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Lords of Huh?

By Patrick Marren

I just finished quite an interesting book about the history of management consulting and the “business strategy revolution” with which it coincided.  It is Walter Kiechel III’s The Lords of Strategy: The Secret Intellectual History of the Corporate World (Harvard Business Press).  Kiechel is a former Editorial Director of Harvard Business Publishing, and a former managing editor at Fortune Magazine.  

It tells the story of the engineers (and in this case the term is not intended at all metaphorically) who created the modern consulting industry; the ideas, and the services based upon those ideas, that made that industry grow hugely over the past five decades; and the seeming decline of “strategy” as a prominent feature of their offerings.

The story begins in the early 1960s, the era of “Mad Men.”  The brilliant but eccentric engineer Bruce Henderson, after a couple of decades at Westinghouse and Arthur D. Little, forms the Boston Consulting Group (at its inception, merely the consulting arm of the Boston Safe Deposit and Trust Company).  After a year of nuts-and-bolts consulting to industrial firms along with a staff of six, he introduces two innovations: a newsletter, BCG Perspectives, and the invitation-only business conference, to market the firm and its ideas.    Henderson, tellingly, “preferred not to spend time with corporate functionaries whose titles included the words planning or planner.”  (More on this below.)

BCG stumbles around until it hits upon its Big Idea – the experience curve.  All businesses, in that time of U.S. industrial nirvana, are competing with other near-identical businesses doing (usually manufacturing) near-identical things.  In 1966, working for General Instruments, John Clarkeson, a BCG consultant, adapted an academic concept – the learning curve – to the client’s business, and the Experience Curve is born, and along with it, a whole industry.  

Manufacturers making widgets, the theory goes, get better and more efficient at making said widget the more widgets they make.  Given the sort of static regulated markets the 1960s featured, then, the way to make the most money is to have the lowest cost per unit, and the way to have the lowest cost is to produce the largest aggregate number of widgets the fastest.  Producing the largest aggregate number of widgets also has the virtue of (it is hoped) selling the largest number of widgets, thus amplifying your company’s advantage.

Taking this further, you could tell, in any particular market, who was positioned to be the market leader, and who was doomed to also-ran status.  As long as the company that was positioned to produce the most widgets understood how critical it was to crank production up, despite the high up-front per-unit costs, and ride down that experience curve to lowest-cost status, they were in like flint.  

Let us all pause to wipe a tear from our eye at the thought of markets so orderly and predictable that one could say, with Bruce Henderson, “A businessman can predict his normal costs far into the future if he understands their basic relationship to experience.”  

BCG rode the experience curve to great acclaim and profit for a number of years.  It followed up with the Growth-Share Matrix, which divided the still-orderly business world into four quadrants: High Projected Market Growth/High Relative Market Share (“Stars”); High Growth/Low Share (“Question Marks”); Low Growth/High Share (“Cash Cows”); and Low Growth/Low Share (“Dogs”).  

BCG’s clients, of course, were not classified as “dogs” or “stars;” remember, this was the era of conglomerates.  Stricter anti-trust legislation and regulation did not allow companies to dominate any one market to the extent that a Google or Microsoft is allowed to do so these days; so the only way to make greater profits was to become a holding company for many firms.  The Growth/Share matrix would be applied not to GE (e.g…. sorry) as a whole, but rather, a scatter diagram, with each point being a GE subsidiary, would be developed, and then compared to, say a scatter diagram of Westinghouse’s subsidiary businesses.  “Dogs” could be sold off, “Cash Cows” milked, “Question Marks” resolved, and “Stars” enjoyed, and the client would be made a bit more profitable against its competition.

BCG grew but did not profit commensurate with its intellectual horsepower, according to Kiechel.  It seemed to some that Henderson was more interested in the next great idea than in optimizing the financial prospects of either itself or its clients.  In fact, Henderson was known to have arguments with or even insult his clients at times.  After a number of years of prominence without achieving stable growth or predictable profitability, then, BCG, calving like a glacier, produced Bain & Company, founded by renegade BCG consultant Bill Bain in 1973.  

Bain took as its goal improving the bottom line for its clients.  It emphasized tangible client benefit in a way that BCG, in Bain’s view, had not.  Bain had a tendency to move into companies in great numbers, more or less running the show for them for long periods.  This was a marked contrast to the BCG habit of doing “six-week assignments culminating in a written report to the client.”  Bain felt that BCG consultants appeared to value appearing brilliant to their fellow BCGers more than actually solving client problems.  His question was “Do our clients make any more money because of us?”  

Bain took another step down the road of what Kiechel calls “Greater Taylorism” – the logical conclusion of the work of Frederick Winslow Taylor in the early years of the 20th century.  Taylor did time-and-motion studies at steel mills and factories.  His quintessential study was of a steel worker carrying pig iron.  He broke down the activities of the worker into numerous different parts, then proposed a new way of doing the work which supposedly made the process more efficient.  

The workers disagreed, eventually striking over what they perceived to be an inhuman pace of work, and in fact the rate of work Taylor proposed was never actually achieved.  But Taylor made out like a bandit.  More significant for our purposes, Taylor passed his general empirical analytical approach down to Frank Gilbreth and his wife Lilly, who applied many of Taylor’s time and motion concepts in a more humane and successful way for numerous clients, by all accounts.  (They also used them to raise their twelve children, an enterprise chronicled in the book Cheaper by the Dozen, which was held in esteem slightly lower than the family Bible in our similarly crowded house growing up.)  Lilly Gilbreth continued Frank’s work after his sudden untimely death in the 1930s, teaching a new generation (including an uncle of mine, a post-World War II PhD candidate at Iowa State, and later a graduate school dean at Harvard) the analytical empiricism that Taylor had begun.

The next great idea in strategy, according to Kiechel, was Bain’s application of strategic thinking in a “distinctive, proprietary, even secret” manner, to create a unique competitive advantage for its client.  Bain also, as stated above, applied these ideas in the form of long, intensive, open-ended engagements that flew under the radar as much as possible.  Rather than endlessly self-promote and publicly retail ideas for anyone who wanted to use them, Bain put client confidentiality above immediate marketing.  According to Kiechel, they became known as “the KGB of consulting,” and their consultants were known as “Bainies,” as followers of Sun Myung Moon were known as “Moonies.”  

Bain also committed itself to “get[ting] strategy down to the level where somebody with a wrench in his hands could do something about it.”  Even back in the mid-1970s, implementation was seen as the hardest nut to crack, and consultants were seen as people who handed great-sounding strategic ideas off but threw up their hands if asked how they could be enacted. 

There was a drawback to the Bain approach, however.  Bain people tended to march in as an army and take over.  They were seen as arrogant. A competitor said in an article in fortune in 1987, “Their product is brilliant.  It’s the package that has been a problem. Five million Bainies saying, ‘Stand aside, a******. Here we come.’”  And they ran into some legal problems for their work with Guinness in the 1980s.  This allowed an older firm to step in and reassert itself: McKinsey & Company.  

Fred Gluck, another engineer, remade the McKinsey strategy practice by bringing together groups of McKinsey’s best and brightest into teams to rethink what business strategy actually was.  McKinsey, to their credit, for all their stuffy Ivy League reputation, embraced Gluck, a classic Brooklyn nerd and engineer, and allowed him to rise to the highest post in the firm.  

Gluck’s inquiry into strategy brought him to an analytical framework that still rings true today to any consultant operating in the world of strategy consulting.  Organizations, he said, fell into four groups with respect to increasing strategic sophistication:

Financial planning:  Essentially the only thing passing for “strategic thinking,” or even planning, going on in the organization is during the budgeting process.

Forecast-based planning: The organization attempts to use historical data to predict what they think is going to happen in the future, so they can budget and plan for it.

Externally-oriented planning: The organization employs a variety of different tools to try to anticipate the actions of other actors, for planning purposes.

Strategic management: Management of the organization has inculcated a comprehensive strategic mindset within its ranks, what the leadership of the Coast Guard, for example, calls “Strategic Intent.” 

This last and highest level of strategy shows the distinction between strategic planning on the one hand and strategy on the other.  Strategy presumes a certain level of sophistication, a shared mental model of the external environment, a curiosity about what is going on outside the walls of one’s own facilities, and an ability to react to change in that external environment.  (I would say that the number of organizations that have achieved this last level is nearly as small these days as it was in the 1970s, when it was articulated; for the reason, see below.)

McKinsey did well in rebuilding its strategy practice under Gluck.  But the 1970s and 1980s brought trouble to business in general and consulting in particular.  Economically, corporations were hurting, and for consultancies, maintaining growth was difficult.  A couple of distinct offshoots came out of this period, according to Kiechel.  

One was the “people” fork.  Organizational theory, psychology, change, dynamics – call it what you will, but in the age of “the human potential movement,” “est,” and a lot of other alternatives to previously dominant religion or culture, it was inevitable that consultants would try to mine this "movement" for profit.  The answers were numerous – but none in particular has swept the field.  Tom Peters may be seen as emblematic of this branch of consulting theory.

The other main fork in the road came from a push from shareholders, who had been beaten down by a decade of stagnation.  It was “Shareholder Value.”  The Chicago School of economics was rising along with Reaganomics.  Shareholder value was the new mantra, and consultants that sought to maximize shareholder value were seeing greater success.  A corollary to this movement was the search for “Competitive Advantage,” Michael Porter’s Holy Grail.  Porter’s influence was at its height from the late 1980s through the early 1990s.

The interesting thing to me about these two movements – the people movement on the one hand, and the shareholder value movement on the other – is that they both tended to drive strategy toward incoherence, in different ways.  

The people movement was unquantifiable – how could you enumerate the impact of a certain organizational structure or way of treating or training or rewarding employees on the organization?  It sounded good, but did it really do anything?  And how could you choose between the blizzard of different “people” approaches?  An example: a 1993 study cited by Kiechel concluded that organization studies as an academic discipline was “more fragmented and diverse than it had ever been;”  “…[A] tent in which fundamentally any theoretical or methodological approach is as valid as any other.”

And the shareholder value crowd drove strategy toward incoherence in a very different way: by driving consulting approaches from the general, strategic level to the specific and tactical and operational level.  It became, as Kiechel says, all about “Greater Taylorism” – empirical analysis at the micro level to drive cost reduction.  

Kiechel calls this relentless and accelerating cost focus “the fiercening of capitalism.”  It has resulted from the de-conglomeration of corporations, their increasing specialization, increasing deregulation, a consequent higher level of competition, and the result, to this reader and strategy consultant, is that we are left wondering where strategy went.  Late in the book, Kiechel writes:

“None of the three [McKinsey, Bain, or BCG] resemble what a security analyst might call a pure-play strategy consultant.  That beast no longer exists, or if it does, it is the size of an insect and can escape our notice.”

It’s quite an interesting read, even if the conclusion is melancholy for us “insects.”

*            *            *

Originally published in Journal of Business Strategy, Volume 30, Issue 5 (2009). 
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