General State of the Consulting Industry

According to a Kennedy Information study entitled, The Global Consulting Marketplace 2007-2010, the marketplace for consulting services is continuing to grow.  Businesses are increasingly seeking guidance from consulting firms, be it for managing growth (for companies in emerging economies like China and India) or for cost management (like companies in Canada and the United States).
 
In addition, the global economic landscape is quite positive, and this has led to an increase in discretionary income for firms to spend on consulting services.
 However, the United States is being monitored very closely lately for risk of a recession.  This presumably would have a significant impact on the consulting industry if it did come to fruition.
In terms of service offerings, the leading research, publishing, and advisory services firm, Kennedy Information, suggests that “the consulting offerings from the Big Four [consulting] firms are maturing rapidly,” and that these firms need to create more innovative solutions to sustain themselves.
  This would give reason to believe that the market is open to new areas of specific consulting expertise. 
In summary, some favourable trends in today’s consulting industry are:

· There is a high demand for analytics and business intelligence; and
· Firms have increasing budgets for discretionary spending; and
· The rise of private equity and M&A deals increases demand for consulting advice in the form of due diligence and post-acquisition transformation work.
 
Industry Analysis – Porter’s Five Forces 
One specific method of evaluating the profit potential for a given industry is the Porter’s Five Forces Analysis.  The key components of this evaluation are: Threat of Substitutes, Threat of Entrants, Bargaining Power of Suppliers, Bargaining Power of Buyers, and Competitive Rivalry.
The threat of substitutes

· The primary alternative to consulting services is in-house business planning and support. According to TopConsultant.com, many large firms have been growing their in-house consulting teams in “an attempt to lower overall consulting spending and increase effectiveness of external consulting spending”.
 

· This is where the perceived level of product differentiation and value add is integral to a consulting firm’s success.
The threat of entrants
· New players can enter the consulting industry relatively easily.  This is primarily because there is very low start up costs; it is not a capital intensive market to be in.
· However, consulting does require significant human and intellectual capital which is usually developed over time. 
· In addition, credibility and reputation are integral to a firm’s success in this industry.
· Therefore, although many entrants can enter the market, few can compete on a large scale.
Bargaining Power of Suppliers 

· According to a study by TopConsultant.com, consulting firms today are facing a shortage in skilled labour.

· TopConsultant.com goes on to explain that the number of consultants available in many key segments of the market still falls significantly short of current levels of market demand.

· Although consulting firms may appear to be ‘in-need’, they require very specific skills and industry experience from new hires. According to TopConsultant.com, “The vast majority of [consulting] firms quite rightly prefer to turn work away and preserve their reputation for quality, than lower the bar in their hiring activities”.
 This would indicate that the bargaining power of suppliers of talent (new hires) is moderate.  It is not low though, because to retain top talent, large consulting firms are known to compensate their professionals in upwards of $100,000 a year. 
Bargaining Power of Buyers

· As mentioned above, large firms have in-house consulting teams which compete for resources with external consultants.
· Once hired, however, the consultant has significant say in the contract price as they are expected to be proficient in costing projects and providing business support. 

· In general, buyers in this market have relatively low bargaining power? 
Competitive Rivalry 

· There are a few large firms that compete in this industry on a global scale, and for similar clients.  However, each firm differentiates itself slightly by its collection of services offerings.

Most companies in this industry offer a combination of all or some of the following services: 

· Human Resource Strategy 
· Business Process Outsourcing

· Technology Consulting and Enterprise Solutions

· Operations Management

· Corporate Finance

· Marketing and Sales

· Customer Relationship Management 

· Supply Chain Management

Clients served by these large consulting firms include various forms of private and public sectors.

The following table outlines some of the market leaders in Business Consulting and their respective annual sales numbers, as reported by Hoovers Inc.

	Example of Market Leaders
	2006-2007 Sales (millions)

	
	

	AT Kearney
	$798.00

	Accenture
	$21,452.80

	Bain & Co.
	$1,310.00

	BearingPoint
	$3,444.00

	Booz Allen Hamilton
	$4,100.00

	Boston Consulting Group
	$1,800.00

	Capgemini
	$10,158.60

	Computer Sciences Corporation
	$14,854.90

	McKinsey & Co.
	$4,370.00

	Monitor Group
	$92.50

	Towers Perrin

	$1,420



The CSR Consulting Opportunity

Today’s CEOs are faced with a very different measure of firm performance. This measure is known as corporate social responsibility, and is also referred to as the “triple bottom line”. Essentially, the thought behind this is that businesses are seeing past their bottom line and are looking for ways to show their customers, investors and the general public that they are acting in society’s best interest.
 This includes issues like employment diversity, environmental consciousness, global aid, etc. Moreover, shareholders are requiring that firms be more transparent in the disclosure of such social, environmental and governance practices.
 

To this end, studies have shown that “companies that incorporate triple bottom line (social, environmental, and financial) objectives into their strategies have superior share returns”.
 Thus, we propose that as companies seek to be more socially responsible, but do not have the resources or knowledge to focus on it exclusively, a consulting-like business that strives to develop firms’ CSR initiatives has the potential to thrive in this environment.

Target Industries / Profiles for CSR Consulting
Although socially responsible initiatives are not by any means industry specific, some industries are on the radar more than others.  As one reporter from the Economist puts it, “trouble seems to come in waves, pounding industry after industry, each time for a different reason. It has hit the oil business because of spills and explosions. Mining companies have come under attack for collusion with corrupt governments. Clothing companies have faced scandals over the use of sweatshop or child labour. The petfood industry was pilloried after cats were killed by tainted imports from China”.
 

There are clear leaders, followers, and, as the Economist puts it, “laggards” in the CSR industry.
  The leaders are generally large companies that are dealing with issues like how to apply metrics and “codes of practice” across their global supply chains, or “how best to convey accurate environmental information on product labels”.
 These types of companies generally will have “a committed CEO who champions the policy”, as well as a chief officer responsible for managing CSR-related issues.
 According to the Economist, these are the companies that essentially are looking to "embed" CSR in their business models.

The majority are ‘followers’ in the CSR industry, who list a number of worthy causes in their annual reports that they support, but as the Economist suggests, “would be better [off] to concentrate on those that really work and benefit the business”.
 These companies lack the expertise and the intellectual capital to understand the impact their worthy initiatives have on their business.  Their real motive for investing in CSR is “public relations”.

The Economist suggests that there are two types of ‘laggards’ in the CSR industry today. The first group being ‘late adopters’, while the second “think[ing] they can afford to ignore CSR”.  The second group includes companies that operate in a “low profile industry” or in a country with minimal scrutiny.
 

The following is by no means an exhaustive list, but it highlights some sectors that could be targeted for a CSR-based consulting service:

· Energy, Oil and Gas
· Chemicals
· Utilities
· Consumer Packaged Goods
· Industrial Manufacturing
· Pulp and Paper
Direct Competition for CSR Consulting
North America has seen a handful of companies emerge to offer CSR-related services.  For example, EthicScan Canada Ltd., a Toronto-based business ethics consultancy, corporate responsibility research house and educational resource centre, claims to “help organizations and individuals behave more ethically”.
 EthicScan provides clients with the research, tools and training necessary to integrate socially responsible behaviour into firms’ business models.

Innovest Strategic Value Advisors, an internationally recognized investment research and advisory firm offers businesses its services in analyzing their performance on environmental, social, and strategic governance issues, “with a particular focus on their impact on competitiveness, profitability, and share price performance”.
 Innovest has a proprietary Intangible Value Assessment™ rating model which assesses environmental, social and governance performance. 

Stratos is Canada’s leading sustainability consultancy. It has national and international clients who “rely on [its] forward-looking, strategic expertise”. 
  According to its website, “Stratos' success is built on substantive expertise in public policy, strategy, management and assurance”.
 

Sustainable Investment Group Ltd. offers consulting services in the area of sustainable development and finance
. Its major focus is exploring the link between sustainable development and the creation of shareholder value. Together with Yachnin and Associates, and Corporate Knights, it developed the SDeffect ™, an “initiative aimed at advancing integration of considerations of sustainable development in investment decision-making”.
 It is focused on showing the effect of sustainable development practices on share price performance, company valuations, etc. 

Mercer Investment Consulting has a Responsible Investment business that according to the GLOBE Awards “is dedicated to developing intellectual capital about the integration of environmental, social and corporate governance (ESG) considerations within investment decision making”.
 Working with clients in Canada and abroad, Mercer consultants help to develop and implement responsible investment policies, select investment managers and monitor performance within an ESG framework. Mercer Investment Consulting worked as consultants to the United Nations on the development of the Principles for Responsible Investment, which were launched in April 2006.
Sustainable Investment Research International Ltd, one of the world's largest independent provider sustainability research and consulting services, offers clients an innovative web-based rating tool called, SiRi Pro.
 The tool can easily be customized to meet clients’ needs, and it “enables clients to simply and quickly integrate their unique sustainability vision and sustainability investment policy into company assessments”.
 

Jantzi Research Inc., an independent investment research firm, in the business of evaluating and monitoring the environmental, social, and governance performance of global securities. Its clientele are mainly mutual funds, pension funds, money managers, investment advisors, foundations, religious orders, and government. 
  It launched the Jantzi Social Index© (JSI) in conjunction with the Dow Jones Indices and a Montreal-based investment management firm, which it uses to measure other securities’ social and environmental performance.
 

GLOBE Advisors is the consulting wing of the Globe Foundation, a not-for-profit organization “dedicated to finding practical business-oriented solutions to the world's environmental problems”.
.  The establishment of GLOBE Advisors was “in response to increasing demand to provide consulting services on a project basis”.
 
The international strategy consultancy, SustainAbility, advises clients on the risks and opportunities associated with corporate responsibility and sustainable development. “Working at the interface between market forces and societal expectations, [it] seek[s] solutions to social and environmental challenges that deliver long term value”.
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