Three Perspectives on the Consulting Services Industry
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For companies that are looking to bring in outside expertise, there have been traditionally two approaches for them to choose from. The first option is to go with one of the big consulting companies and the second option is to choose a smaller boutique company or independent consultant to get the job done. Both options have some benefits but neither can adequately address the needs of small to mid-sized firms.

The Big Consultancy Perspective

Let’s start with the big consultancies. These companies staff thousands of consultants who move through the large organizations bringing “best practice” solutions and methodologies that are designed to work regardless of the talent or lack thereof that are assigned to the project. In most cases, these consulting organizations are not risk takers. They work with traditional approaches and traditional methods in order to deliver average results. But with large organizations, the average result is often enough. Indeed, as the old saying goes “nobody ever got fired for choosing IBM”.

One can easily understand why this is the case. Managers who hire big firm consultants can easily point the finger and say, “but they are one of the big guys - they are suppose to know what they are doing.” In reply, the big consulting companies can either throw more people, money or whatever into getting the job done. The problem with this approach is that it becomes very expensive.

The main reason for this is that the large consultancies firms must keep large staff levels of consultants ready to go at all times. The difference between profitability and loss is the company’s ability to keep as many of its consultants working at all times. If the consultants at these firms are not working, they are liabilities to the companies. This is what is often termed in the industry as “being on the beach”. The more people you have on the beach, the less money you make. Additionally, you now need more administrative staff to manage all the issues that go along with large firms. This doesn’t even include all the training costs of keeping your people up-to-date!

Therefore, in order to cover the costs of downtime and the administration, large consultancy firms need to raise the rates of their consultants. This means that companies who hire these firms are paying for more than the work they receive - they are paying for all the downtime and administrative costs as well! No wonder small and medium companies can’t afford to pay these amounts. After the incidents with Enron et al., its no surprise that people are getting sick of the big consulting firms.

The Boutique Perspective

The other option is for a company to hire consultancy boutiques. These boutiques are smaller and structured with less overhead than the large consultant organizations. Additionally, this smaller size means that the boutiques are more attentive to the individual and custom needs of the small and medium sized organization. 

There is a downside to the boutique approach, however. First, the boutiques are less able to increase manpower in order to bring a project to completion quicker. Companies that hire the boutiques are then often subjected to the ‘bandwidth’ available at the time. Additionally, boutiques are by their nature specialized in a particular area. There are accounting boutiques, strategy boutiques, marketing boutiques and IT boutiques. Each of these forms of boutiques is then only really capable of delivering solutions in a particular area. This means that the boutiques begin to regard all problems within the frame of their own specialization rather than as general problem solving of a business issue, or they are incapable of dealing with projects outside their range of expertise.

To accommodate this, many small and medium sized companies end up with multiple boutique relationships and begin to have the headache of trying to co-ordinate conflicting visions and timelines between these different groups. So while the boutiques may offer services at rates lower than the large consulting firms, they are unable to provide a complete solution and often the smaller companies pay the price through increased management and administration. Also, as the boutiques in many cases offer a specialized service that is not always needed, they often come and go with the organization and fail to establish long-term consulting arrangements.

A Third Perspective

The small and medium sized businesses get stuck between these two paradigms. If they choose a large consulting firm they get the one-stop shop best practice solution, but at exorbitant rates and with sterile cookie cutter solutions. Alternatively, the boutique can offer a more customized solution at lower rates, but they are often only capable of dealing with specific problems. There could however, be a third paradigm.

A new form of consulting firm is ready to emerge. This firm combines the best of both worlds and may open up the consulting market to small and medium sized firms. This firm is based on a new virtual business model, where the consulting firm does not employee full-time specialists but rather contracts out specific jobs to an established network of skilled independent consultants. Rather than technical specialists, the business keeps generalists and project managers who are skilled at assembling and managing these virtual collective teams that can quickly come together and disband when necessary. By focusing on these more general skills, the firm can still develop long-term relationships and work with companies to build and nurture their business, but at a lower overall cost.

Because this kind of consulting firm can lower their cost structure, they can pass on these savings to their customers, while still delivering high quality best practice. Additionally, as the work is contract, they can also offer the independent consultant freedom to run their own business and make more money than they could if they were employed full-time.

Finally, this type of firm is more readily able to adapt as it can shift its network of consultants to different areas of expertise as technology and thinking changes. Firms that are able to partner with consultants that understand this new paradigm will be able to achieve the customized one-stop shop solution at lower rates than the larger consulting firms.


Robert Hyde is the founder and principal of 3rd Perspective, a consulting firm that models itself under this new paradigm. (www.3rdperspective.com)

