be

decisive if clients need hired hands and large-scale, long-term
consultation on implementation.

Course of Management Consulting

Prof. Corrado Cerruti




Internal VS External MC - risks

The use of external MC may carry risks

for clients:
high
A Overdependence: clients rely too much
'cr;trfsrﬂft'ar:cay“ageme"t on external consultants to solve their
Uncertainty problems, they will not develop
about opportunistic internally resources and capabilities.
ehaviour
of external External management
manageme | | consuitancy Isomorphism: if more organizations in
the same sector rely on M(, the sector
low . .. .
runs the risk of similarity of
low Clientspecificityof _ high | Qrganizations.
knowledge and
capabilities required for . . . .
management Opportunism: if a client of MC achieves
consultancy its goals with the MC’s advice,
competitors may be interested in hiring
this MC, that will use the knowledge
fom the original project.
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The MGMT knowledge - Production and adoption

Management fashion
adoption process

Management fashion

production process

Adoption of
management
fashion by
managers

ade nee aae

Early Early Late

Innovators  »4onters Majority Majority

Laggards

. Legitimation Commodification of Colonization of
Creation of . —
of Dissemination of management management
managemen fashion b £ashion b fashion b
t fashion by management management fashion by ashion by ashion by
uru fashion by management consultants management professional
8 guru consultants service firms
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3 key drivers of demand

Client organization

Change

Complexity (scale and scope)
Weak competences

Financial resources

Client sector

Demand for a management

=  Legislative and political changes consultancy service

=  Technological changes
=  Competitive dynamics

Client geography

= Stage of economic development
= Structure of economy
= Culture
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MC industry’s dimensions

MC is not a homogeneous industry. A global MC industry does not exist and national
differences continue to play an important tole in the use of MC.

Management
Consultancy
- consultancy
services ]
industry

Client
v geographies

Client sectors

A
v
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Scope of firms in MC industry

i

The number of services may vary. We may perceive a spectrum of this spectrum of the

with specialists.

scope of MC services. At one side of this spectrum we will find firms solely focusing on a
single service. A the the other side, we will find firms offering a very broad scope of MC
services. These last ones firms are organized into so-called «lines of service», staffed

Corporate

Strategy .
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Client sectors

Risk & resource

Management consulting
firm

Sustainability Business

technology

Organi-
zation

Marketing &
sales

Operations
productivity
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Industrial goods & services
Airlines & transportation -
Financial services -

Firms distinguish
between consultancy
services and client
sectors and may be
organized as a matrix of
services and sectors;
client sector is more
important than services.
Clients interact with the
MC’s partner who is

responsible for the Social & public sector L

client sector.
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Metals & mining -
Social & public sector [

Telecommunications -
Consumer products -

Telecommunications -
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Private equity -
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Media [
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Retail [
Technology -
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’ Geographies

~—

As MC is a service, it cannot be exported from the home country of the consultancy
firm. Differences across geographies make local customied approach necessary.
Big player have a global presence.

North America:
25 offices

Europe: Asia:
40 offices 17 offices

South America: Africa: Middle East: Pacific:
7 offices 4 offices 5 offices 2 offices
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Competitive forces

New entrants to the
management
consultancy industry
(e.g. start-ups &
diversifying firms from
other industries)

Threat of new

entrants
Suppliers to the Ba;itz:ltl:fg Competitors in the Baggvtz:ﬂ‘;?fg
management ?u liers m?tnagenjednt " pbu ers Buyers of management
consultancy industry PP consultancy industry Y consultancy (e.g.
> (firms and solo- <

companies and non-
profit organizations)

(e.g. individuals,
suppliers of knowledge
and equipment)

practitioners)

Intensity of rivalry
N Threat of
substitutes

Substitutes for
management
consultancy
(e.g. client DIY, internal
management
consultancy)
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4 key development impacting competition

Globalization of supply

and demand for
management

consultancy

4

Competition in the
management
consultancy industry

Convergence of
management
consultancy with other
industries

Maturation of demand
for management
consultancy (in
particular geographies)
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Development of
information and
communication
technology
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Competitiveness and client value propositions

Type of

Procedure
consultancy

Grey hair Brain

\ \L \L

Operational] [ Client ][ Product ]

excellence intimacy leadership
Frontier of possibilities

Client value
proposition
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Product
differentiation
advantage

High

Frontier of possibilities

Frontier of possibilities
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Where McKinsey is competing

V ——

McKinsey Solutions - Innovative services combining McKinsey expertise with data, analytics, and tools

McKinsey Solutions

High A /
Software based
consultancy
Level of
codification of a
consultant’s Procedure consultancy
solution
Brain consultancy Grey hair consultancy
Low
7

S
Cd

Client Service

McKinsey&Company

y of client’s problem High

Gllent Service

et & Pupiet The key to our client service is our seamless integration of deep industry tant
. . and functional expertise with tools and capabilities to support execution
Aot Us and make change happen—on a global scale.

Aumni

Giobal Locations.

McKinsey Insights

Industry Practices.
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= Healthcare Systems & Services
» Retail
= High Tech




