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pressure. Thompson explained the situation in
Europe in 1999:

One thing became clear very quickly: It was a lot easier
to sell cases of Ariel {detergent] or Pampers [diapers]
than cases of cosmetics, so guess where the sales force
effort went? At the same time, the new-product pipe-
line was resulting in almost a “launch of the month,”
and with the introduction of new products like Swiffer
and Febreze, it was hard for the MDOs to manage all of
these corporate priorities... Finally, because cosmet-
ics sales required more time and effort from local sales
forces, more local costs were assigned to that business,
and that has added to profit pressures.

Framing the Proposal It was in this context that
de Cesare was framing his proposal based on the
global potential of SK-II as a brand and his plans
to exploit the opportunities he saw. But he knew
Lafley’s long ties and positive feelings towards
SK-II would not be sufficient to convince him.
The GBU head was committed to focusing beauty
care on the core brands that could be developed as
a global franchise, and his questions would likely
zero in on whether de Cesare could build SK-IT
into such a brand.
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In April 1996, halfway through his first three-year
term as managing director of McKinsey & Com-
pany, Rajat Gupta was feeling quite proud as he
flew out of Bermuda, site of the firm’s second an-
nual Practice Olympics. He had just listened to
twenty teams outlining innovative new ideas they
had developed out of recent project work, and, like
his fellow senior partner judges, Gupta had come
away impressed by the intelligence and creativity
of the firm’s next generation of consultants.

But there was another thought that kept coming
back to the 47 year old leader of this highly success-
ful $1.8 billion consulting firm (See Exhibit 1 for
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a twenty year growth history). If this represented
the tip of McKinsey’s knowledge and expertise
iceberg, how well was the firm doing in develop-
ing, capturing, and leveraging this asset in service
of its clients worldwide? Although the Practice
Olympics was only one of several initiatives he
had championed, Gupta wondered if it was enough,
particularly in light of his often stated belief that
“knowledge is the lifeblood of McKinsey.”

- The Founders’ Legacy'

Founded in 1926 by University of Chicago pro-
fessor, James (“Mac”) McKinsey, the firm of “ac-
counting and engineering advisors” that bore his
name grew rapidly. Soon Mac began recruiting
experienced executives, and training them in the
integrated approach he called his General Survey
outline. In Saturday morning sessions he would lead
consultants through an “undeviating sequence” of

# 'The Founders’ Legacy section draws on Amar V. Bhide, “Building
the Professional Firm: McKinsey & Co., 1939-1968," HBS Working
Paper 95-010.
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analysis—goals, strategy, policies, organization,
facilities, procedures, and personnel—while still
encouraging them to synthesize data and think for
themselves.

In 1932, Mac recruited Marvin Bower, a bright
young lawyer with a Harvard MBA, and within two
years asked him to become manager of the recently
opened New York office. Convinced that he had to
upgrade the firm’s image in an industry typically
regarded as “efficiency experts” or “business doc-
tors,” Bower undertook to imbue in his associates
the sense of professionalism he had experienced
in his time in a law partnership. In a 1937 memo,
he outlined his vision for the firm as one focused
on issues of importance to top-level management,
adhering to the highest standards of integrity, pro-
fessional ethics, and technical excellence, able
to attract and develop young men of outstanding
qualifications, and committed to continually raising
its stature and influence. Above all, it was io be a
firm dedicated to the mission of serving its clients
superbly well.

Over the next decade, Bower worked tirelessly
to influence his partners and associates to share
his vision. As new offices opened, he became a
strong advocate of the One Firm policy that re-
quired all consultants to be recruited and advanced

on a firm-wide basis, clients to be treated as Mc-
Kinsey & Company responsibilities, and profits to
be shared from a firm pool, not an office pool. And
through dinner seminars, he began upgrading the
size and quality of McKinsey’s clients. In the 1945
New Engagement Guide, he articulated a policy
that every assignment should bring the firm some-
thing more than revenue—experience or prestige,
for example.

Elected Managing Partner in 1950, Bower led
his ten partners and 74 associates to initiate a se-
ries of major changes that turned McKinsey into
an elite consulting firm unable to meet the demand
for its services. Each client’s problems were seen
as unique, but Bower and his colleagues firmly
believed that well trained, highly intelligent gen-
eralists could quickly grasp the issue, and through
disciplined analysis find its solution. The firm’s
extraordinary domestic growth through the 1950s
provided a basis for international expansion that ac-
celerated the rate of growth in the 1960s. Following
the opening of the London Office in 1959, offices
in Geneva, Amsterdam, Diisseldorf, and Paris fol-
lowed quickly. By the time Bower stepped down
as Managing Director in 1967, McKinsey was a
well-established and highly respected presence in
Europe and North America.
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+ 1 A Decade of Doubt

Although leadership succession was well planned
and executed, within a few years, McKinsey’s
growth engine seemed to stall. The economic tur-
moil of the oil crisis, the slowing of the division-
alization process that had fueled the European
expansion, the growing sophistication of client
management, and the appearance of new focused
competitors like Boston Consulting Group (BCG)
all contributed to the problem. Almost overnight,
McKinsey’s enormous reservoir of internal self-
confidence and even self-satisfaction began to turn
to self-doubt and self-criticism.

Commission on Firm Aims and Goals Con-
cerned that the slowing growth in Europe and the
U.S. was more than just a cyclical market downturn,
the firm’s partners assigned a committee of their
most respected peers to study the problem and make
recommendations. In April 1971, the Commission
on Firm Aims and Goals concluded that the firm has
been growing too fast. The authors bluntly reported,
“Our preoccupation with the geographic expansion
and new practice possibilities has caused us to ne-
glect the development of our technical and profes-
sional skills.” The report concluded that McKinsey
had been too willing to accept routine assignments
from marginal clients, that the quality of work done
was uneven, and that while its consultants were ex-
cellent generalist problem solvers, they often lacked
the deep industry knowledge or the substantive spe-
cialized expertise that clients were demanding.

One of the Commission’s central proposals was
that the firm had to recommit itself to the continu-
ous development of its members. This meant that
growth would have to be slowed and that the as-
sociate to MGM ratio be reduced from 7 to 1 back
to 5 or 6 to 1. It further proposed that emphasis
be placed on the development of what it termed
“T-Shaped” consultants—those who supplemented
a broad generalist perspective with an in-depth in-
dustry or functional specialty.

Practice Development Initiative When Ron
Daniel was elected Managing Director (MD) in

1976—the fourth to hold the position since Bower
had stepped down nine years earlier—McKinsey
was still struggling to meet the challenges laid out
in the Commission’s report. As the head of the New
York office since 1970, Daniel had experienced first-
hand the rising expectations of increasingly sophis-
ticated clients and the aggressive challenges of new
competitors like BCG. In contrast to McKinsey’s
local office-based model of “client relationship”
consulting, BCG began competing on the basis of
“thought leadership” from a highly concentrated
resource base in Boston. Using some simple but
powerful tools, such as the experience curve and the
growth-share matrix, BCG began to make strong
inroads into the strategy consulting market. As
McKinsey began losing both clients and recruits to
BCG, Daniel became convinced that his firm could
no longer succeed pursuing its generalist model.

One of his first moves was to appoint one of the
firm’s most respected and productive senior part-
ners as McKinsey’s first full-time director of train-
ing. As an expanded commitment to developing
consultants’ skills and expertise became the norm,
the executive committee began debating the need to
formally updating the firm’s long-standing mission
to reflect the firm’s core commitment not only to
serving its clients but also to developing its consul-
tants. (Exhibit 2.)

But Daniel also believed some structural
changes were necessary. Building on an initiative
he and his colleagues had already implemented in
the New York office, he created industry-based
Clientele Sectors in consumer products, banking, in-
dustrial goods, insurance, and so on, cutting across
the geographic offices that remained the primary
organizational entity. He also encouraged more for-
mal development of the firm’s functional expertise
in areas like strategy, organization and operations
where knowledge and experience were widely dif-
fused and minimally codified. However, many—
including Marvin Bower—expressed concern that
any move towards a product driven approach could
damage McKinsey’s distinctive advantage of its
local office presence which gave partners strong
connections with the business community, allowed
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teams to work on site with clients and facilitated
implementation. It was an approach that they felt
contrasted sharply with the “fly in, fly out” model
of expert-based consulting that BCG ran from its
Boston hub.

Nonetheless, Daniel pressed ahead. Having
established industry sectors, the MD next turned
his attention to leveraging the firm’s functional

expertise. He assembled working groups to develop
knowledge in two areas that were at the heart of
McKinsey’s practice—strategy and organization.
To head up the first group, he named Fred Gluck, a
director in the New York office who had been out-
spoken in urging the firm to modify its traditional
generalist approach. In June 1977, Gluck invited a
“Super Group” of younger partners with sirategy
expertise to a three day meeting to share ideas and
develop an agenda for the strategy practice. One
described the meeting:

We had three days of unmitigated chaos. Someone
from New York would stand up and present a four-
box matrix. A parter from London would present a
nine-box matrix. A German would present a 47 box
matrix. Tt was chaos. .. but at the end of the third day
some strands of thought were coming together.

At the same time, Daniel asked Bob Waterman
who had been working on a Siemens-sponsored
study of “excellent companies” and Jim Bennett,
a respected senior partner to assemble a group that
could articulate the firm’s existing knowledge in
the organization arena. One of their first recruits
was an innovative young Ph.D. in organizational
theory named Tom Peters.

Revival and Renewal

By the early 1980s, with growth resuming, a cau-
tious optimism returned to McKinsey for the first
time in almost a decade.

Centers of Competence Recognizing that the
activities of the two practice development proj-
ects could not just be a one-time effort, in 1980
Daniel asked Gluck to join the central small
group that comprised the Firm Office and focus
on the knowiedge building agenda that had be-
come his passion. Ever since his arrival at the
firm from Bell Labs in 1967, Gluck had wanted
to bring an equally stimulating intellectual en-
vironment to McKinsey. Against some strong
internal resistance, he set out to convert his part-
ners to his strongly beld beliefs—that knowledge
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development had to be a core, not a peripheral
firm activity; that it needed to be ongoing and in-
stitutionalized, not temporary and project based;
and that it had to be the responsibility of every-
one, not just a few.

To complement the growing number of Cli-
entele Industry Sectors, he created 15 Centers of
Competence (virtual centers, not locations) built
around existing areas of management expertise
like strategy, organization, marketing, change
management, and systems. In a 1982 memo to all
partners, he described the role of these centers as
two-fold: to help develop consultants and to en-
sure the continued renewal of the firm’s intellec-
tual resources. For each Center, Gluck identified
one or two highly motivated, recognized experts
in the particular field and named them practice
leaders. The expectation was that these leaders
would assemble from around the firm, a core
group of partners who were active in the practice
area and interested in contributing to its devel-
opment. (See Exhibit 3 for the 15 Centers and
11 Sectors in 1983.)

To help build a shared body of knowledge, the
leadership of each of the 15 Centers of Competence
began to initiate activities primarily involving the
core group and, less frequently, the members of the
practice network. A partner commented on Gluck’s
commitment to the centers:

Unlike industry sectors, the centers of competence
did not have a natural, stable client base, and Fred
had to work hard to get them going.... He basically
told the practice leaders, “Spend whatever you can-
the cost is almost irrelevant compared to the pay-
off.” There was no attempt to filter or manage the
process, and the effect was “to let a thousand flow-
ers bloom.”

Gluck also spent a huge amount of time try-
ing to change an internal status hierarchy based
largely on the size and importance of one’s client
base. Arguing that practice development (“snow-
ball making” as it became known internally)
was not less “macho” than client development
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(“snowball throwing™), he tried to convince his
colleagues that everyone had to become snowball
makers and snowball throwers. In endless dis-
cussions, he would provoke his colleagues with
barbed pronouncements and personal challenges:
“Knowing what you’re talking about is not nec-
essarily a client service handicap” or “Would
you want your brain surgery done by a general
practitioner?”

Building a Knowledge Infrastructure As the
firm’s new emphasis on individual consultant train-
ing took hold and the Clientele Sectors and Cen-
ters of Competence began to generate new insights,
many began to feel the need to capture and leverage
the learning. Although big ideas had occasionally
been written up as articles for publication in news-
papers, magazines or journals like Harvard Busi-
ness Review, there was still a deep-seated suspicion
of anything that smacked of packaging ideas or
creating proprietary concepts or standard solutions.
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Such reluctance to document concepts had long
constrained the internal transfer of ideas and the
vast majority of internally developed knowledge
was never captured.

This began to change with the launching of the
McKinsey Staff Paper series in 1978, and by the
early 1980s the firm was actively encouraging its
consultants to publish their key findings. The initia-
tive got a major boost with the publication in 1982
of two major bestsellers, Peters and Waterman’s
In Search of Excellence and Kenichi Ohmae’s The
Mind of the Strategist. But books, articles, and staff
papers required major time investments, and only
a srnall minority of consultants made the effort to
write them. Believing that the firm had to lower
the barrier to internal knowledge communication,
Gluck introduced the idea of Practice Bulletins,
two page summaries of important new ideas that
identified the experts who could provide more de-
tail. A partner elaborated:

The Bulletins were essentially internal advertise-
ments for ideas and the people who had developed
them. We tried to convince people that they would
help build their personal networks and internal Tep-
utations.... Fred was not at all concerned that the
quality was mixed, and had a strong philosophy of
letting the internal market sort out what were the re-
ally big ideas.

Believing that the firm’s organizational infra-
structure needed major overhaul, in 1987 Gluck
launched a Knowledge Management Project.
After five months of study, the team made three
recommendations. First, the firm had to make a
major commitment to build a common database
of knowledge accumulated from client work and
developed in the practice areas. Second, to ensure
that the data bases were maintained and used, they
proposed that each practice area (Clientele Sec-
tor and Competence Center) hire a full time prac-
tice coordinator who could act as an “intelligent
switch” responsible for monitoring the quality of
the data and for helping consultants access the rel-
evant information. And finally, they suggested that
the firm expand its hiring practices and promotion

policies to create a career path for deep functional
specialists whose narrow expertise would make
them more I-shaped than the normal profile of a
T-shaped consultant.

The task of implementing these recommenda-
tions fell to a team led by Bill Matassoni, the firm’s
director of communications and Brook Manville, a
newly recruited Yale Ph.D. with experience with
electronic publishing. Focusing first on the Firm
Practice Information System (FPIS), a computer-
ized data base of client engagements, they installed
new systems and procedures to make the data more
complete, accurate, and timely so that it could be
accessed as a reliable information resource, not just
an archival record. More difficult was the task of
capturing the knowledge that had accumulated in
the practice areas since much of it had not been
formalized and none of it had been prioritized or
integrated. To create a computer based Practice
Development Network (PDNet), Matassoni and
Manville put huge energy into begging, cajoling
and challenging each practice to develop and sub-
mit documents that represented their core knowl-
edge. After months of work, they had collected the
2,000 documents that they believed provided the
critical mass to launch PDNet.

At the last minute, Matassoni and his team
also developed another information resource that
had not been part of the study team’s recommen-
dations. They assembled a listing of all firm ex-
perts and key document titles by practice area and
published it in a small book, compact enough to
fit in any consultant’s briefcase. The Knowledge
Resource Directory (KRD) became the McKinsey
Yellow Pages and found immediate and wide-
spread use firm-wide. Although the computer-
ized data bases were slow to be widely adopted,
the KRD found almost immediate enthusiastic
acceptance.

Making the new practice coordinator’s posi-
tion effective proved more challenging. Initially,
these roles were seen as little more than glorified
librarians. It took several years before the new roles
were filled by individuals (often ex-consultants)
who were sufficiently respected that they could not
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only act as consultants to those seeking informa-
tion about their area of expertise, but also were able
to impose the discipline necessary to maintain and
build the practice’s data bases.

Perhaps the most difficult task was to legitimize
the role of a new class of I-shaped consultants—the
specialist. The basic concept was that a professional
could make a career in McKinsey by emphasizing
specialized knowledge development rather than the
broad based problem solving skills and client de-
velopment orientation that were deeply embedded
in the firm’s value system. While several consul-
tants with deep technical expertise in specialties
like market research, finance or steel making were
recruited, most found it hard o assimilate into the
mainstream. The firm seemed uncomfortable about
how to evaluate, compensate or promote these
individuals, and many either became isolated or
disaffected. Nonetheless, the partoership contin-
ued to support the notion of a specialist promotion
track and continued to struggle with how to make
it work.

Matassoni reflected on the changes:

The objective of the infrastructure changes was not
80 much to create a new McKinsey as to keep the
old “one firm” concept functioning as we grew, .,
Despite all the talk of computerized data bases, the
knowledge management process still relied heavily
on personal networks, old practices like cross-office
transfers, and strong “One Firm” norms iike helping
other consultants when they called. And at promotion
time, nobody reviewed your PD documents. They
looked at how you used your internal networks to
have your ideas make an impact on clients,

' Managing Success

By the late 1980s, the firm was expanding rapidly
again. In 1988, the same year Fred Gluck was elected
managing director, new offices were opened in
Rome, Helsinki, Sao Paulo, and Minneapolis bring-
ing the total to 41. The growing view amongst the
partners, however, was that enhancing McKinsey’s
reputation as a thought leader was at Jeast as impor-
tant as attracting new business,

Refining Knowledge Management After being
elected MD, Gluck delegated the practice devel-
opment role he had played since 1980 to a newly
constituted Clientele and Professional Develop-
ment Committee (CPDC). When Ted Hall took
over leadership of this comimittee in late 1991, he
felt there was a need to adjust the firm’s knowledge
development focus. He commented:

By the early 1990s, too many people were seeing
practice development as the creation of experts and
the generation of documents in order to build our
reputation. But knowledge is only valuable when
it is between the ears of consultants and applied to
clients® problems. Because it is less effectively de-
veloped through the disciplined work of a few than
through the spontaneous interaction of many, we
had to change the more structured “discover-codify-
disseminate™ model to a looser and more inclusive
“engage—explore—apply~sharc” approach. In other
words, we shifted our focus from developing knowl-
edge to building individual and team capability.

Over the years, Gluck’s philosophy “to let 1,000
flowers bloom” had resulted in the original group
of 11 sectors and 15 centers expanding to become
what Hall called “72 islands of activity,” (Sectors,
Centers, Working Groups, and Special Projects)
many of which were perceived as fiefdoms domi-
nated by one or two established experts. In Hall’s
view, the garden of 1,000 flowers needed weeding,
a task requiring a larger group of mostly different
gardeners. The CPDC began integrating the diverse
groups into seven sectors and seven functional ca-
pability groups (See Exhibit 4). These sectors and
groups were led by teams of five to seven partners
(typically younger directors and principals) with
the objective of replacing the leader-driven knowl-
edge creation and dissemination process with a
“stewardship model” of self-governing practices
focused on competence building.

Client Impact With responsibility for knowledge
management delegated to the CPDC, Gluck began
to focus on a new theme—client impact. On being
elected managing director, he made this a centra]
theme in his early speeches, memos, and his first
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All Partners Conference. He also created a Client
Impact Committee, and asked it to explore the ways
in which the fitm could ensure that the expertise it
was developing created positive measurable results
in each client engagement.

One of the most important initiatives of the
new committee was to persuade the partners to
redefine the firm’s key consulting unit from the
engagement team (ET) to the client service team
(CST). The traditional ET, assembled to deliver a
three or four month assignment for a client was a
highly efficient and flexible unit, but it tended to
focus on the immediate task rather than on the cli-
ent’s long term need. The CST concept was that
the firm could add long-term value and increase
the effectiveness of individual engagements if it
could unite a core of individuals (particularly at
the partner level) who were linked across mul-
tiple ETs, and commit them to working with the
client over an extended period. The impact was
to broaden the classic model of a single partner

“owning” a client to a group of partners with
shared commitment to each client.

In response to concerns within the partnership
about a gradual decline in associates’ involvement
in intellectual capital development, the CPDC be-
gan to emphasize the need for CSTs to play a cen-
tral role in the intellectual life of McKinsey. (See
Exhibit 5 for a CPDC conceptualization.) Believ-
ing that the CSTs (by 1993 about 200 firm-wide)
represented the real learning laboratories, the CPDC
sent memos to the new industry sector and capabil-
ity group leaders advising them that their practices
would be evaluated by their coverage of the firm’s
CSTs. They also wrote to all consultants emphasiz-
ing the importance of the firm’s intellectual devel-
opment and their own professional development, for
which they had primary responsibility. Finally, they
assembled data on the amount of time consultants
were spending on practice and professional devel-
opment by office, distributing the widely divergent
results to partners in offices worldwide.
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Developing Multiple Career Paths Despite (or
perhaps because of) all these changes, the special-
ist consultant model continued to struggle. Over the
years, the evaluation criteria for the specialist career
path had gradually converged with the mainstream
generalist promotion criteria. For example, the spe-
cialist’s old promotion standard of “world-class ex-
pertise” in a particular field had given way to a more
pragmatic emphasis on client impact; the notion of a
legitimate role as a consultant to teams had evolved
to a need for specialists to be “engagement director
capable”; and the less pressured evaluation standard
of “grow or go” was replaced by the normal associ-
ate’s more demanding “up or out” requirement, al-
beit within a slightly more flexible timeframe.
Although these changes had reduced the ear-
lier role dissonance—specialists became more
T shaped—it also diluted the original objective.
While legitimizing the two client service staff
tracks, in late 1992 the Professional Personnel
Committee decided to create two career paths for
client service support and administrative staff. The
first reaffirmed a path to partnership for practice-
dedicated specialists who built credibility with clj-
ents and CSTs through their specialized knowledge

and its expert application. Their skills would have
them in high demand as consultants to teams (CDs)
rather than as engagement directors (EDs). The sec-
ond new option was the practice management track
designed to provide a career progression for prac-
tice coordinators, who had a key role in transferring
knowledge and in helping practice leaders manage
increasingly complex networks. Valuable adminis-
trators could also be promoted on this track. (See
Exhibit 6 for an overview.)

Yet despite the announcement of the new criteria
and promotion processes, amongst associates and
specialists alike there was still some residual confu-
sion and even skepticism about the viability of the
specialist track to partnership. As he dealt with this
issue, Gluck kept returning to his long term theme
that, “it’s all about people,” even suggesting people
development was the company’s primary purpose:

There are two ways to look at McKinsey. The most
common way is that we are a client service firm whose
primary purpose is to serve the companies seeking
our help. That is legitimate. But believe there is an
even more powerful way for us to see ourselves. We
should begin to view our primary purpose as building

nd Ad
ey & Compay
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a great institution that becomes an engine for produc-
ing highly motivated world class people who in turn
will serve our clients extraordinarily well.

" Knowledge Management on the Front

To see how McKinsey’s evolving knowledge man-
agement processes were being felt by those on the
firm’s front lines, we will follow the activities of
three consultants working in three diverse locations
and focused on three different agendas.

Jeff Peters and the Sydney Office Assignment
John Stuckey, a director in McKinsey’s Sydney of-
fice felt great satisfaction at being invited to bid for
a financial services growth strategy study for one of
Australia’s most respected companies. Yet the op-
portunity also created some challenges. As in most
small or medium sized offices, most consultants in
Sydney were generalists. Almost all with financial
industry expertise had been “conflicted out” of the
project due to work they had done for competing
financial institutions in Australia.

Stuckey immediately began using his personal
network to find how he might tap into McKinsey’s
worldwide resources for someone who could lead this
first engagement for an important new client. After
numerous phone calls and some lobbying at a direc-
tors’ conference he identified Jeff Peters, a Boston-
based senior engagement manager and veteran of
more than 20 studies for financial institutions. The
only problem was that Peters had two ongoing com-
mitments that would make him unavailable for at
least the first six weeks of the Australian assignment.

Meanwhile, Stuckey and Ken Gibson, his en-
gagement director on the project, were working with
the Sydney office staffing coordinator to identify
qualified, available and nonconflicted associates to
complete the team. Balancing assignments of over
80 consultants to 25 ongoing teams was a complex
process that involved matching the needs of the en-
gagement and the individual consultants’ develop-
ment requirements. A constant flow of consultants
across offices helped buffer constraints, and also
contributed to the transfer of knowledge. At any one
time 15 to 25 Australian consultants were on short-
or long-term assignments abroad, while another 10

to 15 consultants from other offices were working
in Australia. (Firm-wide, nearly 20% of work was
performed by consultants on inter-office loans.)

They identified a three person team to work with
Peters. John Peacocke was a New Zealand army en-
gineer with an MBA in finance from Wharton and
two years of experience in McKinsey. Although he
had served on a four-month study for a retail bank
client in Cleveland, since returning to Australia he
had worked mostly for oil and gas clients. Patty
Akopiantz was a one-year associate who had worked
in investment banking before earning an MBA at
Harvard. Her primary interest and her developing ex-
pertise was in consumer marketing. The business an-
alyst was Jonathan Liew, previously an actuary who
was embarking on his first McKinsey assignment.

With Peters’ help, Stuckey and Gibson also be-
gan assembling a group of internal specialists and
experts who could act as consulting directors (CDs)
to the team. James Gorman, a personal financial ser-
vices expert in New York agreed to visit Sydney for
a week and to be available for weekly conference
calls; Majid Arab, an insurance industry specialist
committed to a two-week visit and a similar “on-
call” availability; Andrew Doman, a London-based
financial industry expert also signed on as a CD.
Within the Sydney office, Charles Conn, a leader in
the firm’s growth strategies practice, agreed to lend
his expertise, as did Clem Doherty, a firm leader in
the impact of technology.

With Gibson acting more as an engagement
manager than an engagement director, the team be-
gan scanning the Knowledge Resource Directory,
the FPIS and the PDNet for leads. (Firm-wide,
the use of PDNet documents had boomed in the
eight years since its introduction. By early 1996,
there were almost 12,000 documents on PDNet,
with over 2,000 being requested each month.) In
all, they tracked down 179 relevant PD documents
and tapped into the advice and experience of over
60 firm members worldwide. Team member Patty
Akopiantz explained:

Ken was acting as engagement manager, but he was
notreally an expert in financial services, so we were
even more reliant than usual on the internal network.
Some of the ideas we got off PDNet were helpful,
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but the trail of contacts was much more valuable |, ,
Being on a completely different time zone had great
advantages. If you hit a wall at the end of the day,
you could drop messages in a dozen voicemail
boxes in Europe and the United States. Because the
firm norm is that you respond to requests by col-
leagues, by morning you would have seven or eight
new suggestions, data sources, or leads.

At the end of the first phase, the team convened
an internal workshop designed to keep client man-
agement informed, involved, and committed to
the emerging conclusions. Out of this meeting, the
team was focused on seven core beliefs and four
viable options that provided its agenda for the next
phase of the project. It was at this point that Peters
was able to join the team:

By the time T arrived, most of the hard analysis had
been done and they had been able to narrow the fo-
cus from the universe to four core options in just over
a month. It was very impressive how they had been
able to do that with limited team-based expertise and
a demanding client. . . With things going so well, my
main priority was to focus the team on the end product.
Once we got a clear logical outline, I assigned tasks
and got out of the way. Most of my time I spent work-
ing on the client relationship. .. It was great learning
for John and Patty, and both of them were ready to
take on a management role i their next engagements.

In November, the team presented its conclusions
to the board, and after some tough questioning and
challenging, they accepted the recommendations
and began an implementation process. The client’s
managing director reflected on the outcome:

We’re a tough client, but 1 would rate their work as
very good. Their value added was in their access to
knowledge, the intellectual rigor they bring, and their
ability to build understanding and consensus among
a diverse management group ... If things don’t go
ahead now, it’s our own fault,

John Stuckey had a Jittle different post-en gagement
view of the result:

Overali, I think we did pretty good work, but I was
a bit disappointed we didn’t come up with a radical
breakthrough. .. We leveraged the firm’s knowledge

base effectively, but I worry that we rely so much on
our internal expertise. We have to beware of the trap
that many large successful companies have fallen into
by becoming too introverted, too satisfied with their
own view of the world.

Warwick Bray and European Telecoms After
earning his MBA at Methourne University, Warwick
Bray joined McKinsey’s Melbourne office in 1989,
A computer science major, he had worked as a
systems engineer at Hewlett Packard and wanted
to leverage his technological experience. For two
of his first three years, he worked on engagements
related to the impact of deregulation on the Asija-
Pacific telecommunications industry. In early 1992,
Bray advised his group development leader (his as-
signed mentor and adviser) that he would be inter-
ested in spending a year in London. After several
phone discussions the transfer Wwas arranged, and in
March the young Australian found himself on his
first European team,

From his experience on the Australian telecom
projects, Bray had written a PD document, “Negoti-
ating Interconnect” which he presented at the firm’s
annual worldwide telecom conference. Recogniz-
ing this developing “knowledge spike,” Michae]
Patsaios-Fox, telecom practice leader in London,
invited Bray to work with him on a study. Soon
he was being called in as a deregulation expert to
make presentations to various client executives. “In
McKinsey you have to earn that right,” said Bray.
“For me it was immensely satisfying to be recog-
nized as an expert,”

Under the leadership of Patsalos-Fox, the tele-
com practice had grown rapidly in the United
Kingdom. With deregulation spreading across the
continent in the 1990s, however, he was becom-
ing overwhelmed by the demands for his help. Be-
ginning in the late 1980s, Patsalos-Fox decided to
Stop acting as the sole Tepository for and exporter
of European telecom information and expertise, and
start developing a more interdependent network.
To help in this task, he appointed Sulu Soderstrom,
a Stanford MBA with a strong technology back-
ground, as full-time practice coordinator. Over the
next few years she played a key role in creating the
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administrative glue that bonded together telecom
practice groups in offices throughout Europe. Said
Patsalos-Fox:

She wrote proposals, became the expert on informa-
tion sources, organized European conferences, helped
with cross-office staffing, located expertise and
supported and participated in our practice develop-
ment work. Gradually she helped us move from an
“export”’-based hub and spokes model of information
sharing to a true federalist-based network.

In this growth environment and supported by the
stronger infrastructure, the practice opportunities
exploded during the 1990s. To move the knowl-
edge creation beyond what he described as “incre-
mental synthesis of past experience,” Patsalos-Fox
launched a series of practice-sponsored studies.
Staffed by some of the practice’s best consultants,
they focused on big topics like “The Industry Struc-
ture in 2005,” or “The Telephone Company of the
Future.” But most of the practice’s knowledge base
was built by the informal initiatives of individual
associates who would step back after several en-
gagements and write a paper on their new insights.
For example, Bray wrote several well-received PD
documents and was enhancing his internal reputa-
tion as an expert in deregulation and multimedia. In-
creasingly he was invited to consult to or even join
tearns in other parts of Europe. Said Patsalos-Fox:

He was flying around making presentations and help-
ing teams. Although the internal audience is the tough-
est, he was getting invited back. When it came time
for him to come up for election, the London office
nominated him but the strength of his support came
from his colleagues in the European telecom network.

In 1996, Patsalos-Fox felt it was time for a new
generation of practice leadership. He asked his
young Australian protégé and two other partners—
one in Brussels, one in Paris—if they would take
on a co-Jeadership role. Bray reflected on two chal-
lenges he and his co-leaders faced. The first was
to make telecom a really exciting and interesting
practice so it could attract the best associates. “That
meant taking on the most interesting work, and

running our engagements so that people felt they
were developing and having fun,” he said.

The second key challenge was how to develop
the largely informal links among the fast-growing
European telecom practices. Despite the excellent
job that Soderstrom had done as the practice’s re-
pository of knowledge and channel of communica-
tion, it was clear that there were limits to her ability
to act as the sole “intelligent switch.” As a result, the
group had initiated a practice-specific intranet link
designed to allow members direct access to the prac-
tice’s knowledge base (PD documents, conference
proceedings, CVs, etc.), its members’ capabilities
(via home pages for each practice member), client
base (CST home pages, links to client web sites),
and external knowledge resources (MIT’s Multime-
dia Lab, Theseus Institute, etc.). More open yet more
focused than existing firm-wide systems like PDNet,
the Telecom Intranet was expected to acceleraie the
“engage-explore-apply-share” knowledge cycle.

There were some, however, who worried that
this would be another step away from “one firm”
towards compartmentalization, and from focus on
building idea-driven personal networks towards
creating data-based electronic transactions. In par-
ticular, the concern was that functional capability
groups would be less able to transfer their knowl-
edge into increasingly strong and self-contained
industry-based practices, Warwick Bray recognized
the problem, acknowledging that linkages between
European telecom and most functional practices
“could be better”:

The problem is we rarely feel the need to draw on
those groups. For example, I know the firm’s pricing
practice has world-class expertise in industrial pric-
ing, but we haven’t yet learned how to apply it to
telecom. We mostly call on the pricing experts within
our practice. We probably should reach out more.

Stephen Dull and the Business Marketing Com-
petence Center After completing his MBA at
the University of Michigan in 1983, Stephen Dull
spent the next five years in various consumer mar-
keting jobs at Pillsbury. In 1988, he was contacted
by an executive search firm that had been retained
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by McKinsey to recruit potential consultants in
consumer marketing. Joining the Atlanta office,
Dull soon discovered that there was no structured
development program. Like the eight experienced
consumer marketing recruits in other offices, he
was expected to create his own agenda.

Working on various studies, Dull found his inter-
ests shifting from consumer to industrial marketing
issues. As he focused on building his own expertise,
however, Dull acknowledged that he did not pay
enough attention to developing strong client rela-
tions. “And around here, serving clients is what re-
ally counts,” he said. So, in late 1994—a time when
he might be discussing his election to principal—he
had a long counseling session with his group devel-
opment leader about his career. The GDL confirmed
that he was not well positioned for election, but pro-
posed another option. He suggested that Dull talk to
Rob Rosiello, a principal in the New York office who
had just launched a business-to-business marketing
initiative within the marketing practice. Said Dull:

Like most new initiatives, “B to B” was struggling
to get established without full-time resources, so Rob
was pleased to see me. [ was enjoying my business
marketing work, so the initiative sounded like a great
opportunity.... Together, we wrote a proposal to
make me the firm’s first business marketing specialist.

The decision to pursue this Strategy was not an
easy one for Dull. Like most of his colleagues, he
felt that specialists were regarded as second-class
citizens—“‘overhead being supported by real con-
sultants who serve clients,” Dull suggested. But his
GDL told him that recent directors meetings had
reaffirmed the importance of building functional ex-
pertise, and some had even suggested that 15%~20%
of the firm’s partners should be functional experts
within the next five to seven years. (As of 1995, over
300 associates were specialists, but only 15 of the
500 partners.) In April 1995, Dull and Rosiello took
their proposal to Andrew Parsons and David Court,
two leaders of the Marketing practice. The directors
suggested a mutual trial of the concept until the end
of the year and offered to provide Dull the support to
commit full time to developing the B to B initiative.

Dull’s first priority was to collect the various
concepts, frameworks and case studies that existed
within the firm, consolidating and synthesizing them
in several PD documents. In the process, he and Rosi-
ello began assembling a core team of interested con-
tributors. Together, they developed an agenda of half
adozen cutting-edge issues in business marketing—
segmentation, multi-buyer decision making and
marketing partnerships, for example—and launched
a numbser of study initiatives around them. Beyond
an expanded series of PD documents, the ontcome
was an emerging set of core beliefs, and a new
framework for business marketing,

The activity also attracted the interest of Mark
Leiter, a specialist in the Marketing Science Center
of Competence. This center, which had developed
largely around a group of a dozen or so specialists,
was in many ways a model of what Dull hoped the
B to B initiative could become, and having a sec-
ond committed specialist certainly helped.

In November, another major step to that goal oc-
curred when the B to B initiative was declared a
Center of Competence. At that time, the core group
decided they would test their colleagues’ interest
and their own credibility by arranging an internal
conference at which they would present their ideas.
When over 50 people showed up including partners
and directors from four continents, Dull felt that
prospects for the center looked good.

Through the cumulative impact of the PD docu-
ments, the conference and word of mouth recom-
mendations, by early 1996 Dull and his colleagues
were getting more calls than the small center could
handle. They were proud when the March listing
of PDNet “Best Sellers” listed BtoB documents at
numbers 2, 4 and 9 (See Exhibit 7). For Dull, the
resulting process was enlightening:

We decided that when we got calls we would swarm
all over them and show our colleagues we could re-
ally add value for their clients, . This may sound
strange—even corny—but I now really understand
why this is a profession and not a business. If I help a
partner serve his client better, he will call me back. It’s
all about relationships, forming personal bonds, help-
ing each other.
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While Dull was pleased with the way the new
center was gaining credibility and having impact,
he was still very uncertain about his promotion
prospects. As he considered his future, he began to
give serious thought to writing a book on business
to business marketing to enhance his internal cred-
ibility and external visibility.

A New MD, A New Focus

In 1994, after six years of leadership in which firm
revenue had doubled to an estimated $1.5 billion an-
nually, Fred Gluck stepped down as MD. His succes-
sor was 45 year old Rajat Gupta, a 20 year McKinsey
veteran committed to continuing the emphasis on
knowledge development. After listening to the con-
tinuing debates about which knowledge development
approach was most effective, Gupta came to the con-
clusion that the discussions were consuming energy
that should have been directed towards the activity
itself. “The firm did not have to make a choice,” he
said. “We had to pursue al/ the options.” With that
conclusion, Gupta launched a four-pronged attack.

First, he wanted to capitalize on the firm’s long
term investment in practice development driven by
Clientele Industry Sectors and Functional Capabil-
ity Groups and supported by the knowledge infra-
structure of PDNet and FPIS. But he also wanted
to create some new channels, forams, and mecha-
nisms for knowledge development and organiza-
tional learning,

Then, building on an experiment begun by
the German office, Gupta embraced a grass-roots
knowledge—deve]opment approach called Practice
Olympics. Two- to six-person teams from offices
around the world were encouraged to develop ideas
that grew out of recent client engagements and
formalize them for presentation at a regional com-
petition with senior partners and clients as judges,
The twenty best regional teams then competed at a
firm-wide event, Gupta was proud that in its second
year, the event had attracted over 150 teams and
involved 15% of the associate body.

Next, in late 1995 the new MD initiated six spe-
cial initiatives-multi-year internal assignments led by

senior partners that focused on emerging issues that
were of importance to CEOs. The initiatives tapped
both internal and external expertise to develop “state-
of-the-art” formulations of each key issue. For ex-
ample, one focused on the shape and function of the
corporation of the future, another on creating and
managing strategic growth, and a third on capturing
global opportunities. Gupta saw these initiatives as
reasserting the importance of the firm’s functional
knowledge yet providing a means to do longer term,
bigger commitment, cross-functional development.
Finally, he planned to expand on the model of
the McKinsey Global Institute, a firm-sponsored re-
search center established in 1991 to study implica-
tions of changes in the global economy on business.
The proposal was to create other pools of dedicated
resources protected from daily pressures and client
demands, and focused on long term research agen-
das. A Change Center was established in 1995 and
an Operations Center was being planned. Gupta
saw these institutes as a way in which McKinsey
could recruit more research-oriented people and
link more effectively into the academic arena.
Most of these initiatives were new and their
impact had not yet been felt within the firm. Yet
Gupta was convinced the direction was right:

We have easily doubled our investment in knowl-
edge over these past couple of years. There are lots
more people involved in many more initiatives, If
that means we do 5-10% less client work today, we
are willing to pay that price to invest in the future,
Since Marvin Bower, every leadership group has had
a commitment to leave the firm stron ger than it found
it. It’s a fundamental value of McKinsey to invest for
the future of the firm,

Future Directions Against this background, the
McKinsey partnership was engaged in spirited de-
bate about the firm’s future directions and priori-
ties. The following is a sampling of their opinions:

I am concerned that our growth may stretch the fab-
ric of the place. We can’t keep on disaggregating our
units to create niches for everyone because we have
exhausted the capability of our integrating mecha-
nisms. I believe our future is in developing around
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CSTs and integrating across them around common
knowledge agendas.

Historically, I was a supporter of slower growth,
but now I’'m convinced we must grow faster. That is
the key to creating opportunity and excitement for
people, and that generates innovation and drives
knowledge development... Technology is vital not
only in supporting knowledge transfer, but also in al-
lowing pariners to mentor more young associates. We
have to be much more aggressive in using if.

There is a dark side to technology-—what I call
technopoly. It can drive out communication and
people start believing that e-mailing someone is the
same thing as talking to them. If teams stop meeting
as often or if practice conferences evolve into discus-
sion forums on Lotus Notes, the technology that has
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supported our growth may begin to erode our culture
based on personal networks.

[ worry that we are losing our sense of village as
we compartmentalize our activities and divide into
specialties. And the power of IT has sometimes led to
information overload. The risks is that the more we
spend searching out the right PD document, the ideal
framework, or the best expert, the less time we spend
thinking creatively about the problem. [ worry that as
we increase the science, we might lose the craft of what
we do.

These were among the scores of opinions that
Rajat Gupta heard since becoming MD. His job
was to sort through them and set a direction that
would “leave the firm stronger than he found it.”

Reading 5-1 Building Effective R&D
Capabilities Abroad

by Walter Knemmerle

An increasing number of companies in technologi-
cally intensive industries such as pharmaceuticals
and electronics have abandoned the traditional ap-
proach to managing research and development and
are establishing global R&D networks in a note-
worthy new way. For example, Canon is now car-
rying out R&D activities in 8 dedicated facilities
in 5 countries, Motorola in 14 facilities in 7 coun-
tries, and Bristol-Myers Squibb in 12 facilities in
6 countries. In the past, most companies—even
those with a considerable international presence

: Walter K le is an 1t professor at the Harvard Business
School in Boston, Mi husetts, where he teaches technology and
operations management, as well as entrepreneurial finance. His research
focuses on the technology strategies of multinational companies,
patterns of strategic interaction between small and large companies, and
foreign direct investment.

in terms of sales and manufacturing—carried out
the majority of their R&D activity in their home
countries. Conventional wisdom held that strategy
development and R&D had to be kept in close geo-
graphical proximity. Because strategic decisions
were made primarily at corporate headquarters,
the thinking went, R&D facilities should be close
to home.

But such a centralized approach to R&D will no
longer suffice—for two reasons. First, as more and
more sources of potentially relevant knowledge
emerge across the globe, companies must establish
a presence at an increasing number of locations to
access new knowledge and to absorb new research
results from foreign universities and competitors
into their own organizations. Second, companies
competing around the world must move new prod-
ucts from development to market at an ever more
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rapid pace. Consequently, companies must build
R&D networks that excel at tapping new centers
of knowledge and at commercializing products in
foreign markets with the speed required to remain
competitive. And more and more, superior manu-
facturers are doing just that. (See the exhibit “Lab-
oratory Sites Abroad in 1995.”)

In an ongoing study on corporate strategy and
the geographical dispersion of R&D sites, I have
been examining the creation of global research
networks by 32 U.S., Japanese, and European
multinational companies.! The most successful

% 'In a systematic effort 10 analyze the relationship of global strategy
and R&D investments in technologically intensive industries, I have
been collecting detailed data on all dedicated laboratory sites operated
by 32 leading multinational companies. The sample consists of 10 U.S.,
12 Japanese, and 10 European companies. Thirteen of the companies are
in the pharmaceutical industry, and 19 are in the electronics industry.
Data collection includes archival research, a detailed questionnaire, and
in-depth interviews with several senior R&D managers in each company.
Overall, these companies operate 238 dedicated R&D sites, 156 of them
abroad. About 60% of the laboratory sites abroad were established after
1984. T have used this sample, which is the most complete of its kind, as
a basis for 2 number of quantitative and qualitative investigations into
global strategy, competitive inieraction, and R&D management.

companies in my study brought each new site’s
research productivity up to full speed within a few
years and quickly transformed knowledge created
there into innovative products. I found that estab-
lishing networks of such sites poses a number of
new, complex managerial challenges. According
to my research, managers of the most success-
ful R&D networks understand the new dynamics
of global R&D, link corporate strategy to R&D
strategy, pick the appropriate sites, staff them
with the right people, supervise the sites during
start-up, and integrate the activities of the differ-
ent foreign sites so that the entire network is a
coordinated whole.

- Adopting a Global Approach to R&D

Adopting a global approach to R&D requires link-
ing R&D strategy to a company’s overall business
strategy. And that requires the involvement of man-
agers at the highest levels of a company.

Creating a Technology Steering Committee The
first step in creating a global R&D network is to




