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M anagement Consulting, Global Markets
and Corporate Networking

Silvio M. Brondon/

1. Economic Globalization & M anagement Consulting

Within economic globalization, management consgltihas become an
important source for innovation in management, fogna bridge between
academia, firms, and thought leaders in other diels a result, management
consulting firms can use a variety of tools anchiegues to approach business
problems. Management consulting industry comprises strategy consulting
and operations consulting and refers to the praabit helping companies to
improve performance through analysis of existingsibess problems and
development of future plans. Management consultmgy involve the
identification and cross-fertilization of best piiaes, change management and
coaching skills, strategy development or operatiomgprovement, technology
implementations, analytical techniques.

Management consultants can also rely on their @eitsi perspective to provide
fair recommendations. As more 21st-century globahganies come to specialize
in core activities and outsource the rest (netwardanization), they have greater
need for external specialists who can interact withher companies, their co-
makers, their customers, and their suppliers. Campahat get it right will build
complex talent-based competitive advantages thaipetitors won't be able to
imitate easily and in short times. Thus the traddil organization, where a few
top managers coordinate the pyramid below theiveiisg upset.

Management consultants generally bring formal fraor&s or methodologies
to identify problems or suggest more effective tircient ways of performing
business tasks. Management consulting refers teiding business consulting
services, but often it can be difficult to distimglu between management
consulting and other consulting practices such m@®rmation Technology
consulting, because these fields directly suppadirtess operations and often
overlap the field of management consulting.
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2. Management Consulting Beginning in USA and in Europe

The main reason why management consulting indggaw first in the USA is
because of deep cultural factors. Contrary to Eeyrefs management and Boards
people alike might not be competent in all circuanses; therefore, buying
external competency and services was seen as tiveosay to solve a business
problem. Indeed, management consulting defines ainéss relation to
management.

By contrast, in Europe, management is compelleldetcompetent at all times
and for all economic, emotional and social dimemsidlhis is referred to as the
euro pan ‘pater familias’ business-pattern. Therefeeeking and paying for
external advice was seen as inappropriate for@tiome and just at the beginning
of globalization (1980s). Conversely it must alsdaid that in those days (and
still today) the average level of education of #wecutives was significantly
lower in the USA than in Europe, where managersew@randes Ecoles’
graduates (France) or ‘Doktor’ (Germany). The carabon of these two factors
made it difficult for consulting to emerge in Eusogt was only after World War
I, in the wake of the development of the interoaél trade led by the USA, that
management consulting emerged in Europe.

3. The Glamorous History of M anagement Consulting Industry

Management consulting industry grew with the depelent of management.
Arthur D. Little, the famous MIT professor, founded 1886 the first
management consulting firm on the same name. Arurlittle originally
specialized in technical research and just lateralme a general management
consultancy. Edwin G. Booz, a graduate of the KgJl&chool of Management at
Northwestern University, founded in 1914 Booz Alldamilton as a management
consultancy and the first to serve both industrgt government. The first pure
management and strategy consulting company was hdeli & Company.
McKinsey was founded in Chicago during 1926 by Jarmie McKinsey, a
professor at the University of Chicago Graduateo8tlof Business, but the
modern McKinsey was shaped by Marvin Bower, whoelved that management
consultancies should adhere to the same high miofed standards as lawyers
and doctors. McKinsey is credited with being thestfito hire newly MBAs
graduated from top schools to staff its projectsddw T. Kearney, an original
McKinsey partner broke off and started A.T. Kearneyl937, PA-Personnel
Administration was founded in 1943 -during Britainvar effort- by three
Englishmen: Ernest E. Butten, Tom H. Kirkham and David Seymour.

After World War 1l, a number of new management cdinsg firms formed,
most notably Boston Consulting Group, founded ir63,9which brought a
rigorous analytical approach to the study of mansayg and strategy.

Booz Allen, McKinsey, BCG, and Harvard Business &thduring the 1960s
and 70s, developed the tools and approaches thdt wiefine the new field of
strategic management, setting the groundwork fduréu consulting firms.
Another major player of more recent fame is BairfC&mpany, whose focus on
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shareholder wealth (including its successful pavaguity business) set it apart
from older companies. Also significant was the depment of consulting arms
by both accounting firms (such as Accenture ofnitw defunct Arthur Andersen)
and global IT services companies (such as IBM Gl&8eavices, which acquired
PwC Consulting). Though not focused on strategyblem solving, these
consulting companies often were well-managed amtvear on client sites in
force.

4. Global Competition and M anagement Consulting Firms

In the 1980s and 1990s, management consulting teaggyuickly in US and
in Europe. The current trend in the market is aarcldifferentiation of
management consulting firms. McKinsey, Bain, and@@tain their strong
strategy focus, while many other generalist managnoonsultancies such as
Accenture and Capgemini are broadening their offerincreasing into high
volume, lower margin work such as system integratiboday, for instance,
McKinsey & Co offers worldwide management consigtservices in selected
industries, all with a global competitive edge, {@motive; Energy, Resources,
Materials; Financial Services; Food & Agriculturblgalth Care; High Tech;
Media & Entertainment; Non-profit; Public Sectoretil & Consumer Goods;
Telecommunications; Transportation), and for mamyporate function, as:
Corporate Finance; Economic Studies; Governancirmration Technology;
Marketing; Operations; Organization; Strategy.

Currently, there are four main types of consultimgns. First, the large
management and strategic consulting specialiiat offer only strategy
consulting and are specialized in some specifiastny (such as Arthur D. Little,
A.T. Kearney, Bain & Company, Boston Consulting @yp Booz Allen
Hamilton, and McKinsey & Company).

Second, the boutique firmsften quite small, focusing on areas of consulting
expertise in specific industries or technologiesr lstance, Roland Berger is
well-known in Europe for its skills in downsizingné cost-killing, while Monitor
Group is focused on the pharmacy industry and tassis to developing
countries’ governments. Most of the boutiques wetmded by academicians or
famous business theorists.

Third, the medium-sized information technology ottascy networkgsuch as
Hitachi Consulting) that mix boutique style withnse of the typical services and
technologies global players offer their clients.

Finally, the large networks.Diversified organizations (such as Accenture,
BearingPoint, Capgemini, Deloitte and IBM Globah&=s) that offer a wide range
of services, including information technology cdtisg. linformation technology
consulting (IT) has been one of the fastest-grosegments of business. This segment
includes consultants focused on e-commerce; telecmmations; intranet and
Internet strategies and functionality; hardwaretesys design and implementation;
software design, acquisition and implementationt aweb site design and operation.
During the tech boom of the 90s, global corporatiemverywhere wanted to quickly
ramp up new systems, from web sites to private dataorks to advanced e-
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commerce systems. They turned to consultants, l@dTt consulting companies

boomed. During the 90s, IT consultancies, througtide commercialization of the

Internet and fibber optics, as well as the rapreap of networked computing, created
partnerships with leading hardware and softwareufaaturers so that they could

easily recommend, sale and install technology syptckages.

Today's largest IT consulting firms often providetsmurced IT services of
many types. In fact, successful consultancies WWitroots have evolved into full-
service companies. In many cases, they are intefgprtments within larger
technology-based companies.

o The IBM Global Services unit of computer giant IBist
illustrates this trend. At such tech firms, a langertion of income
is derived from outsourcing. That is, once theseséivices firms
have determined a client's needs during a congulan analysis
phase, they may deliver key-services that includg-td-day
operation of the client's computer department andfsher
departments. HP has also been focusing on its laayesulting and
services unit. Likewise, many companies outsidth@fcomputer
hardware and software field have successfully @eindonsulting
and outsourcing into their offerings, developing peedable
additional revenue sources by offering a compliete of services to
their clients.

o The biggest development in IT consulting todaliesextremely
rapid growth of major companies that are based mdia but
compete globally, such as Tata Consultancy Ser(€€S). Tata
has quickly become a $4 billion annual revenues fand a major
contender in the global IT sector. Additional glbbiaders
headquartered in India include Wipro and Infosyddiional very
hot competition for IT consulting budgets comesanfreoftware
companies, such as Oracle, that have quickly bupt large
consulting units of their own. Even Dell, onceranffocused on the
efficient manufacture and direct sales of PCs apdveys now
offers a complete system design and installationice

Original Equipment Manufacturers (OEMs) of a widage of products and
components, (from laptop computers to hard drigeautomobile components)
now consult intensely with their clients in the guot development phase, and are
later involved in the actual manufacturing. Many NEled so into Original
Design Manufacturers (ODMs) that consult with, dador and then manufacture
for their clients. For example, an ODM might deterenthe needs for an in-dash
stereo/radio system of an automaker client, deslgn system and finally
manufacture the system. The automobile industryble@®me an environment in
which major manufacturers, such as GM, rely heamiiya handful of component
and systems manufacturers, to consult in the desigrengineering phase of new
car planning.
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o Contract electronics manufacturers such as Flextte consult
heavily with their clients in the design of new guwots, whether
they are computers, stereos or telecommunicatigogpeient.

As technology has advanced rapidly and microchipgehbecome integral
components of many everyday items, consulting uiggr design and
implementation has become necessary to many tyjpesmufacturers. Likewise,
many types of service providers, such as thoseelecémmunications, must
consult to a large extent with end customers raggrdheir systems' needs.
Consulting in these types of situations may or mairesult in additional fees,
but in many cases the consulting functions at naotufing and services firms
have been developed into true profit centers wattHic fee structures.

5. Global Markets and M anagement Consulting Industry

The economic globalization introduced many changetsthe consulting business
remains one of the most prestigious and secrets@®Is in the world of business.

In recent years the economic globalization developpe consulting industry in
most of the developed world. Moreover changing detedrom great corporations
and governments led major international consuliimgs to become very global in
nature, but unfortunately with tighter budgets, encompetitive bidding and shorter
engagements in many cases. In particular, manageroesulting, IT consulting
and human resources consulting have become exjrenmapetitive.

Recently, in the US market major consulting firre anjoying revenue gains
and once again are hiring top college grads asasedixperienced consultants and
analysts. Corporate clients are also more openotsuttants specializing in
security matters and global politics. Meanwhileygmment clients are engaging
consulting organizations for advice in home seguartd anti-terrorist tactics.

Also outside the US, the globalization pushed upagament consulting firms.
To a growing degree, however, off shoring of swagks is becoming necessary in
order to conduct management consulting projectstha nations where
management practices must be applied. As multinatio companies
headquartered in the US and elsewhere continugén offices, factories and
research facilities in other nations, consultantsstmfollow in order to best
practice their skills.

o There are deep needs of high-level consultantShima, and
they are in very high demand in India as well. Globusiness
growth from Europe throughout North America to ABecific is
fuelling demand for consulting of all kinds, incingl management
consulting, HR consulting, industrial consulting datechnology
consulting. Meanwhile, many types of consulting acdounting
projects are being off shored, due to efforts byndi in North
America and Europe that wanted to take advantageveér hourly
fees.
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The global management consulting industry referdayoto organizations
primarily engaged in providing advice and assistanon business and
management corporate issues, such as: strateginipda(strategic management
consulting; global, international and local bussegonsulting; change
management consulting; health care consulting);amegational planning
(business plans; growth strategies and global &)angpnsulting outsourcing
(transportation, logistics and supply chain managdmE-commerce); financial
planning and budgeting; marketing positioning anales policies (sales
management training; customer service training aogdtomer loyalty and
retention training); human resource policies, pcast and planning (leadership
development, management and team development, emaeay and employee
training, executive coaching); production scheduljproject management; value
analysis); Information & Communication Technology laiqming and
implementation of methods; control planning; digpuesolution; consulting to
governments, homeland security and defence.

In particular, today's environment of high-levelplwal corporate mergers and
acquisitions is helping to drive demand for consgltas consulting firms large
and small find themselves assisting hedge fundstasanagers and corporate
acquisitions specialists.

o India and China are investing heavily in their owpper-level
education systems with the aim to turn out worltssIMBAs. Many
Asian nations have already achieved excellent sscaa this
regard, including Korea, Singapore, Taiwan and Japa

The consulting industry is a multifaceted, globakiness sector that is facing
many challenges and evolving quickly. At the highlesel of the business is
‘management consulting’, the segment that advispsekecutives and boards of
directors of largest global firms on strategy amgamization. These consultants'
engagements for a multinational corporation mayushe analysis of multiple
divisions and involve travel to several contineM&anagement consultants may
take assignments involving many aspects of a diebusiness, including
marketing, acquisitions, finance, information tealogy, organizational changes,
human resources, divestitures, government relationdacilities,
telecommunications, environmental matters and more.

o McKinsey & Company, Inc., Bain & Company, Inc.,stém
Consulting Group, Inc. and a handful of other compa are the
most elite. Such firms may charge their clientsvdrgre from
$300,000 to $1 million in monthly fees, billing topnsultants at as
much as $5,000 daily plus expenses, and asso@at&ls500 or so.
Annual revenues at such firms runs in the billi@igdollars, and
top consultants may earn $200,000 to $500,000 oeryearly.

The growing globalization of business and industrgeneral has led inevitably
to the globalization of the leading consulting camies. Major consultancies
operate offices in the most important businesserenh Europe and Asia-Pacific
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as well as in North and South America. Many opemateldwide and have
multiethnic, multilingual employee bases.

In contrast to the size and fame of the leading agament consulting
companies, a large portion of the consulting induist comprised of very small
companies -in many cases these are one-person. shtogse professionals have
turned to self-employment as consultants, focusamg their specialties and
combing their rolodexes for leads. During the cdiiey slump of the early
2000s, many consultancies resorted to mergers patiners; others instituted
layoffs and otherwise slashed their expenses. Bssidome great global
companies built their corporate internal consultstgffs in an effort to control
costs and results.

o Management Consulting Boutiques have grown rapsitgce
2000, as well educated, highly qualified and thaioly
experienced executives and professionals were dtidduring
corporate downsizing. Today, however, consultinghganies in
general expect healthy growth, particularly in projs with clients
based in the U.S., Asia and parts of Europe. EvenJapanese
economy is bouncing back after decades of stagmaticeating
significant new business opportunities for constka

Going forward, consulting firms will be forced tarpete fiercely for their
engagements, and the engagements they receiveanajabvely short-term or less
profitable than assignments of the past. Corpateets will be focused on a provable
return on investment for their consulting dollgrerg. Specific goals will be set early
in the process, and consultants will be under satgmessure to meet those goals.

Large, multifaceted consulting companies will faneense competition from
smaller, niche companiesMénagement Consulting Boutiqiedn particular,
consultancies that can help implement outsourcind aff-shoring, or further
their clients' desires to increase revenues irdhggirowing foreign markets, may
have the best competitive advantage over the mid-t€orporate clients may
lean toward hiring consultancies with a proven igbihot only to point out a
corporation's problems and strategic deficiendies,also to implement directly
solutions in distant lands.

6. Global Corporate Networking and Internal Consulting Groups

The new social and economic trends shape the glabdtcape. Anticipating
their impact can help global companies succeedidigg the current market-
space competition rather than fighting against it.

Large companies must innovate to take advantaggladfal trends without
jeopardizing the core business. According to neseaech, companies that shift
their portfolios to align them with favourable tcsnare much more likely to
achieve strong growth and profits.

Executives must understand the full range of sabisebehind each trend and
how they interact to affect many industries and jost the obvious ones. They
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can succeed by combining the scale assets of glod@orks to create and
amplify the value of their innovations.

The globalisation is changing the world economideorand the consulting
industry needs to face up to the new global mafdate and address the
following challenges: the impact of changing conipet advantage (Market-
Driven Management); government focus on outsourseryices and processes;
growing tension between regulation and advisoryises; the responsibility for
consultancies to prove the value they are offeramg} finally the invasive impact
of technology and digital communications on the ureat of services of
management consulting; that is, the increasingraation of processes will lead
to the stream-lining and elimination of not jusivlgalue-add transaction services,
but also will change the nature of functions froomanagerial emphasis to a
decision support one.

o ‘Four years ago, Deloitte & Touche was the onlg @f the Big
Four accounting firms that hadn't already dumped lticrative
consulting arm. And pressure for the split was hitggide and outside
the firm--including from the Securities & Exchan@®mmission.
Today, consulting is Deloitte's second-largest hess in the U.S., a
$3 billion segment that accounted for more thamiedtof the U.S.
firm's 2006 revenue, second to auditing. Worldwabsulting is an
even bigger business for Deloitte, totalling $8ifidm, or 45% of its
$20 billion in global revenue. But Deloitte is natique. It hasn't
taken long for the other audit firms to do the matial quickly rebuild
their own consulting arms. Worldwide, KPMG last iysald $5.3
billion worth of consulting services, a 12% jumenr the year before.
PricewaterhouseCoopers took in $3.7 billion, up 2G¥d Ernst &
Young rang up $2.4 billion, a 2% increase. Giverattappened at
Enron, WorldCom, Adelphia, Tyco, and elsewher®jritnic that the
very dangers those meltdowns highlighted are widatsng much of
the demand for Big Four non audit services todagAMieals that
used to be done on the CEO's handshake now takeéhsnomh
financial due diligence. Once-permissive credit kets are finally
demanding tough financial reviews of debt, whickisatb the need
for the accounting firms' number-crunching prowes@usiness
Week, September 2007).

Globalisation is both the greatest threat and dppitty for management
consulting industry. Large consultancy network$ gohtinue to globalise to deliver
services from competitively priced resource podéche players may survive
locally but middle sized players will be challengéthe consultancy offer is
becoming more clearly defined within the globalreegtation. The industry that has
emerged from this is more focussed on adding valehelping organisations
improve their performance and challenging tradé@londustry models.

Clients are much saver in terms of consulting seviand a lot of developing
shared services organization is hiring former ctiasts to act internally. These
internal consultants are helping procurement depants set performance and
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pricing benchmarks, and cutting down the pool ofdas. Value is not measured
by how many hours are spent in a client office,netleough this is still the
predominant industry billing model. Both consultescand — more importantly —
their clients will need to link consultancy rewatdshe value they create.

o A study hold by the U.K. Management Consultancies
Association reports that while the overall U.K. sahing industry
achieved 18 percent growth in revenues between 20052006,
revenue per consultant fell 6 percent overall dgrihat same time.
Since 2003, revenue per consultant has droppedet@ept. The
situation is similar in the United States.

Improving global board performance in differentioafl markets, corporations
set up their own internal consulting groups, hiringernal management
consultants either from within the corporation oonfi external management
consulting firms. Many of biggest global corporagohave internal groups of as
many as 200 40 full-time consultants.

The internal consultant approach offer differerasens. First of all, global
networks want a focus group that more closely wowkth, and monitor,
consulting firm relationships. Besides, the globaiporation wants to maintain
certain corporate information private. Finally, yhgant to model a project on a
global base and do not want to pay the large, gligles typically associated with
external consulting firms. Often, the internal adtent must devote less time on
learning a project due to familiarity with the corption, and is able to develop a
project through to implementation a step that wdutdtoo costly if an external
consultant organization were used.

Internal consulting groups are often formed aroanaumber of practice areas.
The more common areas are: competitive process gearnt, information
technology, design services, organizational anditiga competitive development.
Internal consulting groups present some potent@lpms. First, when the external
consulting networks are highly specialized, it mgreasingly difficult to recruit
independent consultants who are of the same piofesgprofile as those working
for consulting firms. Second, the internal consultaay not bring the objectivity to
the consulting relationship as an external orgaéioizaFinally, when balance sheet
get tough, often the internal consulting groughesfirst to be discharged.

The move toward outsourcing and increased compeigicontributing to pricing
pressures in the management consulting industrgbdBkation has increased
competition and maybe even led toward a commodiizaof services. As
globalization persists, consulting industry will ¢@ing to start competing a lot more
on price. The net effect even though these firrassaccessful and profitable, their
margins have been hurt to a degree will reducestnvents in business growth.

The movement to global supply chains for produstlieady being mirrored in
services. The rise of firms operating transacti®®bices across the globe is a
forerunner for the movement of more complex andiafale activities such as
analysis and advisory services to be provided fdeneloping economies, such as
India and China.
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