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THE BIG CON

‘A forceful demolition job on the industry’ Adrian Wooldridge, Bloomberg

‘A meticulously researched anatomy of an industry not widely understood by those outside it. They have explained complex ideas and processes in clear terms, and brought them to life with a rich and engaging narrative style. They have eschewed a simple narrow moral attack on a few parasitic firms in favour of a clear-eyed view of the industry’s origins and drivers, and they have outlined the stakes for the future in no uncertain terms. That last is the most important. The Big Con may present itself as an exposé of the consulting industry, but behind it lies a bigger and more urgent warning to reshape social priorities in an age of crisis’ Nathan Akehurst, Jacobin

‘The authors set out the case for the prosecution with articulate ferocity’ Frances Cairncross, Literary Review

‘Their point is that the great problem with the consulting business isn’t so much one of corruption, but something else: consultants have wielded their expertise to give the impression of being indispensable … a rallying call for these companies and governments’ Ed Conway, The Times

‘Compelling … examines how this astonishing global rise in consultancy services came about … the confidence trick arises from the ability to create an impression of value … Mazzucato and Collington are ready with what needs to be done: a new vision for the civil service; invest in internal government capacity and capability creation; embed learning and evaluation into contracts; and mandate transparency and exposure of conflicting interest’ Michael Marmot, The Lancet

‘A frontal lobotomy on the consulting industry … a comprehensive indictment’ Lionel Barber, Prospect

‘Powerful … The authors provide countless convincing examples of the danger of public overreliance on the consulting industry … The Big Con puts forward a forceful argument about an issue about which most ordinary people know little but – given the enormous influence of the consulting industry – have a right to understand and scrutinise. An effective, important and highly readable book’ Hilary Lamb, E&T Magazine

‘The Big Con of the book’s title is not a crime; it’s a confidence trick. Consultancies and outsourcers, Mazzucato argues, know less than they claim, cost more than they seem to, and – over the long term – prevent the public sector developing in-house capabilities’ Henry Mance, Financial Times

‘We are effectively devolving decision-making to people who are doubly unelected in many cases and whose own interests may diverge fairly dramatically from the collective interest or the interest that government is supposed to be pursuing’ Rory Sutherland, Spectator

‘Any government looking to rediscover its “vision, purpose and narrative” already knows who to call’ Adam M. Lowenstein, American Prospect

‘The consultants may have different names … and might perform different economic functions … but the effect they have on their client organisations is the same: to entrench short-term thinking, to deplete them of knowledge and skills, and, ultimately, to enfeeble them’ Will Lloyd, New Statesman

‘A shocking indictment of how, for decades, the consulting industry has made billions from public and private sources without providing much value for money. But it’s an equally damning verdict on those institutions that have handed over these fortunes’ Darragh McManus, Irish Independent

‘The power of government is crucial for driving the economy forward. But only if it retains capacity. Mazzucato and Collington have written a brilliant book that exposes the dangerous consequences of outsourcing state capacity to the consulting industry-and how to build it back. A fascinating look at the biggest players in the game and why this matters for all of us’ Stephanie Kelton, author of The Deficit Myth

‘The Big Con documents, in precise detail and with panoramic vision, all the ways that the consulting industry has insinuated itself into the systems that govern and control our lives. Private companies, public charities and trusts, states, and even the international order have all handed mission-critical functions over to management consultants. Mariana Mazzucato and Rosie Collington document the harms that result, as consultants exploit the public while stripping their clients of expertise and even the capacity to learn. This bill of particulars serves a profound master purpose: to demonstrate that we cannot outsource governance over our lives and still hope to remain prosperous, democratic, and free’ Daniel Markovits, author of The Meritocracy Trap 

‘“A management consultant,” the quip runs, “is someone who borrows your watch to tell you the time-and then keeps the watch.” This is the very least of the confidence tricks perpetrated by the global consulting industry it turns out. Another common saying is that “nobody ever got fired for hiring McKinsey.” With the publication of The Big Con, they just might’ Brett Christophers, author of Rentier Capitalism

‘Doggedly researched and elegantly written, this is a fascinating entry point into a critical yet underreported issue’ Publishers Weekly

‘A thoughtful analysis of the effects of exponential growth in the consulting industry … Written in a sophisticated but accessible voice, this would be an excellent addition to any business collection’ Booklist

‘Two respected researchers draw back the curtain to probe the consulting industry, and what they find is worrying … A detailed and disturbing look at the consulting industry and its negative impacts on companies and governments’ Kirkus Reviews
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1. Introduction: The Big Con – A Confidence Trick

To overcome the great challenges of our time – from pandemics to the climate crisis – requires ambition and prowess. All types of organizations in our economies must be guided by experience and technical knowledge, and people with project management skills. Businesses, governments and organizations from civil society with these capabilities can then work together to meet our collective social, economic and environmental needs.

And yet this does not describe the world we live in. Many governments have stopped investing in their own capacity and capabilities, and because they fear failure they do not take risks. Many businesses have shirked responsibility for change, and are focused on earning short-term profits through easy, unproductive strategies, such as buying back their own shares to boost stock prices, or not paying workers their fair share. Bad governance in both business and the state has over the last half century caused short-termism to overshadow investments needed for progress. These trends have depleted organizations of knowledge, skills and vision.

And one group of actors has ridden the wave of this form of capitalism, and the underlying depletion of capabilities, earning huge sums of money in the process: the consulting industry.

Consulting companies, such as McKinsey, Boston Consulting Group (BCG) and Bain & Company (often referred to as the ‘Big Three’ strategy firms) and PwC, Deloitte, KPMG and EY (the ‘Big Four’ accountancies), are hired by governments, businesses and other organizations to perform different types of tasks on their behalf. When consultancies are hired by businesses, the tasks they are given sometimes relate to corporate strategy, sometimes to the management and execution of a specific project, and sometimes to a particular capacity such as IT or financial planning. Governments often contract consultancies to help deliver critical functions, from the development of climate adaptation strategies to the rollout of vaccination programmes and the commissioning of welfare services.

Today, the size of the consulting industry, and the contracts it receives, have become eye-wateringly large. Their growth shows no sign of slowing down. In 2021, estimates of the global consulting services market ranged from between almost $700 billion to over $900 billion1 (£525 billion to £674 billion) – though these figures do not give the full picture of consultancies’ activity.

In every room

The omnipresence of consultants across the economy is striking. Indeed, during the first two years of the COVID-19 pandemic (2020–21), governments spent unprecedented figures on contracts with the big consultancies. By July 2020, McKinsey had already secured over $100 million (£75 million) from the federal government in the United States for pandemic-related tasks.2 In the United Kingdom, Deloitte received at least £279.5 million ($372.9 million) from central government in 2021.3 One estimate suggests that in the UK over £2.5 billion ($3.34 billion) worth of consultancy contracts were awarded by public bodies in 2021.4 In Italy, McKinsey was contracted to help organize the country’s €191.5 billion share of the EU pandemic recovery fund.5 Consultants have also been at the highest tables of decision-making during many of the past decade’s global economic upheavals, from the eurozone debt crisis, to the recovery of Puerto Rico in the wake of Hurricane Maria. During that time, the Big Three and the Big Four have also been hired to help design smart cities, develop national net zero carbon strategies, propose education reforms, counsel armies, manage the construction of hospitals, draft medical ethics codes, write tax legislation, oversee the privatization of state-owned enterprises, manage mergers between pharmaceutical companies and govern the digital infrastructure of countless organizations. Consulting contracts span value chains and sectors, across countries and continents, affecting all levels of society.

Does any of this matter? Should we be worried about it? After all, aren’t they just helping to make their clients more efficient, to do things the clients can’t? This book shows why the growth in consulting contracts, the business model of big consultancies, the underlying conflicts of interest and the lack of transparency matter hugely. The consulting industry today is not merely a helping hand; its advice and actions are not purely technical and neutral, facilitating a more effective functioning of society and reducing the ‘transaction costs’ of clients. It enables the actualization of a particular view of the economy that has created dysfunctions in government and business around the world.

The confidence tricks – or ‘cons’ – of late-nineteenth-century America’s Gilded Age used offers of proprietary information, awe-inspiring technology and linguistic tricks as a means for criminal acts of theft and illegal forms of wealth extraction. What we call the Big Con is not about criminal activity. It describes the confidence trick the consulting industry performs in contracts with hollowed-out and timid governments and shareholder value-maximizing firms. These contracts enable the consulting industry to earn incomes that far exceed the actual value it provides – a form of ‘economic rents’, or ‘income earned in excess of the reward corresponding to the contribution of a factor of production to value creation’.6 These rents are not necessarily derived from the ownership of scarce valuable knowledge assets, but from the ability to create an impression of value. Consulting practices and the immense resources and networks of big consultancies help to instil confidence in the value of a consultancy and the consulting profession.

While consulting is an old profession, the Big Con grew from the 1980s and 1990s in the wake of reforms by both the ‘neoliberal’ right and ‘Third Way’ progressives – on both sides of the political spectrum. Companies were increasingly run in the short-term interests of their shareholders. Public sectors were transformed under the credo of New Public Management – a policy agenda that sought to make governments function more like businesses and diminished faith in the abilities of civil servants. These trends also meant that those working within companies and government organizations became insecure, constantly needing to justify their decisions to others – business executives to their shareholders, and civil servants to an ever sceptical populace and media, which would blame them for any failure or mistake.

Surfing capitalism’s trends

The Big Con is of course not responsible for all the ills of modern capitalism, but it thrives on its dysfunctionalities – from speculative finance, to the short-termist business sector and the risk-averse public sector. It has capitalized on genuine ambition among some publics, politicians and business leaders to take on challenges including the climate crisis, the pandemic and growing inequality, which are viewed as opportunities to advise organizations that must adapt. There is an entrenched and mutually reinforcing relationship between the consulting industry and today’s inherited governance forms in business and government. It is successful because of the unique structural power that the big consultancies wield through extensive contracts and networks across the economy, and their historic reputation as objective brokers of expertise.

Indeed, there is a place for consultants in our economy. Consulting advice and capacity is productive when it comes from the sidelines, from capable actors with genuine knowledge that creates value. The problem is not the act of consulting or the intentions of consultants, who often hope to effect change through their roles, but the ever expanding consulting industry which moves from the sidelines to the centre. It feeds off the weaknesses in our economies, hollowing out clients in the process, rather than helping them, which later only creates more opportunities for the rents accrued. It would be like a psychotherapist having no interest in her clients becoming independent with strong mental health, but rather using that ill health to create a dependency and an ever greater flow of fees.

Since we began research for this book in 2019, scandals involving consultancies have been brought to light by investigative journalists and government inquiries with increasing frequency. Barely a week goes by without news of yet another case of corruption, conflict of interest or avoidable accident involving a global consultancy. But the consulting fiascos that make the headlines are only the tip of the iceberg. Instances of clear failure or abuse by a big consulting company are often manifestations of broader, systemic problems – though they are rarely understood as such. Consultancies’ numerous contracts, their claims to expertise, their financial incentives and the influence that large firms are granted over important areas of government and business are not scrutinized as symptoms of wider and deeper structural problems in the ways we have organized our capitalist system.

And the reality is that most of the time, most voters and employees do not know when consultants are at the table, how much they are being paid, who their other clients are, the extent of their often conflicting interests and what roles they have been contracted to perform. They do not know if the contracted consultancy has performed the task well or badly – and when it goes wrong, who is responsible. The nature of consulting contracts, limited liability and the business models of big consultancies mean that it is their clients’ employees and citizens that most often end up taking the risks of consultancy failure. This difference between the rewards reaped (large) and the actual risks taken (little) makes the rents earned even greater.

The history of modern consulting is, in the end, the history of modern capitalism: every trend has been surfed by the Big Con. In government, big consultancies have promoted and profited from trends in privatization, management reform, private financing, public services outsourcing, digitalization and austerity. In business, they have helped to entrench new models and forms of corporate management – from the spread of cost accounting to the proliferation of multidivisional corporations in the decades after the Second World War across Europe, and the rise of shareholder value maximization around the world from the 1980s. These policies were not the brainchild of consultancies, but consultancies have helped to spread and shaped them, and ultimately used them to extract value. As the world is waking up to the ills of modern capitalism, and the need for more ‘purpose’ behind corporate governance, the consulting industry is promising to reverse the problems it helped create: the current boom in contracts for ‘environmental, social and governance’ (ESG) advice is the latest example.

In no area might the Big Con have greater consequences than in the fight against climatic breakdown. The consulting industry helped to embed forms of production driven by short-term profit maximization that have intensified carbon emissions. Now, in the face of growing concern about the climate crisis, it is riding a new wave, obstructing the large-scale transformations that are needed across our carbon-intensive economies. It is providing governments and businesses with frameworks that offer a veil of commitment without a requirement for action, including through the creation and promotion of ESG tools that former BlackRock executive-turned-whistleblower Tariq Fancy has called a ‘dangerous distraction’. The consulting industry is one group of many actors that have shaped and profited from a market-driven response to the climate crisis, but it is future generations and those living today in the regions most exposed to the climate crisis who will bear the risks of that response failing.

In other words, the consequences of the Big Con for our collective ability to meet the immense challenges of today are stark and more urgent than ever.

Unlearning by not doing

To respond to changes in political, social and – increasingly – environmental demands, both government and business sector organizations must be able to adapt in order to govern complicated systems and provide goods and services that people want and need. The existing activities within an organization are the building blocks for the capabilities it will need to develop in the future. Organizations in the economy are not static entities but are constantly developing. The capabilities of organizations don’t simply exist but evolve over time. They are dynamic.7

The more governments and businesses outsource, the less they know how to do, causing organizations to become hollowed out, stuck in time and unable to evolve. With consultants involved at every turn, there is often very little ‘learning-by-doing’. Consultancies’ clients become ‘infantilised’ – as the British Conservative minister Lord Agnew described the effects of outsourcing on UK civil servants in 2020.8 A government department that contracts out all the services it is responsible for providing may be able to reduce costs in the short term, but it will eventually cost it more due to the loss in knowledge about how to deliver those services, and thus how to adapt the collection of capabilities within its department to meet citizens’ changing needs. Learning, of course, also relies on interaction and engagement with other organizations. ‘Closed’ systems of central state planning are not amenable to this kind of learning.9 But neither are organizations that rely on contracting out to deliver their goals.

While consultants can help clients to achieve their objectives, the claims that the consulting industry adds value to the economy and society by brokering knowledge and reducing costs is exaggerated. In the public sector, the costs incurred are often much higher than if government had invested in the capacity to do the job and learned how to improve processes along the way. Internal expertise all too often gets shunned in favour of contracting a global consultancy. Sometimes this is because the consulting firm offers to do the work pro bono or at a fee far below market rates. This is tempting for civil servants in risk-averse departments that lack resources after years of budget cuts. By charging nothing or very little in the initial contract – lowballing – the consultancy can not only shape important decisions, but also gather important knowledge about the client and gain a first mover advantage for future contracts.

It is especially striking that even in cases where the government clearly has a capability advantage, the consultancies often still win out. In Australia, for example, CSIRO (the Commonwealth Scientific and Industrial Research Organisation) holds extensive climate expertise. But in 2021, those in-house scientists were denied the funding to develop the country’s net zero strategy, when the government chose to work with McKinsey instead.10

The consulting industry often provides legitimacy for controversial decisions. When a corporate senior manager wishes to convince their board of something, or when a government minister wants to win over others to their vision or stall meaningful action, a supportive report from a Big Three or Big Four firm can go a long way at the expense of other objectives – or even of labour agreements.

And the big consultancies that are intimately involved in important political and corporate decision-making often have egregious conflicts of interest themselves. Clients rarely have access to information about a consultancy’s other clients, even when they are serving ‘both sides of the street’. In climate consulting, for example, big consulting firms work simultaneously for governments whose populations would like to see lower emissions and for the fossil fuel companies that contribute most to the climate crisis.

For too long, the consulting industry has evaded scrutiny, undermining progress and democracy. This book not only offers a critique, but also provides concrete solutions to the current impasse. We examine the consulting industry’s history, contextualize its growth within broader transformations of capitalism, and scrutinize the justifications for its widespread use among government managers, business leaders and academics. We show that even headline-grabbing cases are not anomalies but symptoms of broader dysfunctions in our economies. We draw on research that we and others have previously published in policy reports and academic journals, reports produced by consultancies, historical policy reports and contracting documents, and investigations by journalists who have closely followed consulting activities over many decades. We also use first-hand accounts from consultants and those who have worked with them in business and government. We have agreed to anonymize all potentially identifying information about the people we interviewed who are cited in the book, such as their name, job title and function. Our own experiences working with governments that have relied extensively on consultancies large and small have also been important sources of reflection.

Our analysis of the consulting industry paints a dark picture of the current situation. The scale of contracts with the consulting industry – via roles as advisors, legitimators of controversial decisions and outsourcers – weakens our businesses, infantilizes our governments and warps our economies. The cumulative use of big consultancies that operate with extractive business models stunts innovation and capacity development, undermines democratic accountability and obfuscates the consequences of political and corporate actions. In the end, we all pay the price through the lack of in-house investment and learning: public funds and other resources are wasted, decisions in government and business are made with impunity and little transparency, and our democratic societies are deprived of their dynamism. The Big Con imperils us all.

Examining the consulting industry in this way also offers a lens for rethinking how to build economies that are fit for purpose. The global missions of the future that are needed to meet great challenges, such as the climate crisis, require collective intelligence across the organizations and communities that make up our economies.11

It is possible to build a stronger economy, but only by investing in much-needed knowledge and capacity in business and government, bringing public purpose back into the public sector, and ridding the system of the consulting industry’s obfuscation and costly intermediation. In this relationship, organizations and individuals with genuine knowledge and capacity can be a valuable source of advice; but they should advise and ‘consult’ from the sidelines in a transparent way that brings real knowledge and expertise – rather than be allowed to run the show from the centre. Ultimately this expertise must render those being advised stronger, not weaker.

Battling any addiction begins with admitting the gravity of the problem. Only then can we reduce the dependency, and steer a way forward.
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2. What is the Consulting Industry?

At the beginning of February 2021, French lawmaker Véronique Louwagie obtained documents that would spark uproar nationwide. It had been almost a year since COVID-19 reached France, and the country was struggling to contain the latest wave of cases. The launch of its vaccine programme had been a disaster: just 5,000 people had been vaccinated by the beginning of January, compared to 316,000 in Germany and 139,000 in Spain, which had started their programmes at around the same time.1 News of the sluggish rollout made headlines around the world. For a country that had long prided itself on its public health system and civil service bureaucracy, the numbers were galling. It didn’t take long for media outlets to uncover that McKinsey had been at the helm of the vaccine rollout.

Louwagie was a member of the conservative Republican party and admitted to being generally unfazed about using management consultancies in government. But in her role as budget rapporteur, responsible for holding the Health Ministry budget to account, the news that McKinsey had been involved in what many considered a huge failure of government raised red flags. She wanted to know: how many contracts did the French government have with management consultancies for its COVID-19 response? What exactly had they been doing? What she discovered through her questioning of the Health Ministry was, for many French officials and citizens, alarming – though worse was yet to come.

Between March 2020 and February 2021, the Health Ministry had signed twenty-eight contracts with six consulting firms for tasks related to the COVID-19 crisis. The contracts totalled €11 million, with €4 million going to McKinsey alone.2 Consultants were not merely being used as a source of expert external knowledge. Rather, they had become central to decision-making processes and the management of the vaccine rollout. McKinsey was responsible for defining distribution routes for the Pfizer and Moderna vaccines, and coordinating ‘a vaccination task force of officials from numerous agencies, with some decision chains involving up to 50 authorities’.3 One of the daily Zoom meetings attended by senior officials from the Health Ministry was chaired by a consultant from McKinsey. French consulting firm Citwell had been contracted to support the logistics of vaccines and personal protective equipment. Accenture had been recruited to deliver IT services related to the vaccination campaign.4

Given the extent of consultancies’ involvement in the rollout and logistics of the vaccination programme, perhaps it is not surprising that the country was lagging when it came to getting the vaccine into the arms of citizens. These companies do not have decades of experience in population-level vaccination programme delivery. As one researcher at the French National Centre for Scientific Research put it to the New York Times, the consultancies tended to import operating models used in other industries that didn’t necessarily work effectively in public health. ‘Afterwards,’ he said, ‘the government doesn’t go back to evaluate whether what the consultancies did worked well or not. It’s too early to tell if McKinsey and others are adding value in this campaign, but I think we’ll never know.’5

The French government’s use of consultants would only grow as the pandemic wore on. In March 2022, a report published by the conservative-dominated Senate revealed that central government ministries alone had spent almost €900 million (£760 million; $950 million) on management consulting fees in 2021 – a figure more than double what had been spent in 2018.6 The news came just weeks ahead of the Presidential election, with rivals to the incumbent President branding the revelations the ‘Scandale McKinsey’.7 McKinsey was certainly not the only firm under interrogation – and the probe also extended beyond the pandemic. Among cases highlighted in the report was a contract with Boston Consulting Group and EY worth €558,900 to organize a convention for public sector officials that never actually took place.8

When asked about the government’s extensive use of consultancies during the pandemic by journalists from the online magazine POLITICO, one senior civil servant claimed it had been necessary because the public sector lacked capacity – internal staff were struggling with burnout and fatigue.9 During a crisis, it is almost inevitable that governments will need to recruit additional capacity to deliver the response that the public expects of them. Some countries, such as Germany, were nonetheless able to redeploy staff from parts of the public sector where normal activity had ceased. But in France, as with other nations, the outsourcing of important management and operational functions in the French state and elsewhere was not merely a crisis-induced anomaly. The pandemic may have been unprecedented, but the French government’s reliance on the consulting industry was not. Consultants ‘began to play a role in administrative reform, first in local governments following the 1982 decentralization, and then in the central state in 1987 at the same time that the consulting industry became stronger because of state initiatives designed to stimulate its development’.10 And much as Emmanuel Macron’s political opponents sought to weaponize the issue against him during the Presidential election, the use of consultants had long transcended party lines. During his term in office from 2007 to 2012, the centre-right government of President Nicolas Sarkozy had spent hundreds of millions of euros on contracts with consulting firms ostensibly to improve efficiency in the state. His Socialist Party successor, François Hollande, did little to reverse the trend. The revelations about the Macron government’s reliance on consulting firms in the pandemic were, for many, simply confirmation that the role of consultants had stretched far beyond providing expertise to the government, with one politician even arguing that the recent employment of American consulting firms had undermined French sovereignty.11

The tendency to outsource operational and management capacity during the pandemic was also not unique to France. Contracts in the United States were just as wide-ranging. In March 2020, leaders at the Department of Veterans Affairs, which usually spends months developing tenders, signed a $12 million (£9 million) no-bid contract with McKinsey to spend up to a year consulting on ‘all aspects’ of its healthcare system’s operations during the pandemic in a tendering process that took less than twenty-four hours. Within weeks, the firm had been contracted to ‘help obtain medical supplies’ for the Department of Health and Human Services, ‘serve on a task force developing a strategy to get defense contractors, many of them McKinsey clients, to produce medical supplies during the pandemic’, and a host of contracts with individual states including Illinois, Tennessee, California and Virginia. In New York, Governor ‘Andrew Cuomo’s team hired McKinsey to draw on existing epidemiological models to project hospital capacity and medical supply needs’.12

Back across the Atlantic, in the United Kingdom, tens of millions of pounds were also being spent on consulting firms.13 Where the wider economy shrunk, and millions of people lost work, the UK consulting industry actually grew by 2.5 per cent in 2020, in no small part due to government contracts.14 In its January 2022 update, the sector’s industrial body, the Management Consultancies Association (MCA), suggested growth had reached 16 per cent over the course of 2021, with its members anticipating even further growth in 2022.15 The contracts that Deloitte received from the public sector in the United Kingdom during the first year of the pandemic ranged from the more traditional advisory services to core operational and management tasks. It was not only contracted for ‘urgent Covid-19 consultancy’, but also ‘the provision of digital solution design, build and live service of a digital platform’.16 It secured contracts for the ‘identification and procurement of personal protective equipment’17 – a task that the National Health Service (NHS) has fulfilled since its inception. The company was also contracted by the Health Research Authority – a public body responsible for ensuring that health research in the NHS is ethically reviewed and approved – to ‘revise its research ethics review model, building on the lessons learned from reviewing COVID-19 research’.18

Deloitte’s role as part of the UK government’s ‘Test and Trace’ system came under public and political scrutiny as it emerged that the consultancy was earning £1 million ($1.3 million) per day from the contracts. According to the parliamentary Public Accounts Committee, a cross-party group of MPs responsible for examining government spending, Test and Trace had ‘not achieved its main objective to help break chains of Covid-19 transmission and enable people to return to a more normal way of life’.19 An inquiry by the Committee concluded that the programme had been ‘overly reliant on expensive contractors and temporary staff’: ‘as of April 2021, consultants accounted for nearly half of all NHS Test and Trace’s central staff’. It found that Test and Trace did ‘not have a firm grip on its overall spending on consultants’, suggesting nonetheless that it ‘is likely to cost taxpayers hundreds of millions of pounds’.20 When questioned about why the programme’s use of consultants continued to be so high more than a year after the pandemic reached the UK, a former head of Test and Trace informed the Committee that ‘the skills [the NHS] was trying to recruit for, in data, digital, and operational and project delivery roles, were in short supply in the civil service’, suggesting the government’s relationship with the consulting industry and the scale and scope of its outsourcing contracts were systemic issues.

One person who worked in projects related to the pandemic response during the first year shared insights on what the day-to-day operations entailed. It became clear in the beginning that the government had contracted an unprecedented number of consultants, some of whom had been brought in via subcontracts with other consultancies. This scale – ‘the huge amounts of people hired because of the fog of war stuff, the roving consultants’ – became an operational hindrance:


The impression I had was that the organization stood up so many new teams all at once, so there was always someone new wanting to talk to you about some new thing that was upcoming. But they often didn’t even know what they were asking for … It just seemed like every project had loads of wandering Deloitte people. And it strikes me that the sheer volume of them that were around created the situation of these zombie emails just arriving all the time asking really basic questions that we had to respond to, taking our attention away from actual work.21



The junior consultants that were brought in rarely had specialist expertise in the relevant area. Their job titles for the contracts they worked on tended to be ‘Product Owner’ or ‘Product Manager’, but ‘unlike in a well-functioning digital team’ – where such positions are usually found – ‘the consultants with these titles did not have really specific duties’. When asked whether they felt value had been added by the consultants, the interviewee noted that ‘not everyone I dealt with was incompetent – I remember a Deloitte person in charge of a project who was competent and good’.

This scale and scope of the consulting industry’s contracts during the pandemic is emblematic of many organizations’ reliance on consultants. Already, by the time COVID-19 arrived, contracting out had become the convention across many governments – and the consulting industry was enmeshed in all aspects of it.

A taxonomy

Globally, the consulting industry is dominated by large, multinational companies, most of which have their headquarters in the United States or northern Europe. They include the Big Four and the Big Three. They also include companies that primarily offer management services within a specific area such as IT, for example CGI Group and IBM, or public services outsourcing, such as Serco and Sodexo.

A number of large companies that operate primarily in other sectors also have a consultancy arm that constitutes a relatively small proportion of total revenues. They can be an important source of influence or provide access to stakeholders and information that are valuable for the core line of business. In recent years, for example, engineering and construction firms such as Arup and AECOM have become increasingly significant sources of advice in climate adaptation governance.22 Financial Markets Advisory (FMA), the consultancy arm of the world’s largest asset management fund, BlackRock, ‘has quietly worked for numerous public institutions, including the UK Treasury and European Central Bank.’23 By 2021, BlackRock controlled $10 trillion of assets globally. During the COVID-19 pandemic, the Federal Reserve contracted FMA to manage the three vehicles it had created to buy corporate debt from financial markets. These companies have also benefited from the wider reforms to political and corporate governance since the 1980s that encourage contracting out by public sector organizations and company managers, even though providing these services is not their core line of business. Where the Big 3 management consultancies can each count the size of their workforce in the tens of thousands, FMA employs 250 staff.24

Around the world there are also tens of thousands of small and medium-sized companies, sometimes referred to as ‘boutique consultancies’, as well as not-for-profit organizations around the world that provide consulting services. In many countries, in recent decades, the number and revenues of smaller, specialist consultancies have increased significantly, tracking the broader growth of the consulting market. The areas that smaller companies tend to work in have also mirrored wider trends. In the wake of Tony Blair’s Labour government, for example, ‘those who had worked in the public sector for consultancies would often go on to form their own consultancies, thereby facilitating the further supply of consultants’.25 The names of the small consultancies in particular will likely only be familiar to a reader working within a particular field or based within a particular area; they tend to operate within local geographies and provide services within a niche industry or specialized function. But they include companies that purport to be specialists in managing digitalization processes, developing sustainability strategies, or making public sector services more efficient. They also include consultancies that provide contracts for specific organizations, such as the European Commission or the UK’s National Health Service.

In this book we focus on the political economy of the large, multinational consultancies and their relationships to governments, businesses and other organizations. These firms provide a range of consulting services, from strategic advice and management to project implementation and outsourcing. While there are important differences between them and the extent to which they focus on different types of consulting services, they are nonetheless related by the dynamics that have led to the growth in scale and scope of consulting contracts, and are united in their need for the continuation and expansion of those contracts. At times, we look specifically at the role of smaller, specialist consultancies. A summary of the five main ‘types’ of consultancies by heritage is included in Table 1 below. We will explore their origins and governance in more detail later.
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Figure 1

Types of Management Consultancies



Most of these firms break down the management consulting services they offer into different categories, based on the project area, industry or – in the case of IT consultancies – technology involved. Capgemini offers services across the business areas of ‘Finance & Accounting’, ‘Supply Chain’, ‘Employee Operations’, ‘Customer Operations’ and ‘Intelligent Automation’.26 McKinsey offers services across ‘functions’ including ‘M&A’, ‘Operations’, ‘Organization’, ‘Strategy & Corporate Governance’ and ‘Transformation’.27 The groups of firms that others have described as the ‘outsourcing generation’ of consultancy firms and ‘outsourcing consultancy’ focus on managing large contracts in different areas of the public sector.28 Serco, for example, breaks down its offerings by the ‘key market sectors’ of ‘Defence’, ‘Healthcare’, ‘Justice’, ‘Immigration’, ‘Transport’ and ‘Citizen Services’.29 In many ways, focusing on the various labels that consultancies or even academics use to describe what they do obfuscates what the consulting industry is – what unites these diverse companies. All the companies described above rely for their very existence on other organizations continuing to contract out management, expertise and capacity.

There are many individuals, companies and other organizations that provide expert advice or services that we do not include in our definition of the consulting industry, because they do not have the resources to extract rents through the Big Con. Most of them are also not structurally dependent on these contracts, even though they may charge a fee for their services; their growth or existence is not contingent on other organizations contracting them for consulting services. Examples include public health experts who have provided input on the structure of governments’ pandemic responses, retired teachers who sit on school boards, and academics in universities who share insights from research with public, private or civic sector organizations. There are also businesses that solely provide goods, which are known as ‘vendors’. Most accountancies are not part of the consulting industry, because they do not provide consulting services at all. The same is not true of the Big Four accountancies, which derive over 40 per cent of their revenue through management consulting contracts – more than they receive from audit and assurance services.

Meet the consultants

Large consultancies operate according to strict hierarchies, and there are different types of consultant within them, depending on the area of business. There are clear pathways for progression within many firms, notably within the Big Three and the Big Four. On the lowest rungs are employees recruited as graduates, sometimes following an internship or summer training programme. We will refer to them as Analysts, though, depending on the company, their title could also be ‘Associate’ or ‘Consultant’. On a typical project, an Analyst will be expected to conduct research and produce ‘deliverables’, such as slide decks, as instructed by a more senior member of the team. As part of their employment, Analysts are usually required to complete general training in project and stakeholder management, but are not expected to have ‘sectoral knowledge’. On the next rung are employees who have usually either completed the consultancy’s graduate training programme or a Master of Business Administration (MBA) at a business school. We will refer to them as Senior Consultants, though they are variously titled ‘Consultant’, ‘Project Leader’ or ‘Associate’, depending on the company. They share some responsibilities with Analysts but may be more prominent in client-facing tasks, such as interviewing executives or presenting updates. One former Big Four consultant described Analysts and Senior Consultants as ‘the do-ers’ in a project team.

Beyond them are Managers, who are usually responsible for coordinating the team of consultants on the ground and engagement with the client but may also be considered specialists in a particular area of management or industry. According to our interviews, it is usually only these Managers and people on the next level – Partners or Principals – who are expected to have and utilize sectoral knowledge or technical expertise, often as a result of long careers in an industry. Partners or Principals are those consultants who have either succeeded in moving up the ranks through a long career within the company or have been recruited from within a specific industry. Often, however, contracting organizations are only able to access a very limited amount of direct engagement with a Partner or Principal, as they tend to advise on multiple projects at once, and are rarely seconded full-time.

The most senior people within a management consultancy are the Directors, who are usually individuals with long consulting careers behind them and are largely responsible for negotiating sales and managing stakeholder relationships. Boutique consulting firms often adopt similar organizational hierarchies and titles, but, depending on the specialism of the firm, specific skills or knowledge may be more important at the more junior levels as well as for the senior managers. Outsourcing consultancies tend also to be hierarchical, though the responsibilities of individuals employed to manage and deliver contracts vary significantly. Depending on the nature of the contract, these organizations tend also to employ frontline or ‘blue collar’ service employees directly, though many are subcontracted from other firms.

The scale of consulting

Accurately valuing the global market for consulting services is impossible. Few public sector organizations and multinational firms are mandated by governments, in the case of the former, or shareholders, in the case of the latter, to accurately document consulting spend. Many of the largest consultancies also have business structures that mean they do not need to disclose how much revenue they earn, what their profits are, or even where in the world they make their money. The Big Four and the Big Three all operate as incorporated partnerships or other forms of limited private company, and therefore ‘enjoy levels of opacity denied to many of their multinational corporation clients’.30 It is much easier to find out how much oil companies or Silicon Valley giants earn in a given year, because they are publicly traded – they sell shares on stock exchanges – and are legally required to report this information so that potential and current investors and financial market regulators can access it. Estimates of the value of the consulting industry globally nonetheless all suggest that the market has soared in recent decades. In 1999, management consulting revenues globally were estimated to be worth somewhere between $100 billion and $110 billion (£62. 6–£68.9 billion).31 By 2010, one study estimated the market size at around $350 billion (£225.6 billion).32 Estimates in 2021 ranged from almost $700 billion to $900 billion (£525–£674 billion).33

The largest multinational consultancies are very large indeed. In 2021, Deloitte was the third largest private company in the United States, and was followed closely by PwC in fourth position, with EY following at number six.34 McKinsey and Boston Consulting Group both ranked in the top fifty, outpacing biotech firms, insurance giants and entertainment titans. Accenture, which earned $17.3 billion (£13.4 billion) in revenue from consulting services in 2019, was the fortieth biggest company in the world in 2021 by market capitalization, ranking higher than global behemoths like Royal Dutch Shell, Boeing and Eli Lilly.35 Other publicly traded IT consultancies counted among the 100 biggest publicly traded firms include the Indian Tata Consultancy Services, which earned $14.9 billion (£11.6 billion) in revenue from consulting services in 2019.36

These firms provide services around the world, and have offices in most countries, employing hundreds of thousands of people. The Big Four have offices in more than 130 countries and employ a total of about 400,000 people.37 McKinsey alone operates across more than 130 cities in over 65 countries. Despite this reach, their revenues are derived overwhelmingly from just a handful of countries. One study suggests that 96 per cent of consulting revenues come from North America and Europe, and that 70 per cent of consultancy fees worldwide are generated by just five nations – the United States, Canada, the United Kingdom, France and Germany.38 There are many reasons for this divergence between regions of the world, beyond the simple fact that fees for management consultants in developing countries tend to be far lower than in Western consulting markets.39 For one, there is a much longer historical precedent of using this source of external advice or capacity in some regions than others; the largest multinational companies today emerged within North America and expanded first to Europe.40 Some countries, such as Japan, have historically focused on developing expertise by investing internally in existing staff, or drawing on insights from other external organizations, such as universities or trade unions.41 Other countries have also at different times introduced rules that directly limit the ability of Western management consultancies to access domestic industry clients. In 2014, for example, the Chinese government ordered its state-owned enterprises to cut ties with US-based consulting companies.42 Local resistance by businesses to international management consultancy firms has also limited their growth during particular periods, such as in South Korea in the early 2000s.43

In any case, the financial data alone can only tell us so much. There is plenty that these numbers do not reveal about the scope of the consulting industry’s activity – and its influence – in the global economy. This is particularly the case in developing countries, which have actually seen higher growth in recent decades than Western markets, despite only accounting for a small proportion of the total revenues for consulting globally.44 In many developing countries, demand for multinational management consultancies has also not always been driven by domestic governments and businesses, but rather by intergovernmental organizations such as the International Monetary Fund (IMF) and the World Bank, which have advocated that indebted governments contract consultants to develop and implement the market-driven economic reforms that are a condition of their loans. This use is not accounted for in national management consulting statistics.

Even within countries or regions, the distribution of contract revenues does not always reflect the extent of the consulting industry’s work. Quantitative data rarely reveals the nature of a consultancy’s contract, and services outsourcing and goods procurement are not neatly separated in the statistics.45 Data on the revenues of the six largest outsourcing consultancies in terms of UK government contracts nonetheless suggests that spending on their services alone goes well into the billions. Currently, forty companies are included in the UK Cabinet Office’s list of Strategic Suppliers – the private sector companies deemed most significant in government contracting – and they operate across areas of the economy including telecoms, defence, IT and management consulting. Atos, Capita, G4S, ISS, Serco and Sodexo are all among them. Since 2015, these six companies have collectively received contracts worth more than £20 billion ($26.7 billion).46 Globally, the value of their combined sales in 2020 alone equalled over $68 billion (£51 billion).fn1

Getting in the room

In the lucrative markets of North America and Europe, when demand has decreased in economic downturns or because of public policy reforms, consultancies have employed strategies to remain relevant, in the hopes that this will improve their chances of securing a profitable contract in the future. Between 2010 and 2015, for example, the Coalition government in the UK introduced measures to reverse the previous government’s extensive use of management consultants. However, several multinational consultancies continued to provide consulting services to central government departments pro bono or at a significantly reduced rate.47 Speaking to the Guardian in 2011, the head of public sector at KPMG put his company’s strategy bluntly:


We can’t afford to [work pro bono] indefinitely, but we can in the short-term. We’re hoping to position ourselves well when the government decides it is willing to pay … Firms like ours are always keen to get in on the really big programmes. If you can get in at the part of the programme when you are working out how to do it, the hope is you can stay there.48



In this case, the low revenues belied the scope of the consultancy’s work. To make sense of the role that management consultancies play in economies across continents today, we thus need to look not just at the financial data, but at what lies within their contracts, what they actually do, and how their relationship develops. The wide reach of the consulting industry within government departments, businesses and non-governmental organizations (NGOs) is not just confined to economies in North America and Western Europe. From South East Asia to West Africa, consultants have been brought in not simply as advisors; they are the management and deliver core functions; their proposals to decision-makers are adopted as the final word.

In India, for example, annual turnover at consulting firms increased by 10.8 per cent annually on average in the five years to 2018, with industry revenues totalling $64.8 billion (£50.8 billion) that year.49 Demand in India is driven largely by the private sector, but many government bodies are increasingly turning to consultants to deliver state functions as well. Tata Consultancy Services has been a clear beneficiary of growing demand for consultants. Since 2008, it has been responsible for developing India’s passport system, and operating centres where biometric data is collected, documents are checked and passports are issued. Meanwhile, at the central planning commission, budget allocations for professional services increased nearly fivefold between 2016–17 and the following year, and subsequently rose by 30 per cent in 2018–19.50

Sometimes, the extensive use of the consulting industry by governments in low- and middle-income countries is justified by politicians because their public sector bureaucracies are incapable of matching the ambitions of newly elected policymakers. In countries that have been forced to service mounting debt piles over many years, for example, or where war or corruption has depleted or undermined sources of government revenue, internal capacity may be very weak. But the outsourcing of management and delivery to powerful, opaque companies on a grand scale so often does not help electorates and businesses achieve their goals – and in fact can undermine them in the long run, stalling development and preventing accountability.

In Kenya, McKinsey has been involved in several economic initiatives. The non-profit journalism website Rest of World, which reports on global tech developments, recently investigated the role that the company has played in the expensive failure of Kenya’s ‘smart city’ project, Konza City, which sits forty miles south of the country’s capital, Nairobi.51 Konza City was the crown jewel of McKinsey’s Vision 2030 Strategy, which it developed on behalf of the Kenyan government in 2008. With promises of economic growth, job creation and technological innovation, Kenya’s Vision 2030 Strategy purported to offer a blueprint for attracting investment from multinational tech companies. But in 2021, thirteen years after construction began, Konza City remained deserted and devoid of investors – much like the McKinsey Vision projects that preceded it in Andhra Pradesh, Mumbai and Malaysia.52

Similarly extensive ‘involvement’ in national economic policy can be found in Indonesia. In 2020, the Indonesian government appointed McKinsey and Boston Consulting Group to guide an overhaul of the country’s 114 state-owned enterprises, with a combined revenue of $172 billion (£129 billion). Although the value of this contract remains hidden, its scope was unprecedented in the country. This was not a case of a handful of expert advisors sharing insights with ministers and civil servants. Rather, the contract made the two multinational consulting giants responsible for developing the restructuring ‘roadmap’.53

Interrogating the omnipresence

Many citizens, politicians and media platforms have now started to challenge governments relying on the consulting industry, and the assumption that large multinational consulting firms will create value through their contracts. In May 2021, Boston Consulting Group was summoned to an inquiry by the Australian Senate into issues with the country’s postal service, having received AUD$1.32 million (£710,000; $980,000) contract from the Australian government to report on the service’s future viability. Senior managers employed by Australia Post had repeatedly raised concerns about the consultancy’s work. During the inquiry, BCG Managing Directors were unable to explain what new analysis they had provided, with the inquiry chairwoman stating emphatically: ‘It’s hard to know what [the money] delivered actually.’54 In the UK, amid wider criticism of the government’s spending on management consultants during the COVID-19 pandemic, the parliamentary Public Accounts Committee pushed the government to investigate £2 million ($2.65 million) spent on management consultants to assess bids made by charities for emergency funds.55 South Africa’s newspapers have scrutinized McKinsey, KPMG and Deloitte after contracts with them were linked to alleged corruption in state-owned enterprises under the presidency of Jacob Zuma. McKinsey reached an agreement with the South African government to repay R1 billion ($67.3 million; £57 million) for work it did at Eskom, the state power monopoly, alongside a company linked to the Gupta brothers who were accused of using their close ties with the former President to secure major public contracts.56 A January 2022 report published as part of a government inquiry into ‘state capture’ suggested that prosecutions should be considered into the awarding of contracts with Bain & Co., which has been accused of enabling Zuma to weaken the tax authority. In response, the consultancy said the report ‘mischaracterizes’ its role, though it also agreed to pay back the fees earned from the contract in question.57 In August of that year, the UK government imposed a three year ban on Bain & Co bidding for public sector contracts because of its “grave professional misconduct” in South Africa, with the consultancy launching a legal challenge to the decision the following month.58 Although the allegations against the consultancies in South Africa in many ways constitute a unique case, they have prompted extensive public debate about the role of the consultants in business and government.

As important as government inquiries and investigative reports are for raising awareness about the problems consultancies so often help to bring about, they rarely question whether the crisis is indicative of deeper contradictions in contemporary capitalism and the role of the consulting industry. Instead, their questions tend to focus on poor management by executives at the consultancy, or shoddy procurement processes in the government department, or the corrupt behaviour of individuals on either side of the contract. The solutions they propose correspondingly call for replacing the consultancy’s senior executives, perhaps with a more representative group of people, tinkering with procurement structures, or improving transparency. The origins of and harms posed by the consulting industry are nonetheless structural, going deep into the heart of capitalism and politics – and so must be met with a far more ambitious response than governments or commissions have offered so far.
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3. Where Consulting Came From: A Brief History

In July 1971, Chilean engineer and politician Fernando Flores was working for the Chilean Production Development Corporation, a public organization responsible for fostering economic development in the country. Following the election of the new government under President Salvador Allende the previous year, Flores faced a difficult task: how to manage the newly nationalized sectors of Chile’s economy. Party leaders had never been able to deliver their economic policy goals, which included economic growth and income redistribution, and, despite the ambition, the Chilean public sector simply did not have the capabilities to deliver the mandate on which it was elected. But it was also not afraid to draw on relevant expertise in the private sector.

This was how British management consultant Stafford Beer came to advise the newly elected government – a partnership that ultimately developed one of the most innovative computing systems of the time: Project Cybersyn. Beer, a former steel executive with a lavish lifestyle,1 was not a socialist, but he saw in the collaboration with the socialist Allende government an opportunity to put his ground-breaking management research and ideas into practice. The government wanted to develop a computer-assisted system that would aid its economic decision-making by using real-time data to forecast different scenarios. At the heart of the project was a central operations room from which politicians could view projected simulations of the Chilean economy under different conditions, supporting them to make economic policy decisions. Initially, it had also aimed at providing workers with a channel for democratic input into those decisions. It is no exaggeration to say that Project Cybersyn was an ambitious undertaking. At the time, total computing power in the country was less than an iPhone.

Nonetheless, with the advice of Stafford Beer, Project Cybersyn went some way to achieving its technological goals, before political unrest subverted any hopes of long-term industrial strategy, culminating in the violent military coup by General Augusto Pinochet two years later.2 Although short-lived, the relationship worked for everyone involved: the Chilean state was able to learn new approaches to meet its democratic mandate, and Stafford Beer was able to develop his theory of ‘management cybernetics’. He had found the project so rewarding that he eventually left the UK to work for the Chilean government full-time.

The Pinochet coup prevented Chile from further evolving the knowledge it had gained through working with Stafford Beer and Project Cybersyn. But around the world there are plenty of historical examples of partnerships with consultants that helped to create knowledge and capabilities to achieve democratic goals. Consultants came to play a valuable role as governments in Europe and North America worked to build welfare state programmes in the wake of the Second World War; for instance, advising among other things on ‘more efficient use of utilities and cleaning practices in hospitals for the Ministry of Health’ in the newly established National Health Service of the United Kingdom.3

For much of the twentieth century, consultants were sought by governments and businesses as a source of knowledge when they lacked capabilities. Although there were also risks of undue political influence in their work, the scale and scope of consulting contracts was much smaller than today. This began to change from the late 1970s, when new economic interests reconfigured many societies following the election of politicians such as Margaret Thatcher in the United Kingdom and Ronald Reagan in the United States, who did not believe governments could create value. They ushered markets into the delivery of public services and introduced policies that transformed corporate structures. A shift took place, making consulting firms key actors in both politics and business, and in the delivery of important functions across the economy.

In the 1990s, for example, the changes management consultants oversaw in the NHS were ‘largely driven by the efforts of hospital trusts and health authorities to find ways of surviving in the face of constant financial shortfalls’. One academic study found that ‘because NHS regional offices no longer provide [hospital trusts and health authorities] with planning expertise, they instead rely on private management consultants’.4 Consultants were contracted to provide management services, because internal management had been diminished as a result of ‘downsizing’ measures, rather than as a source of information or expertise, as was more often the case previously.

In another example, following the passage into law of the 2012 Health and Social Care Act, the NHS was forced to hire management consultants to help manage health services. The Act had mandated that the local authorities responsible for commissioning health services, Clinical Commissioning Groups (CCGs), would be led by local physicians – known as General Practitioners or GPs in the United Kingdom – on the grounds that local GPs are embedded in patient populations and thus could represent the interests of patients. This change was challenged from the outset by civil society and professional bodies, which argued that, despite their close contact with patients, GPs do not necessarily have the time or knowledge to negotiate suitable contracts with providers, and so would likely turn to private management consultants for advice, thus undermining the reform’s democratic claims.5 For its part, the Royal College of General Practitioners contended that ‘CCGs would be able to outsource the majority of their commissioning functions to private providers’.6 We now know that millions of pounds have been spent by CCGs on management consulting services from firms including McKinsey, PwC and Deloitte since the implementation of the Act.7 Ironically, the Health Secretary who oversaw the introduction of the Act, Andrew Lansley – a Conservative politician – had criticized the Blair government only a few years earlier in 2006 for ‘reaching for management consultants in a desperate bid to compensate for their management failures’.8

What explains the transformation of the role of consultants in the NHS from the 1950s to the turn of the millennium? To what extent did this change reflect a broader transformation in the consulting industry – and in governance? Was the consulting industry merely a passive actor within broader developments in capitalism, or did it play an active role in shaping them?

When consultants counselled

Rulers – kings and queens, high priests and spiritual leaders – have always had advisors, but the establishment of extensive markets for consulting is a development particular to the industrialization of production in Western societies. Historians generally suggest the birth of modern consulting can be situated in one of three periods: the late nineteenth century, with the appearance of ‘consultant engineers’ in Europe and the United States; the popularity of ‘scientific management’ and the ideas of Frederick Taylor two decades later; and the development of ‘cost accounting’ methods, which gave rise to McKinsey in the 1920s.9 Each of these periods is critical for understanding, respectively, the emergence, entrenchment and expansion of consulting as it exists today.

The historian Christopher D. McKenna’s account of ‘the world’s newest profession’ begins in the 1870s with the Second Industrial Revolution. At this time, companies such as General Electric and Standard Oil had started to employ some engineers on a short-term basis – as opposed to as employees who were fully integrated in the company. They did this in an attempt to ‘control the pace of innovation within their science-based industries’.10 These early engineering consultants were true experts in their field – they were often graduates of engineering programmes at prestigious universities, and were equipped with the latest scientific knowledge. Eventually, some engineers who had been contracted in this way decided to formalize their work and establish what became known as engineering consulting firms. They included Arthur D. Little, a chemist based at MIT, who founded his eponymous firm in 1909 after working on various contracts in Boston, Massachusetts. The company still exists today, under the same name, and its website in fact describes Little’s firm as the ‘world’s first management consultancy’.11

There were nonetheless other developments occurring across other new industries that would come to shape consultancy practices in the early twentieth century. In 1911, Frederick Taylor published his essay ‘The Principles of Scientific Management’. He’d been developing the ideas it contained over decades working on the shopfloors of manufacturing companies.12 Taylor had held several machine-based jobs across various manufacturing firms before joining the ranks of the engineering consultants. It was this shopfloor work that most inspired his thinking – not that it put the interests of shopfloor workers first. Indeed, the American Federation of Labor, the largest group of trade unions, opposed scientific management, objecting that it ‘looks upon the worker as a mere instrument of production and reduces him to a semi-automatic attachment to the machine or tool’.13

From Taylor’s perspective, though, scientific management offered the ‘development of a true science’ in management. He advocated that the ‘one best method’ for manufacturing should be found to replace the old ‘rule of thumb’ method, whereby individual workers could use what they felt was the best way to complete a task based on their own experience, and which Taylor contended was less efficient.14 He argued that although there were many different ways to complete a task, ‘among the various methods and implements used in each element of each trade there is always one method and one implement which is quicker and better than any of the rest’.15 Over a century later, in 2022, many people are familiar with one of Taylor’s key ideas outlined in ‘The Principles of Scientific Management’. Namely, that the most efficient way of running a factory shopfloor could be discovered by breaking up a process into individual tasks, and timing how long it takes to complete them in order to find the most efficient means of producing goods. The other three principles were also concerned with improving efficiency. Taylor’s second principle was that the most efficient worker for a task should also be selected by managers ‘scientifically’; this involved observing all workers and selecting from them those who had the most suitable characteristics for the particular task. This person would then be trained to fulfil that task, ‘whereas in the past he chose his own work and trained himself as best he could’.16 His third principle was that managers should supervise workers to ensure the tasks are completed in the ‘scientific’ way. And finally, that there should be a division between managers and workers that Taylor described as ‘equal’: managers should be responsible for planning and supervising the work, and workers should carry it out, but both needed to cooperate, which required managers to ‘assume a much larger share of the responsibility for results than under usual conditions is assumed by the management’.17

Taylorism and the wider movement of ‘scientific management’ became very influential across manufacturing industries in the United States and Europe in the early decades of the twentieth century, largely because it spawned a torrent of management consulting firms and independent consultants that promoted it far and wide. It even found support in the Soviet Union, which was generally opposed to American ideas. After initially rejecting Taylorism as a ‘“scientific” system of sweating … to squeeze out of the worker three times more labour during the working day’,18 by the mid-1920s, both Lenin and Trotsky had embraced it, contracting US-based consultant Walter Polakov for advice on developing its national industries and the first five-year plan, working in Moscow, Tula and Kovrov.19

In many ways, Taylorism was a product of the technological developments that had also made possible rapid industrialization in the United States. The desire to speed up manual work in the factory and increase production to increase profits was facilitated by the introduction of new machinery. But Taylor and the consultants who preached his ideas also transformed popular understanding of what makes a ‘good’ company and, ultimately, how value is created in production.

Taylorism treated workers less as human labourers and more as ‘resources’ in the factory. It was the first theory adopted en masse by consultants. But more than that, it was an early case of top-down firm restructuring based on a management consulting idea and it represented a turning point in industrial development.

From engineering to the matrix

Throughout the twentieth century, consultancies would go on to develop and commercialize many ideas and tools, often in collaboration with business schools. Among the best-known of these is the ‘Growth Share Matrix’ launched by Boston Consulting Group in 1970, which, according to the company, was at one point used by about half of all Fortune 500 companies (Fortune magazine’s annual list of the 500 biggest US companies measured by revenues).20 The matrix is a table, divided into four quadrants representing varying degrees of profitability (see Figure 2 below). The ‘cash cow’ quadrant is assigned to business areas that are low growth but have a high market share – businesses should milk them for cash that can be reinvested elsewhere. The ‘dog’ quadrant is designated to business areas that companies should divest from because they are unprofitable or risky. The ‘star’ quadrant represents those areas that have high growth and high market share, meaning that companies should invest in these areas, as they have high future potential. Finally, the ‘question mark’ quadrant is for the parts of the company where there is a large degree of uncertainty about their future.

The Growth Share Matrix was developed in the United States within a context where businesses were increasingly facing financial pressures. Under conditions of crisis and constraint, it ‘spread like wildfire’ in the 1970s. Just two years after its launch, the matrix was being used by over 100 major US firms, and would be widely taught in business schools around the world for decades to come. Business academics throughout this time nonetheless remained sceptical. Criticism of both the Growth Share Matrix and trends in investment portfolio planning that it emerged within included that it was not comprehensive and ignored important factors in corporate strategy, such as the relationship between market share and cash flow.21
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Figure 2

Boston Consulting Group Growth Share Matrix



In any case, it wasn’t primarily the ideas and methods of consultancies that led to the widespread growth of management consulting contracts in the United States of the 1930s. Rather, it was the unexpected consequence of legislation introduced in the wake of the 1929 Great Depression.22 The Glass-Steagall Banking Act of 1933 aimed first and foremost to limit the power of banks by forcing them to separate commercial and investment activity. Previously, commercial bankers had been permitted to conduct the ‘financial investigations’ that would later be carried out by management consultants, but the Act forbade them from providing these consultative services. Introduced in the same year, the Securities Act mandated banks’ financing of companies to be preceded by ‘the investigation of the subject firm by a firm of competent consultants’. Large accounting companies, which, like banks, had previously conducted ‘financial investigations’, were also required by the Securities and Exchange Commission (SEC) to ‘restructure their professional practices around corporate audits’, owing to concerns about conflicts of interest. At this time, audit contracts were far more lucrative for those firms than consulting. This left an open goal for management consulting firms, which were now the only advisors still legally permitted to provide management advice to companies. Consequently, ‘Management consulting did not grow through a gradual process of linear evolution, but instead emerged from a competitive equilibrium shattered by regulatory change in the early 1930s.’23

Consulting by numbers

One such firm was McKinsey & Company. James O. McKinsey was a professor of accounting at the University of Chicago at the time he founded his firm in 1926. McKinsey was an early developer and proponent of the method of ‘cost accounting’, which sought to give managers advice based on evaluations of their company’s variable and fixed costs. Cost accounting evolved with wider developments in neoclassical microeconomic theory, which would come to fundamentally transform the way that the state, businesses and financial markets act. Today, such methods of analysis are standard practice across the private sector, but at the time they were revolutionary – loved by some and loathed by many others, including the mainstream accounting profession.

McKinsey’s business had benefitted from the Great Depression, offering financial advice to struggling companies. Clients during the 1930s included the department store firm Marshall Field & Company. Founded in the mid-nineteenth century, Marshall Field & Company had flourished in the roaring twenties, but quickly found itself in trouble after going public in 1930. The company ‘had lost $12 million over the previous five years and was faced with an impending loan repayment’.24 Chicago, where it had its biggest department store, had also been one of the most heavily unionized cities in the United States since the late nineteenth century, and Marshall Field & Company had long been a target of industrial action – to which it had usually responded brutally, firing workers for even being in the company of a union member.25 The proposals that McKinsey made to the firm offered a means of not just tackling the financial challenges, but curbing the options of organized labour once and for all. McKinsey advised Marshall Field to ‘specialize: unload its wholesale business, sell its 18 textile mills, focus entirely on retail, and cut, cut, cut’.26 In the end, more than 1,200 employees were let go – and James O. McKinsey was offered the post of chairman and chief executive of Marshall Field, which he accepted. The advice that McKinsey & Company provided in the case of Marshall Field attests to the political uses to which the consulting industry was often put, even in the twentieth century. By recommending job cuts at such scale, during a time of organized labour opposition and immiserization, McKinsey provided the executives of Marshall Field with an ostensibly impartial and external actor to blame for the decision.

McKinsey & Company continued to grow in the following decades, even after the founder’s untimely death from pneumonia in 1937.27 The growth of many American management consultancies during this period was aided in no small part by the availability of contracts in the expanding world of defence, as the country prepared for conflict with and then engaged in drawn-out Cold War with the Soviet Union, which would endure for the best part of the century. Government agencies facing budgetary constraints and technological demands turned to management consultants for support. For example, the consultancy Booz Allen, which had been founded in 1914 and would go on to become one of the largest contractors for the US military in the twenty-first century, was contracted to advise on the restructure of the entire US Naval organization.28 Large consultancies were also contracted to advise on converting companies for wartime production – and then reconvert them after the war.29 In fact, the Second World War saw not just increased use of consulting advice, but also the direct employment of consultants into military positions: consultants became a source of military capacity. A Partner of Booz Allen, Richard Paget, for example, was ‘named head of the navy’s Office of the Management Engineer, and Mark Cresap (also a Booz Allen consultant) was appointed to a similar position in the army’.30

The role of McKinsey in the early years of the National Aeronautics and Space Administration (NASA) during the Cold War exemplifies how consultancies’ advisory services could be wielded in internal political struggles. In 1958, NASA was established with an unprecedented budget of $300 billion. The directors of NASA recognized that it would need to work with technical contractors; new technologies had to be procured, and building capabilities would by necessity entail learning from other actors.

There were disagreements, however, about the role that management consultants should play in NASA’s development. The agency’s first director, Keith Glennan, had an ideological inclination towards involving management consultants in NASA’s development and operations,31 once describing himself in an interview as ‘a person who relies to a considerable extent on outside counsel’.32 One of the first contracts that Glennan oversaw was for an evaluation of the organizational structure that senior administrators had implemented at NASA. Glennan wanted ‘to have someone come in and study us and what we thought we were going to do, or what the staff thought we were going to do, the top people … and suggest changes if necessary in the NACA-proposed [National Advisory Committee for Aeronautics] structure’.33 That contract went to McKinsey. McKinsey would continue to be a key advisor during Glennan’s tenure, providing a source of external – and purportedly disinterested – justification for his ambitions to increase the use of contractors, rather than internalize the agency’s technical capabilities, because he wanted ‘to avoid excessive additions to the federal payroll’.34 McKinsey more than satisfied Glennan’s desires, recommending that America’s ‘free enterprise society dictates that industry should be given as extensive a role as possible’.35 The approach that Glennan and McKinsey advocated would nonetheless be challenged with the publication of a report by Budget Director David Bell in 1962, a year after Glennan resigned from NASA. Although NASA continued to rely to a large extent on technical vendors for building its systems, the Bell Report, as it became known, stated in no uncertain terms that the management and control of programmes had to remain in-house, and that the maintenance of internal capabilities for managing contracts was of utmost importance.36

Shaping post-war capitalism

In the wake of the Second World War, management consultants continued to advise the US federal government and took on contracts across welfare services and administration in an effort to help realize ambitious goals. In 1947, President Truman launched a commission chaired by former president Herbert Hoover aiming to integrate structures of the various agencies and improve effectiveness of the administration; management consultants were commissioned to ‘lead fifteen of its thirty-four policy studies’.37 One scholar suggests that the growth in use of consultants in state and local government was a consequence of the increased adoption of business practices, logics and structures in the public sector during this period, describing how the consulting industry played an active role in promoting these to government bodies, while also benefitting from those changes. Projects for which consultancies were contracted to work on ranged from city-wide strategy initiatives, such as the ‘Model Cities’ programme in New York, to local restructuring tasks, such as Booz Allen’s contract to reorganize Pasadena’s school budget.38 They were similarly recruited to advise on developments in healthcare systems, as new organizational forms were adopted.39

Consulting firms also influenced the development of economies in Europe during this period. The role of American management consulting firms there was part of the broader spread of American management ideas and models, where ‘the Marshall Plan, in particular, facilitated the expansion of US consulting firms to Europe’.40 Introduced in 1948, the Marshall Plan was an economic recovery programme led by the United States that provided aid to European countries following the devastation of the Second World War.

As the value of consulting contracts grew in the post-war decades, two other types of consulting company that would come to dominate the market in the twenty-first century were gaining ground. Although they remained restricted in the types of services they could offer in the United States, some accounting firms – notably Arthur Andersen – began to take on contracts for advice on information systems management in the 1950s. These companies were dramatically expanding the geographical scope of their accounting activities, tracking the growth of their major clients – a trend that would continue into the later decades of the twentieth century. This was achieved largely through acquiring and merging local accounting firms across countries. In Canada, for example, the national branch of KPMG ‘was formed from merging “more than 115 firms in communities across Canada”’.41 Waves of mergers and acquisitions within accountancies would continue throughout the twentieth century, such that by 1996, ‘93 per cent of the revenues earned by the top eighteen accounting firms in the US in that year went to the Big Six’,42 – Price Waterhouse, Peat Marwick McLintock, Coopers & Lybrand, Ernst & Young, Deloitte Touche Tohmatsu and Arthur Andersen – and they audited 494 of the Fortune 500.43 Like many other sectors by the end of the twentieth century accounting had become very concentrated.

Having earned a reputation for quantitative rigour and meticulousness, it is perhaps not surprising that accountancies became popular sources of advice as government departments and businesses adopted IT.

Ever since the introduction of computers in civil service departments – as early as the 1950s in both the UK and the US – governments had largely maintained IT infrastructure in-house. In fact, public sectors were the source of many key innovations in computing throughout the twentieth century, partly because of military developments, but also because of reforms to bureaucratize the civil service and make communication processes more efficient.44 But administrative technologies that had been developed in the private sector were also frequently sought by governments, especially after they had proven to be effective in business. In such cases, long before digital computing technologies, government departments would turn to the technology companies to both implement the new systems and provide advice on how to use them.fn1

Historians have explored why the British state, in particular, lost its in-house capabilities in IT during the twentieth century. Mar Hicks, for example, argues that the loss of ‘state computerization competence’ occurred as computing jobs in the civil service became male-dominated in the 1960s and 1970s.45 Previously, women had carried out the bulk of computing tasks. Antonio Weiss argues that it was the growing gap in skills between the state and consultants from Arthur Andersen that led to the civil service outsourcing IT infrastructure and expertise in the UK.46 Data on the gendered make-up of the consulting industry during the twentieth century would suggest a third hypothesis, synthesizing both the above arguments: that the consulting industry was overwhelmingly dominated by men throughout those decades,47 and so the ‘masculinization’ of IT in the state and elsewhere likely went hand-in-hand with the growth of computing consultants in the state. The loss of capabilities that occurred as a result of the increasing reliance on consultants was nonetheless a gradual process until the later decades of the century, when the election of neoliberal governments in the United Kingdom and the United States led to an unprecedented transformation of the global economy, radically reconfiguring the relationship between states and the private sector.

Consultancies’ success in IT in the US was also aided by rules introduced in 1956 that forbade computing contractors from providing advice on their systems to clients, owing to antitrust concerns. Specifically, the Department of Justice prohibited IBM from offering consulting advice on installing and using computers.48 Over the course of the twentieth century, auditing gradually became a low margin activity for the large accounting consultancies, and by the 1970s and 1980s they were increasingly focusing efforts on securing contracts for these IT consulting services, which were far more lucrative. Some accounting consultancies legally split their accounting and consulting divisions, though the entities were never fully separated because auditing continued to be subsidized by consulting. Arthur Andersen, for example, spun out Andersen Consulting in 1989, the firm that would eventually be renamed Accenture.49 In the United Kingdom, there were no rules preventing IT companies from providing consulting advice, which partly explains why during the second half of the twentieth century the largest IT consulting companies, such as Capgemini Sogeti, International Computers Limited (ICL) and Computer Sciences Corporation (CSC), were either UK-based or very well established there.50

Neoliberalism’s opportunities

No period has ushered in a greater transformation in the nature of consulting than the 1980s. In this decade, the size of the industry and the roles it played in government and business would be forever changed by the introduction of ‘neoliberalism’ – an economic agenda that included market liberalization, state enterprise privatization and public sector management reforms. Each of these reforms would create unparalleled opportunities for management consultancies, as the private sector came to be viewed by many in power as more effective and efficient than government.

The elections of Margaret Thatcher in the United Kingdom in 1979 and Ronald Reagan the following year in the United States were preceded by a decade of turmoil in the global economy, beginning with the disintegration of the institutions that had helped to maintain monetary stability since the 1940s. As spending on military efforts in Vietnam placed ever greater fiscal pressure on the federal budget, President Nixon decided unilaterally in 1971 to end the convertibility of US dollars into gold. This led to the immediate devaluation of the dollar, contributing to a slowdown in economic growth, soaring unemployment and a rise in commodity prices – a phenomenon known as ‘stagflation’ that characterized the economies of many countries throughout the 1970s. The effects of this breakdown of the post-war global financial institutions were further exacerbated by the 1973 oil crisis, which led to a recession in the United States and the withholding of capital by potential investors there. Across the Atlantic, economic instability was also taking its toll on the population of the United Kingdom, culminating in the ‘Winter of Discontent’ in 1978–79, which saw mass strikes by trade unions and heavy criticism across the media of the ruling Labour Party – itself also beset by internal battles that crippled economic decision-making.

It was in this context that the first elected neoliberal governments came to power. Throughout the post-war decades, economic strategies in the United States and the United Kingdom had broadly followed an approach named after the British economist and politician John Maynard Keynes. Keynesianism was a form of capitalism that advocated the use of counter-cyclical monetary and fiscal policies to maintain economic stability, as well as increased investment in public infrastructure and spending on welfare services, such as healthcare and education. Following their elections, the Conservative Party in the United Kingdom and the Republican Party in the United States wasted no time in declaring that this approach lay at the heart of the struggles that their populations were experiencing, proposing instead a neoliberal economic agenda that was also being tested during the Chilean military dictatorship of General Pinochet.51

Developed by a group of academic economists based at the University of Chicago, neoliberalism can be understood as a theory that views the market as the sole creator of value in society. The role of the state in this paradigm is reduced to ensuring that the right ‘conditions’ exist for the market to function properly, such as through enforcing antitrust laws to maintain competition among companies. Neoliberal policies are usually understood as measures that shrink the state in order to enable market actors to grow through increased competition.52 Indeed, similar terms were used by the Conservative Party in its 1979 manifesto to describe its proposed economic policies. But while in some countries public budgets were slashed following the introduction of a neoliberal agenda, particularly in the Global South, it is more accurate to understand neoliberalism as the reconfiguration of state institutions and the redirection of state spending as a means of transferring greater responsibility for producing goods and services to market actors. Neoliberal policies in fact neither led to a significant shrinking of public spending, nor to increased competition in key industries in the long term. Under Thatcher, total managed government expenditure in real terms increased by 7.7 per cent between 1979 and 1990.53 Federal spending also grew in the United States under Reagan – by 9 per cent each year on average. While this was carried significantly by the President’s 35 per cent increase in defence spending, public programmes such as Medicare were also expanded. Rules constraining mergers between two firms in the same industry were relaxed; the ‘takeover wave’ that ensued was also facilitated by liberalizing changes in financial regulation, which made certain types of finance more easily available to firms.54 The process of becoming increasingly reliant on equity and debt for delivering operations, which leads to higher distributions of profits to investors, is known as ‘financialization’.

Privatization and the growth of consulting giants

For the consulting industry, neoliberalism created fresh possibilities for expansion across business and government. In the private sector, the emergence of unprecedentedly huge companies that resulted from the mergers, acquisitions and easier access to credit led management consultancies to develop advisory arms specializing in multinational strategy. Because consultancies had established offices around the world, many leaders took their claims to local expertise at face value. They were also frequently sought for insights and analysis in the run-up to merger and acquisition deals. Increasingly, as the risk of liability loomed ever larger over company boards due to the sheer size of firms and their use of riskier forms of finance, directors turned to management consultants for help – and someone to point the finger at should things take a turn for the worse. From the mid-1980s in the United States, consultancies and other professional firms were occasionally named as co-defendants in shareholder lawsuits against corporate boards, a practice that only ended with the introduction of the Private Securities Reform Act of 1995 that abolished joint and several liability for professional firms. The large consultancies ‘increasingly found themselves selling legitimacy, not simply knowledge transfer’.55 The financialization of many companies during this decade also brought with it even greater pressure from shareholders for companies to improve productivity, further increasing demand for the new ideas and techniques that the consulting industry promised would lead to improved profit margins.56

Meanwhile, in the public sector, spending on consulting exploded, marking the beginning of an expansion in markets for government services that has continued to grow ever since. Data from the United Kingdom illustrates the scale of this growth, though it would find parallels in governments from Canada to Australia by the 1990s and 2000s. At the time of the 1979 general election in the United Kingdom, the government was spending around £6 million on consulting services annually; when Margaret Thatcher stepped down as prime minister eleven years later, the amount was more than forty times greater at £246 million.57 In France, the market for management consulting increased steadily from 1 billion to 7 billion francs in the decade from 1982 to 1992.58 In Canada, annual expenditure on ‘other professional services’ across government showed a continuous increase from C$239 million in 1981–82 to C$1.55 billion in 2000–2001.59 Describing how ‘managerialism’ in the mid-1980s ushered in flexibility for managers in the allocation of ‘running costs’ between in-house staff and outside procurement’, one academic paper notes that in Australia an average of AUD$142.635 million was spent by government departments between 1987 and 1999.60

The increased role of consultants in government was also related to their growth in the private sector.61 While their roles in the public sector were enormously varied, management consultancies were central to two key reforms. Firstly, the privatization of state-owned enterprises and the introduction of new competition rules for the public sector, which led to increased outsourcing of public services, created new sources of revenue for consulting companies. From the side of governments, consulting firms were contracted to provide advice on transferring companies into private hands. In 1992, for example, consultants from McKinsey were brought in to assist the British Transport Commission with its ‘privatization strategy’ of the railway system.62 Consultants from Coopers & Lybrand, KPMG and Deloitte Haskins & Sells were contracted to advise on a host of issues related to rail privatization.63 Under Reagan, private consultants were contracted to conduct evaluations that would help determine if a good or service should be privatized or contracted out, based on whether or not it could be considered an ‘inherently government function’.64 For example, the Environmental Protection Agency’s (EPA) Office of Administration and Resources Management awarded a contract worth $9 million for a broad range of tasks related to management issues, including the establishment of a framework and criteria for assessing when in-house commercial activities should be contracted out. A 1991 report conducted by the United States General Accounting Office on the use of consultancies in federal agencies raised concerns about the conflict of interest arising from consultancies being contracted to establish the criteria for outsourcing: ‘a contractor’s involvement in determining which activities may be done under contract places the contractor in the position of possibly becoming associated in the future with some of the activities he identified as being appropriate for contracting’. The report’s authors also noted that the EPA case was potentially inconsistent with the rules governing procurement at the time, because the contractor had also ‘appeared to take the lead in shaping important agency policy’. When questioned, the agency officials conceded that ‘this work probably should have been done in-house. However, the agency did not have sufficient staff available and also did not have staff with sufficient expertise.’ Crucially, they also acknowledged that ‘there was not sufficient in-house capability to adequately direct, supervise, and monitor this contract’.65

The companies that sought to take over state-owned enterprises would also turn to the consulting industry for advice on succeeding in their bids, drawing on the knowledge of the workings of government that consulting companies had developed through public sector contracts. Those companies that were successful in a bid would then seek advice on managing their newly acquired enterprise from management consultants, given that they were usually entities with complex organizational structures that were bound by specific regulations and often operating as natural monopolies. These dynamics followed a similar pattern in the new markets for public services contracting. Reagan adopted the Competition in Contracting Act in 1984, requiring US federal government agencies to arrange ‘full and open competition through the use of competitive procedures’. The equivalent in the United Kingdom was ‘Compulsory Competitive Tendering’, which created an external market for public services.

Given the potential lucrativeness for management consultancies of state enterprise privatization and public services outsourcing, it is perhaps not surprising that they also often actively championed these policies in the governments where they worked. Once again, we see that the consulting industry was in this way both shaped by and actively shaping developments in government. During the post-war decades, public sector bureaucracies in Europe and North America had been guided by a model of government that hierarchically linked civil servants within a department to the minister with political authority for that policy area. Public administration was governed by strict procedural rules that sought to ensure the actions of civil servants aligned as closely as possible with the instructions of elected officials. From the 1980s, neoliberal politicians began to call for the introduction of a package of public sector reforms known as New Public Management (NPM). Although a controversial term when it was first introduced, NPM is accepted today as shorthand for a policy agenda that sought to make public sector practices more ‘business-like’. Under NPM, civil servants were instead guided by performance measures that evaluated the public sector on the basis of its cost-effectiveness, efficiency and customer (citizen) satisfaction, drawing directly on approaches from the private sector. NPM policies included the introduction of performance-related pay for civil servants; the application of financial metrics used in the private sector, such as cost accounting and profit and loss statements; moves to decentralize the bureaucracy and give public managers greater discretion; and the shift towards viewing citizens as ‘customers’ whose ‘satisfaction’ with public services could be measured as an indication of effectiveness.66

Management consultants were contracted by governments to implement such administrative reforms, owing to the perception that they had expertise in these business practices. But in their contracts with governments more widely, they also acted as ‘diffusers’ and promoters of NPM, notably in the United Kingdom.67

In 1991, the academics Christopher Hood and Michael Jackson coined the term ‘consultocracy’ to describe what they recognized as the increasing influence of management consultants in the public administrations of governments. The consultocracy was understood as a ‘self-serving movement designed to promote the career interests of an elite group of New Managerialists’ (senior managers and consultants) and a ‘vehicle for particularistic advantage’.68 But consultants were also increasingly sought not merely as a source of advice or legitimation for controversial reforms. In many countries, the scope of their role evolved, as spending on them also grew.69 One study of the UK public sector published in 2001 found, for example, that the use of consultants ‘as an extra resource to act as a substitute for internal staff’ had been reported as being of increased importance, vis-à-vis their recruitment ‘to work on a particular problem/introduce a new technique’.70 In other words, consultants were increasingly being contracted as outsourced management capacity – as the examples from UK NHS regional offices to the United States’ EPA also attest.

By the final decade of the twentieth century, the term ‘consultocracy’ was already too narrow. Public sector departments in the UK, the United States and many other countries had indeed become increasingly influenced by the advice of consultants, and their use as advisors in the private sector was also growing. And through contracts for delivering government functions, significant power was transferred to the consulting industry, ensuring it would continue to serve as not just a passive intermediary but an active agent in broader economic and governance changes, shaping reforms as it benefitted from them. Crucially, from the 1980s, this economic system – and the influence of consultants within it – ceased to be confined to the borders of Europe and North America. Consultancies would become the ‘foot soldiers’ of international governance organizations dominated by these developed countries in their attempts to export neoliberal reforms around the world.71

Consultants without borders

The economic disruptions of the 1970s in the Global North – the wealthier countries in Europe, North America, Australasia and parts of Asia – would over the course of the decade produce ripples in the economies of the Global South – developing countries in Africa, Latin America, the Caribbean and parts of Asia. When combined with local challenges arising from the struggles for independence from colonial forces, these events culminated in a series of sovereign debt crises that have stalked low-income economies ever since. Throughout the 1960s and 1970s, particularly after the oil crisis of 1973, many developing countries seeking to grow their industries had taken out loans from creditors based in the Global North, such as the World Bank and New York-based banks. In Latin America, for example, total outstanding debt from all sources rose from approximately $29 billion in 1970 to approximately $159 billion in 1978, with approximately 80 per cent of this debt owned by national governments, government agencies, or by private firms with public guarantees.72 Creditors were more than happy to lend such high amounts because they (incorrectly) believed that the growth those countries had experienced through investing in infrastructure would continue. But as interest rates soared in the United States towards the end of the decade, developing countries (among them Mexico, the Philippines, Nigeria, Morocco and Côte d’Ivoire) found it increasingly hard to service debt. By the early 1980s, debt in many countries had grown so vast that it became clear many would be unable to continue to meet agreed debt obligations, leading to ‘sovereign default’. In the attempt to recover their economies, these countries were forced to seek new loan agreements from the World Bank and the International Monetary Fund.

Having once advocated that governments take the lead on developing industrial capacity, by the late 1970s the World Bank and the IMF were advocating neoliberal policies. Loans to developing countries that were facing economic crisis required that they adopt reforms to privatize state-owned enterprises and liberalize trade and finance. These were known as ‘Structural Adjustment Programs’ (SAPs). Consulting firms helped to implement these reforms via their direct involvement with businesses and governments. Nigeria, for example, was forced to take a loan from the World Bank worth $452 million in 1987 on the condition of a SAP that included ‘efforts to limit government spending, downsize the public sector, improve the management of publicly owned assets, improve allocations to infrastructure and social sectors and rely more on market forces’.73 As part of this, the government established the Technical Committee on Privatisation and Commercialisation by decree to oversee the privatization of 110 state-owned enterprises, which was ‘staffed by professionals from the private sector who are well motivated and well paid … including merchant banks and issuing houses, accounting and legal firms, and general management consultants’. According to one ‘privatization specialist’ of the World Bank writing at the time, who had previously worked as a management consultant, one lesson from Nigeria’s experience of privatization concerned ‘the need to make full use of specialist consultants’:


There is a growing body of experience in privatization worldwide. Where the expertise is available in-country it should be used, but governments should not hesitate to use expertise from other countries which have successfully implemented privatization programs. International donors are normally willing to help finance such assistance.74



The use of external consultants was in fact also sometimes a condition of loans to developing countries. For example, the conditions of the World Bank’s loan to Guinea-Bissau included an article stating: ‘In order to assist BNG [National Bank of Guinea-Bissau] in carrying out its responsibility … the Borrower, acting through BNG, shall: (i) employ a team of project management consultants and experts; and (ii) assign adequate numbers of qualified local professional and support staff in BNG to work with such a team in discharging such responsibility.’75

Mexico was the first country to default during the 1980s debt crisis. The restructuring of its economy as mandated by its loans from the IMF continued throughout the 1980s and 1990s under presidents Miguel de la Madrid and Carlos Salinas, who were themselves also proponents of neoliberalism. The privatization of state-owned enterprises and public banks in Mexico involved numerous foreign consulting firms, as well as private banks that were based in Europe and North America. McKinsey and Booz Allen prepared the sales prospectuses on more than half of the eighteen bank privatizations, with Price Waterhouse also providing input. Mercer, which is today best known as an asset management firm but was, at the time, primarily a management consultancy, was contracted to advise on the restructuring of the Mexican National Railroad.76 Neoliberal policies may have been designed by academics, states and financial institutions in the Global North, but consulting firms helped to deliver those changes on the ground in the Global South and ensure that the neoliberal transformation of capitalism was global.

Lucrative transitions

In Hong Kong, management consultants had been deployed by British colonial rulers to ‘modernize’ the administration as early as 1974, when McKinsey was contracted to lead the restructuring of government machinery, and they continued to be brought in for input on the reform programme of the 1990s.77 In Angola, Arthur D. Little was contracted for advice on managing the country’s state-owned oil company following independence from Portugal.78 After the fall of the Berlin Wall in 1989, the consulting industry also benefitted from the political upheavals that would lead the academic Francis Fukuyama to declare famously that humanity had reached ‘the end of history’ with the hegemony of Western liberalism.79 The dissolution of the Soviet Union was viewed as a new market by large multinational consulting firms, such as Ernst & Young, McKinsey, Bain, PricewaterhouseCoopers and BCG, which quickly established themselves in Central and Eastern Europe. New domestic players could also be found in most former countries of the Soviet Union. The transition from communism to capitalism gave impetus to large-scale privatization, and the sale or merger of many domestic firms to large foreign entities created plenty of opportunity for consultancies.80 Within government, new human resources, technology and operational problems had to be solved: ‘Bain, BCG, Berger, Kearney, McKinsey, and others were ready to assist and advise’. Countries including Bulgaria, Hungary and Slovenia established national associations for management consulting.81

But it is China’s experience with the consulting industry that perhaps most closely tracked the tectonic shifts under way in the global political economy. The emergence of Western consulting firms there can be traced back to the liberalizing reforms introduced in 1978 under Deng Xiaoping. Prior to their entry into the country, business advice had been provided primarily by academics from universities and research institutions, and was often provided free of charge.82 But as North American and European multinational companies increasingly moved into China, the consultancies they used in their home countries followed suit, establishing local offices in the large cities where subsidiaries had set up shop. Early movers included Boston Consulting Group, Bain & Company, McKinsey, A.T. Kearney and Booz Allen Hamilton. The strategies that Western consultancies employed in China at this time mirrored those used in emerging markets elsewhere. Services were provided pro bono or at far below global market rates. Although this meant that profit margins remained low in the beginning, the companies anticipated these early costs would lead to expanding market share as purchasing business advice became standard practice and global capitalist production norms spread in the country. And indeed, in the decades that followed, as foreign direct investment soared and Chinese state-owned businesses globalized, fresh opportunities for the Western consultancies were plentiful. They were not, however, always popular. One example is McKinsey’s 2001 contract with the Chinese company Start Computer Group.83 McKinsey had been contracted to restructure its client’s organization in 1998. But by 2001, Start Computer Group had been under scrutiny from investors for posting losses for two years running. In a televised interview that was broadcast nationwide in April of that year, executives at the company explicitly tied its losses to the advice McKinsey consultants had given. The wider Chinese media subsequently attributed the perceived failure of McKinsey to its ‘ignorance of the special Chinese context and business culture’.84

Much as the merger wave of the 1980s had spurred consultancies to create new specialist services in multinational organization management, the ambitions of China’s state-owned enterprises – combined with pressures from above to innovate management practices – also fostered the consulting industry’s growth in China. Andersen Consulting even ‘collaborated with the Chinese central government in organizing a three-week training program for executives such as Party secretaries from high profile Chinese state-owned companies’. By 2007, over 70 per cent of the consultancy’s revenues in China came from local Chinese companies.85 In the late 1990s, the Chinese government’s liberalization reforms intensified, as the ruling Communist Party sought to spur private sector growth in its bid to accrue power in the global economy. Once again, the ready availability of commercialized advice reinforced broader changes to the structure of the economy.

In one recent ethnographic study, a multinational consultancy based in China, was found to ‘pla[y] a vital role in making [Chinese SOEs] into viable investment targets’:


By shaping the objectives, the processes and the operations of Chinese SOEs, [the consultancy] helps to create a narrative that these entities are professionalized, modernized entities with “good management.”86



The case of China attests to the differences in how, when and to what extent consultancies became accepted in different countries. National divergences in the use of consultancies have been documented extensively,87 and it is clear that differences between economies, the conception of the role of the state, culture and ideology, industrial relations and education within a country affect both demand for and supply of management consultancies.88 Consulting services are used more in liberal market economies, such as the UK, than in coordinated market economies, such as Germany.89 In some countries, foreign consultancies failed to garner interest from local client markets, and have only ever achieved limited reach – and even then, it has been through multinational clients with branches in those countries. In South Korea, for example, ‘western management consultancies received only short-lived prevalence in the aftermath of the 1997 Asia economic crisis, after which the appeal of western “best practice” decreased’.90 Today, although some Western companies have a base in the country, their ability to maintain clients is far from guaranteed. In December 2020, Oliver Wyman announced it had closed its office in Seoul after almost two decades, following years of declining revenues and projects. This loss of business was due in part to the rising trend in South Korea of recruiting in-house consultants in key client markets, including the financial services sector.91

By the end of the millennium, nonetheless, few countries in the world had been untouched by the consulting industry in some way, as economic developments that originated in Anglo-America extended beyond its borders. But while the reach of the consulting industry had expanded dramatically, with many new firms also being established within formerly colonized and ex-Soviet countries, the market continued to be dominated by a handful of giants based in North America and Europe. It would take the Enron scandal in 2001, which led to the largest bankruptcy in US history, for governments in those countries to recognize how structurally significant the consulting industry had become – and that, in the hands of powerful interests, this influence could also have grave consequences for their own economies.

Taming a Goliath?

By the end of the twentieth century, consulting advice had become a huge source of revenue for many different types of horizontally integrated companies. In no sector was this more apparent than in the large accountancies, which increasingly relied on revenue from non-auditing contracts more than their purported ‘core’ line of business. The largest accountancies ‘began to view themselves primarily as high-level business advisors rather than as accounting firms focused primarily on auditing’. Between 1982 and 1990, audit’s share of Big Six revenues dropped from 62 per cent to just under 50 per cent.92 Although these companies continued to provide auditing, it was a low-margin activity and was offered largely ‘because of the spin-off benefits that an audit could produce’ – namely:


An audit allowed an accounting firm to enter the client’s business, and to discover how the client’s various business systems operated. If the accounting firm tangentially detected aspects of the client’s systems that could be improved, then there would be an opportunity for the selling of consulting services to fix the client’s problems.93



By the turn of the millennium, auditing had declined further and now accounted for less than a third of the Big Six’s fees.94 In large part, this was because revenue from consulting in the companies had skyrocketed. From 1996 to 1998 alone, Ernst & Young’s revenues from management consulting grew over 30 per cent, while its audit business grew by just 10 per cent.95 Consulting would remain critical to the profit margins of these companies until the collapse of energy giant Enron brought the accounting profession to its knees in the United States.

The companies were employing various strategies to ‘cross-sell’ their many services, using existing connections and claims to organizational knowledge. The former Arthur Andersen consultant Barbara Ley Toffler described the process of cross-selling as follows: ‘Typically, the auditor – the keeper of the sacrosanct relationship – would set up the meeting with the client, and then would call as many consultants as he could to come and strut their stuff.’96 Accounting consultancies had become one stop shops that provided core professional services across operational and governance areas. Unfortunately, the systemic risks of these dynamics were not recognized before it was too late.

At the time that its executives committed accounting fraud, Enron was one of the largest energy companies in the world and a key supplier of natural gas in the United States. It had grown rapidly during the 1990s – but this growth was owed in no small part to the company’s high stock price, which itself was only possible thanks to a combination of legal accounting tricks and illegal fraudulent financial statements. The deregulation of the energy market in the United States that had been pursued under Reagan had made it possible for Enron to transfer some of its liabilities ‘off the books’, meaning that investors were not aware of the scale or nature of all of Enron’s debts. And the company also went far beyond what the lax regulation permitted, transferring some losses to shell companies held offshore, which allowed it to avoid paying taxes: a New York Times investigation found that Enron paid no income taxes in the United States in four of the years between 1996 and 2001, using almost 900 subsidiaries based in tax haven countries to effectively hide the true nature of its profits, losses and debts.97 Eventually, shareholders, journalists and Wall Street analysts began to realize that something was amiss. Then, the new CEO resigned after just six months – though not before he had cashed in shares in the company worth $33 million. The company’s share price plummeted, and no other company would agree to a merger deal with Enron. Before long, Enron had no choice but to declare bankruptcy, leading to thousands of job losses overnight and power outages that would endure for weeks.

Executives at Enron eventually pleaded to or were found guilty of charges including fraud, money laundering and insider trading. But Enron’s executives did not act alone; they were enabled by the company’s auditor, Arthur Andersen, which failed to alert appropriate bodies about the financial gaming of Enron employees. On top of this, Arthur Andersen’s actions immediately after Enron’s collapse became the subject of a criminal investigation. Accountants at the firm spent the night following Enron’s bankruptcy shredding documents and deleting emails that could prove their involvement in the Enron audit – a scene that would be reported widely across national media over the coming days and weeks. Although the resulting conviction of ‘obstruction of justice’ for these actions was later overturned by the Supreme Court, the reputational damage to the company was so great that the accounting division of Arthur Andersen ceased functioning altogether. Operating under a new name, Accenture, the company’s consulting entity would nonetheless go on to become one of the largest consulting firms in the world.

The collapse of Enron and the involvement of Arthur Andersen were widely depicted as the doing of a few criminals, and a few more bad apples. But subsequent analysis suggested the case had much more structural origins. In the wake of Enron’s bankruptcy, public officials would learn of the ‘inherent conflict of interest between the firm’s $27 million in management consulting fees and the $25 million that Andersen earned from Enron for its audit work’.98 Like many other companies, Arthur Andersen had effectively been using its audit services as a ‘loss-leader’ product to secure management consulting contracts. Auditing had become structurally important for the future revenues of the other half of Arthur Andersen’s business. During this time, audit clients had also begun not just to seek out price quotations for audits, but were engaging in a practice known as ‘opinion shopping’, whereby they ‘would also attempt to ascertain the degree to which each firm might interpret accounting standards so as to present the client’s financial statements in the manner that management most preferred’.99 Both of these features of the sector – cross-selling by auditors and opinion shopping by clients – created incentives for an auditor to make judgements that were favourable to the executives of its client – in this case, Enron.

The Economist had anticipated the risks of these emerging dynamics of accounting services in a 1990 article, amid wider scrutiny of the profession in the United Kingdom:


All the accountants’ problems have a common origin: they are no longer seen to be impartial … Like advertising agencies and investment bankers, they fell for the 1980s fad of the service conglomerate. The big eight firms became the big six as they merged and remerged, struggling to push under one roof a whole range of business services, like tax advice, management consultancy, corporate finance, and, yes, insolvency. This left them woefully dependent on non-recurring fee businesses like consulting; it also encouraged them to cut auditing fees to win other business. When auditing becomes a loss-leader it is hardly surprising that it gets done badly or misleadingly.100



It was this conflict of interest produced by the structural dynamics of the sector that led to the inclusion in the Sarbanes-Oxley Act of 2002 of rules explicitly barring accounting firms in the United States from providing management consulting services to companies they were auditing.101 The Sarbanes-Oxley Act was developed directly in response to Enron and other financial scandals where similar patterns of auditing behaviour could be found. The collapse of telecommunications company WorldCom in the summer of 2002 was another example where criminal activity among executives had been overlooked owing to a conflict of interest of the company’s auditor, which again was Arthur Andersen. The revenue split between Arthur Andersen’s consulting and audit revenues at WorldCom had been three to one – even greater than at Enron. In a speech made in January 2003, Securities and Exchange Commissioner Cynthia A. Glassman described how the law ‘was enacted in July in response to financial frauds at Enron, WorldCom and other corporations and the realization that many of the “gatekeepers” responsible for preventing fraud had fallen down on the job’. She noted how, during the 1990s, ‘changing business conditions [had] placed pressure on auditors to diversify the services they offered public companies’, which had, in turn, ‘placed pressure on auditors to go along with whatever it took to meet Wall Street expectations’.102

Despite the risks that they were developed in response to, the provisions in the Sarbanes-Oxley Act were not introduced in other countries. Lawmakers in the United Kingdom considered adopting equivalent legislation, but ultimately abandoned plans to do so. Even in the United States, the provisions were limited. Although lawmakers had identified the conflicts of interest inherent in the services provided by the large accounting firms at the time, there was nothing in the Act to prevent accounting firms from providing consulting services to non-audit clients that were in the same sector or shared investors.103

Large consultancies were also using a strategy of lowballing in tenders to secure consulting contracts. In this way, some consulting contracts – particularly for new clients or in emerging markets – had also become ‘loss-leaders’, incentivizing the provision of advice that satisfies the contracting client in the short term, but that may not be in the long-term interest of the company or indeed wider society. Where consulting services play a legitimating function, staving off regulatory intervention, this tendency further incentivizes the creation of tools that will enable the client to achieve short-term financial or political goals, at the best possible price.

From the spread of American business models and ideas during the Cold War, to the structural adjustment policies of the World Bank in the 1980s, management consultancies rode the waves of key transformations in economies around the world – aided by reforms to government introduced in the wake of neoliberalism. Despite the fall from grace of Arthur Andersen, the consulting industry would continue to grow and to shape economies.




[image: Penguin walking logo]

4. The Outsourcing Turn: Government by Consultancy and the Third Way

Tuesday 1 October 2013 should have been a momentous day in American history. After decades of campaigning, the federal government had at last signed into law legislation that would ensure citizens could access basic medical care. The Affordable Care Act, passed three years earlier and dubbed ‘Obamacare’, included three key provisions: expanding eligibility of the public health insurance programme, Medicaid; requiring all citizens to have a form of health insurance; and reforming delivery systems to make healthcare affordable, including for those with pre-existing conditions. In short, Obamacare was a bold mission to bring healthcare to more people who needed it in the United States.

Healthcare reform had been at the heart of Barack Obama’s 2008 election campaign, and in the years after his victory there had been tense debates and negotiations about what that should entail. Dozens of contractors were brought in to manage the delivery of core parts of Obamacare. This included HealthCare.gov, the website through which individuals could purchase subsidized private health insurance via an exchange market platform and sign up for Medicaid. HealthCare.gov was central to Obama’s reform. At the end of every meeting with his White House staff ahead of the website’s release on 1 October 2013, the president would say, ‘I want to remind the team that this only works if the technology works.’1

It was an unusually warm Tuesday in October when the website launched. With a few clicks, residents of the United States who had previously been unable to afford insurance would soon be able to change that. For Matt Warren, speaking to CBS News, the day couldn’t come soon enough. With a wife and two children, the Warren family’s insurance cost almost $5,000 a year – and Matt himself wasn’t even included in the policy. His high cholesterol and case of skin cancer made it too expensive. But when he tried to get onto the platform, he was met with an error message that told him to wait. And wait. And wait. Eventually, he gave up.2

Matt was not alone in his disappointment. By 7 a.m., millions of people had tried and failed to access HealthCare.gov. The website had crashed. It would soon be revealed that just six people had succeeded in signing up for health insurance on that first day.3 Within hours of the website launch, Republicans were calling for the entire Affordable Care Act to be scrapped. News of the failure dominated the headlines. Two and a half weeks later, the White House even considered shutting the website down indefinitely.4

This was supposed to be the landmark reform of Obama’s first term – the thing that his administration would be remembered for in the history books. So how did it go so wrong?

Most criticism of the HealthCare.gov failure has centred on some form of perceived government incompetence. Writing for the IBM Center for the Business of Government – a private think-tank established by consultancy PwC in 1998 and later acquired by IBM – Gwanhoo Lee and Justin Brumer list a charge sheet of failures by the Centers for Medicare and Medicaid Services (CMS), the federal agency responsible for HealthCare.gov. It includes poor scoping and project planning, a lack of clear leadership from federal top administrators, and a time frame that was impractically short for developers.5 Others have focused on inadequacies in the procurement process, arguing that it was ‘overly burdensome and bureaucratic’ and that ‘the operational units within each agency responsible for managing contracts and implementing reforms are too far removed from the procurement process’.6 In essence, they assume that HealthCare.gov would have been successful, had the government been smarter – that bumbling public officials and clunky bureaucracy were the weak links on which the entire project collapsed.

But beyond the public sector was a matrix of business actors, including some very large companies. The platform’s development was not a case of bringing in a few experts and programmers to advise on or assist with a policy reform. Rather, contracting out key parts of the project became the strategy for achieving what amounted to the most ambitious health policy reform of Obama’s administration. Technology contractors and vendors were brought in to do almost everything related to the development of the website, software and integrating systems. These included the military technology giant Lockheed Martin, as well as companies that specialized in providing digital technologies for the federal government, such as Aquilent – which has since been acquired by Lockheed Martin – and a host of other smaller IT and software engineering firms. In total, over fifty-five companies were hired to work directly on the project.

As has become typical across many governments, huge contracts were also given to companies to help plan and coordinate the project – and even processes for contracting other companies for various goods and services. The military technology firm and IT consultancy Booz Allen Hamilton was awarded a contract worth over $25 million ‘to provide technical and operational guidance’ for setting up a data centre for the HealthCare.gov market exchange platform and ‘to support exchange vendors in the ongoing development and propagation of essential exchange capabilities and traceability reporting’. HP Enterprise Services – an IT consultancy that was at the time a subsidiary of Hewlett-Packard – received a wide-ranging contract that included ‘all necessary aspects of planning, implementing, transitioning, operating, and maintaining the CMS’s applications and all related hardware and software within the Virtual Data Center environment’. That contract was estimated to be worth $208 million at the time of its award in July 2013. Deloitte was granted a contract to help manage the process of evaluating HealthCare.gov’s performance, even developing the metrics used to measure success. A number of smaller consultancies also received large contracts for services critical to the project: a health policy consultancy was brought in ‘to conduct appropriate qualitative and quantitative research’ on consumers’ experiences of HealthCare.gov, and derive insights from this to aid the website’s development; a small design consultancy was contracted ‘to purchase online marketing consulting services’ for HealthCare.gov.7

From planning to procuring vendors and specialist skills (i.e. contracting), implementing and integrating different parts, evaluating, and using insights from those evaluations to guide future decisions, external consultancies were at the core of HealthCare.gov.

Contracts at scale and scope

A government review in 2014 revealed that the costs for delivering HealthCare.gov had soared to $1.7 billion – multiples of the original budget. The scale and scope of tasks outsourced to companies is exemplified in the contracts to CGI Group, which describes itself as ‘among the largest IT and business consulting services firms in the world’.8 At the time it was awarded its first contract for HealthCare.gov in 2010, over a third of the company’s revenue came from government and healthcare contracts globally. The Canadian company was dependent on continuing to secure the types of contracts federal bodies such as CMS provide, and which were on offer through the HealthCare.gov platform. The value of CGI Group’s work for the US federal government had increased from 10.3 per cent of total revenue to 13.7 per cent following the acquisition of another federal contractor and increased success in tender bids across various departments.9 On the day that HealthCare.gov was supposed to launch, CGI Group had a market capitalization of $8.9 billion, with annual revenues of around $4.8 billion.10 One of its founders, Serge Godin, was a multi-billionaire. CGI Group was not just some specialist IT company staffed by passionate and geeky programmers, but a powerful economic actor.

In total, over $200 million was set aside for the Canadian firm. In the end, the cost overrun for its five HealthCare.gov contracts reached $28 million.11 Across them, the company was responsible for managing the technical build of the market exchange platform, as well as the processes for procuring other contractors and vendors. CGI Group managers, technical staff and subcontractors were deemed critical to the reform’s success.

In 2016, an investigation by the Office of Inspector General identified many failings by CGI Group across its HealthCare.gov contracts. On numerous occasions, the company failed to communicate problems with work that it was delivering and the risks of launching the project. It did not ‘adequately increase staffing and expertise when changes were made and progress began to deteriorate’.12 There were also many technical issues throughout. An independent review determined in February 2013 that there were ‘a high number of coding defects’ in CGI Group’s work.13 Internal staff in CMS discovered that the company’s developers ‘did not follow some best practices for making last-stage coding changes, resulting in code conflicts between some systems’. In the end, these all proved critical to HealthCare.gov’s botched launch. But despite these failures, as far as the Office of Inspector General was concerned, responsibility for the calamity that unfolded on 1 October 2013 ultimately lay with CMS for failing to provide leadership and oversight. The recommendations it put forward to ‘avoid future problems’ addressed the federal agency’s management, and its ‘organizational structure and culture’.14

To assume that HealthCare.gov would have been successful if only CMS senior managers had ‘declared a clear “business owner”’15 or improved communication among its own staff ignores the systemic problems with an approach to government that relies on outsourcing core functions and parts of their management to consultants. Even with the best public managers in the world, and with an organizational culture that ‘promoted acceptance of bad news’ and ‘continuous learning’ – as also recommended in the Office of Inspector General’s report16 – the size and complexity of the contracts exacerbated the risk to the whole healthcare initiative – and to the government. To believe that these organizational tweaks would even be possible after decades of outsourcing across government departments was wishful thinking.

CGI Group’s failures were in many ways inevitable within this model. Its biggest contract for the exchange market was structured as what’s known as a ‘cost-plus-fixed-fee’, meaning that it was able to bill for additional labour and material expenses as it incurred them. This type of contract is common in large and complex tenders, because it transfers the costs of failure away from the contractor to the government, and so incentivizes companies to bid for them: they can reap the rewards without taking on the risks.17 But it also ‘provides the contractor with less incentive to control costs and provide high quality products’18 – because they can just bill the client for any additional items. This is exactly what CGI Group did. CMS paid CGI Group for charges associated with the extra work needed to correct the defects with the platform that were a result of its own failures up to four months after the original launch day.19 These issues could not have been resolved simply by structuring the contract differently in the beginning; the cost-plus-fixed-fee model was used because CMS would have struggled to attract companies if it did not take on the risks of failure itself. But in taking on the risks of failure and using the cost-plus-fixed-fee contract, CMS opened itself up for CGI Group, either purposefully or due to negligence, to extract financial value from the contract far beyond what its efforts created or the contract originally stated.

HealthCare.gov represented a broader trend across many governments and businesses: consultancies are hired not just to advise public managers or provide well-defined specialist services, but to do government. In the Anglosphere, where this outsourcing mode of government emerged, entirely new consulting companies specializing in contract management have sprung up, such as Serco and Sodexo, extracting huge rents through government choices. The parallel growth in government spending on more established consulting firms cannot be separated from this development.

‘Reinventing’ government

In January 1993, when Bill Clinton was inaugurated as US President, the Republican Party had been in power for twelve years. The radical reforms to reconfigure the government adopted under the Reagan administration had continued under Clinton’s predecessor, George H.W. Bush. Throughout the period of their presidencies, government bureaucracy had taken a bashing – not just in terms of its funding, but also in the public sphere. Along with Margaret Thatcher in Britain and Brian Mulroney in Canada, Reagan and Bush Senior had ‘found that there was plenty of political capital to be made from publicly castigating the public sector’.20 By the time Clinton was elected, opinion polls showed that confidence in the public sector had plummeted, and disillusionment among government employees was at an all-time high. After the extreme anti-government rhetoric and practices of the 1980s, as far as the Clinton campaign was concerned, there had never been a better moment for the Democrats to articulate an alternative approach and distinguish itself from the incumbent party.

The approach endorsed by Clinton during his campaign and subsequently adopted by his administration was inspired in large part by a book published in the run-up to the election in 1992. Reinventing Government: How the Entrepreneurial Spirit is Transforming the Public Sector was written by two independent consultants, David Osborne and Ted Gaebler, and its proposals would soon form the basis of wide-reaching reforms across federal government via the National Performance Review (NPR), of which Osborne also became the chair. The book sought to reclaim a role for government in society and the economy, challenging the widely held views of neoliberal presidents about its inherent harms. But crucially, its programme also diverged dramatically from earlier Democrat visions of the state, viewing government as the vehicle for delivering ‘a new customer service contract with the American people’, echoing the rhetoric of earlier New Public Management.21 The function of government, under this vision, was to ensure the services that citizens wanted were available – but not necessarily to provide those services itself through the public sector. Instead, NPR envisioned a government that would ‘steer more, row less’.22 As well as advocating for even greater deregulation of internal administration – or removing ‘red tape’, as the NPR report put it – and decentralizing functions, the programme of Reinventing Government championed ‘creating market dynamics’ and ‘using market mechanisms to solve problems’, giving examples of ‘how public bureaucracies can compete with private firms and win the bid to provide a particular service’,23 such as garbage collection. It pledged that the trend among neoliberal governments ‘to contract services competitively … will not be reversed’, asserting that ‘By creating competition between public organizations, contracting services out to private organizations, listening to our customers, and embracing market incentives wherever appropriate, we can transform the quality of services delivered to the American people.’24 In other words, although the approach was adopted by progressive politicians, its fundamental assumptions about the appropriate role of the government in the creation of goods and services shared much in common with that of the earlier neoliberal politicians.

This new vision of government as responsible for meeting public needs without necessarily providing services itself ‘reinforced the belief that a middle way could be found between the market and the state’25 – or ‘beyond left and right’, as another important figure in this emerging governance paradigm would soon put it.26 Anthony Giddens was a professor at the London School of Economics who became an advisor to both Bill Clinton and Tony Blair in 1997, after the latter was elected in a landslide victory. Like Clinton, Blair was keen to emphasize the Labour Party’s plans to reform the public sector. The ideas that Giddens espoused became known as the ‘Third Way’, because they purported to offer a middle ground between what Giddens viewed as the state socialism of the ‘Old Left’ and market reforms of the ‘New Right’, which lacked notions of social justice. The term ‘Third Way’ had already been used to describe similar policies adopted by the Australian governments of Bob Hawke and Paul Keating, and it quickly became associated with the reform programmes of Bill Clinton and Tony Blair.

The consulting industry played an important role in shaping and then diffusing the Third Way agenda across the bureaucracies of the Anglosphere, and then to other governments around the world. Given that this was an approach to government that emphasized the importance of market actors, such as consultancies, the enthusiasm with which consultancies themselves promoted the Third Way is hardly surprising. Following its endorsement by the Clinton administration, Reinventing Government became critical in this in several ways. Management consultancies quickly co-opted the language and ideas contained in the book, deploying them in marketing material to the growing public sector clients it had established during the 1980s. KPMG advertised its ‘success at Reinventing Government’, and Price Waterhouse established ‘Reinvention Teams’, even developing its own ‘methodology for Reinvention’.27 Meanwhile, Coopers & Lybrand, which was later merged with Price Waterhouse, promoted Reinventing Government in the UK as the ‘most influential bible of the new movement in public management’.28 The book’s authors, Osborne and Gaebler, also established the Reinventing Government Network, a group of 100 management consultancies with branches in the United States, Canada, Australia, the United Kingdom and the Netherlands, membership of which ‘provide[d] a useful marketing tool for consulting firms who want to be seen at the cutting edge of “entrepreneurial” public sector management’.29

Beyond spreading the gospel of Reinventing Government, consultancies were also hugely influential in shaping the economic policies of Third Way politicians within government. Arthur Andersen, for example, was contracted by the UK Labour Party to develop future economic and fiscal policies while it was still in opposition, before it was elected. Patricia Hewitt, who would become Economic Secretary to the Treasury in 1998, had also been head of Andersen Research, part of the consulting arm of Arthur Andersen.30 But it was the consulting industry’s involvement in establishing new contracting models that perhaps had the greatest impact in the Third Way reform agenda.

Who contracts the contractors?

Under the Republican presidencies in the US, and Thatcher and her Conservative Party successor John Major in the UK, while contracting out public services had increased a great deal, contracts had tended to be for single services.31 For example, a local hospital might outsource its cleaning to a private cleaning company. But under Third Way governments, new commissioning models were developed and forms of ‘public-private partnership’ (PPP) were introduced that required much bigger and often much longer contracts.

These included the Private Finance Initiative (PFI), other forms of public-private partnership, and contracts for aggregated services, such as ‘strategic’ or ‘joint’ commissioning and ‘prime contracting’. PFI is ‘a procurement method where the private sector finances, builds and operates infrastructure and provides long term services and facilities management through long term contractual arrangements’.32 PFI was initially developed for construction contracts, and entailed a company or consortium (a group of companies) taking on responsibility for financing the project. The company or consortium would lease the building or infrastructure back to the government, which would then make payments for the capital cost of the project over the life of the PFI contract. In the UK, PFI had been introduced by John Major. In opposition, the Labour Party had described PFI as ‘totally unacceptable’ and as ‘the thin end of the wedge of privatisation’.33 But once in power, the party became a staunch proponent of this form of contracting. One important reason why PFI was popular under Blair’s government was that although ‘future unitary payments represent a liability to the public sector, this liability is usually recorded off balance sheet and is thus excluded from public debt calculations’.34 PFI constituted a way to reduce current government spending and thus prevent growth in public sector net debt or public sector net borrowing by transferring responsibility for financing to the private sector – albeit while many risks of failure remained with the public sector.35 It was thus a paragon policy for politicians seeking to implement the Reinventing Government playbook, and prove it was possible to ‘do more with less’36 by ‘using market mechanisms to solve problems’.37 Subsequent analysis published by the UK Treasury in 2015 showed that the costs of servicing debt accrued through PFI was by then double that of government borrowing.38

The consulting industry was influential in the growth of PFI contracts under the Blair government. Once in office, Blair’s government appointed personnel from Andersen Consulting as political advisors, establishing a taskforce with them to explore how to increase the use of PFI.39 This body then became Partnerships UK, a public limited company that was majority owned by private investors. While technically a public body, it was staffed primarily by management consultants, accountants and procurement specialists, and even those staff coming from the public sector often had close ties to the consulting industry. They included, for example, the head of PFI policy at the Treasury, Richard Abadie, a former PwC Partner specializing in PFI, who returned to the consultancy within a few years.40 Notably, Partnerships UK was also tasked with promoting PFI internationally, and claimed ‘to have provided “high-level” support for the design and structure of PPP programs being designed by other governments … eg, to the Czech Republic, Mexico and South Africa’. The consulting industry, and large accountancies in particular, also provided advice to private sector firms that tendered for PFI contracts. PwC ‘took by far the largest share of the PFI advisory market in terms of both the number and size of the projects’.41 PFI contracts were widely used in the construction of new hospitals in the NHS; the first fifteen such contracts alone generated £45 million in fees for their advisors in contracts across the public and private sector, worth 4 per cent of the capital value of the deals.42

In the realm of public services, ‘strategic’ or ‘joint’ commissioning and ‘prime contracting’ were developed as contracting models that aggregated multiple services within single contracts. In strategic commissioning, single companies that provided a range of services would be contracted to deliver them all. For example, in the early 2000s Somerset County Council in southwest England contracted IBM to provide a range of back-office functions for revenues and benefits, establish call centres and provide core services such as HR and payroll.43 In joint commissioning, multiple public sector bodies come together to commission a private company – or occasionally a third sector organization – to provide the same service for all of them. For example, the Greater Manchester Health and Social Care Partnership established in 2016 brought together the local NHS organizations and councils of ten boroughs to commission services that would benefit shared population groups across the region. It was hoped this would reduce costs by stopping duplication and siloing of work.44

[image: A bar graph shows the number of new P F I projects in the United Kingdom, from 1990 to 2016. The number of P F I projects was 1 in 1990. It gradually increased to a maximum number of 70 in 2004. It diminished gradually to 1 in 2016.]

Source: HM Treasury, ‘Private Finance Initiative and Private Finance 2 projects: 2017 summary data’, 2018. By year of financial close. Expired or terminated projects are not included in the data.
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PFI projects in the United Kingdom, 1990–2016


In prime contracting, a public body, or sometimes a group of public bodies, contracts a single company (the prime contractor) to become the main point of contact and manage the (sub)contracting of a range of services and functions across a specific area. The prime contractor does not necessarily deliver services itself beyond the contract management. An early example of this is New York City’s reforms of its public assistance programmes in the late 1990s. The Human Resource Administration was responsible for delivering most income support benefits, job search and placement services, and work experience programmes. Until 1999, ‘these services were delivered through multiple contracts with “dozens” of local non-profit agencies. By early 2000 all these services were consolidated by HRA into 17 multi-million dollar “prime contracts” awarded to 13 for-profit and non-profit organisations’.45

All these forms of aggregated contracting led to a proliferation of very large contracts in the public sector. Third Way politicians thought aggregated services contracts helped to streamline procurement and reduce the administrative costs associated with managing contractors, as well as reducing the direct costs of delivering services by harnessing capabilities of the private sector. As with PFI, the growth of these types of contracts in many countries was aided in no small part by the advice of the consulting industry – often as a result of its very direct involvement in the development of policies. Another taskforce established under Blair, for example, was the ‘Delivery Unit’, which worked in partnerships with government departments and the Prime Minister’s Office to ‘assess delivery and provide performance management for key delivery areas’.46 Launching in 2001, during Blair’s second term, it was headed by a former advisor to the Prime Minister, Michael Barber, who subsequently joined McKinsey as a Partner. It was staffed by consultants from firms including McKinsey and Accenture, who worked alongside civil servants, and ‘consciously partnered state and non-state actors in the management of public services’.47

Crucially, these large contracts also brought with them a new potential source of income for the consulting industry. Consultancies were often themselves the prime contractors. The ‘privatisation of contract governance’ through the mainstreaming of these types of ‘larger and longer-term complex contracts’ led to the ‘wider use of management consultants for reviews and procurement’.48 In PFI, consultancies succeeded in ‘advocat[ing] for governments to go ahead and finance public infrastructure through schemes from which they themselves would benefit’.49 More generally, aggregation was not only ‘attractive to larger private sector consultancy firms as it increased the contract value’ but also because the scope of the contract was not always defined completely in the beginning, allowing later for ‘contracts to include additional services that would not be subject to separate tendering processes’.50 A key area where this occurred was public sector digitalization.

Digital era outsourcing

PFI and prime contracting were at the heart of IT reforms known as ‘e-government’ that were implemented across the Global North throughout the 2000s.51 By this time, personal computers had become more affordable and user-friendly. Employees at firms in the private sector were using them widely. The invention of the internet also offered the possibility of faster and more effective communication across public sector departments; no longer would instructions need to be sent via memo or letter. Email was becoming the norm. Information or data about processes and citizens could be accessed by public managers at the click of a button.

It was in this process of technological change that many governments adopted e-government reforms, aiming to bring the ‘digital era’ into the public sector. It was hoped that the digitalization of government would not only lead to greater efficiency in the public sector, but that citizen needs could more readily be met. Following the initial National Performance Review report, Vice President Al Gore launched an initiative called ‘Access America’ through what was then the National Partnership for Reinventing Government, pledging that citizens would have electronic access to government by the turn of the millennium.52 Crucially, from the outset, e-government reforms entailed shifting from IT systems that were largely centralized and maintained in-house, to ones that were provided by private contractors. Today, it is hard to believe that governments once managed and serviced much of their IT infrastructure in-house, but that was the case throughout the twentieth century in many countries, including those already mentioned in the Anglosphere. The expansion of federal IT outsourcing from the mid-1990s marked an acceleration of longer-term trends; between 1982 and 1993, commercial services as a proportion of IT expenditure had already risen in the United States from 39 to 49 per cent.53 Governments across the Global North soon followed with similar IT reform programmes, though the extent of outsourcing varied significantly between countries, broadly tracking the scale of New Public Management reforms.54 For example, the Netherlands, Japan and Scandinavian countries retained extensive capabilities in-house until relatively late. Denmark maintained its own central IT systems management and development company, Datacentralen, in-house until its privatization in 1996.55

There were many drivers of this shift. The broader tendency towards contracting among Third Way governments was important in shifting the responsibility for IT infrastructure and management to private hands. Governments also struggled to recruit and retain the IT specialists necessary to deliver digital transformation in-house. Not only were government salaries uncompetitive with those available in the booming private IT sector,56 but by this time, the rhetoric of public sector incompetence had rendered government employment less attractive than what was available in the private sector. Narratives about the supremacy of the private sector in digital innovation had proliferated, in part because of the rapid growth of California-based, venture capital-funded, start-up technology companies, such as Apple and Google, and the wider IT industry.57 Often led by alluring and intelligent media-friendly personalities, these firms contributed to the idea that innovation and digital technology were the proper domain of the private sector. The potential lucrativeness of government contracts for these hardware and software companies spurred fierce lobbying of politicians and public managers. In an alternative history where the public sector had been equally recognized, celebrated and remunerated for its contributions to technological innovation, there is every chance that government would have continued to be the career par excellence for IT specialists.

The digitalization of government administration and services was a hugely profitable advisory market for the consulting industry. From the early days of the World Wide Web, consulting firms positioned themselves as sages of the digital era, offering advice to governments on IT procurement and management. From the 1990s, firms that had originally started out as computing developers, such as IBM, focused efforts on IT consulting, securing large contracts for digital government advice.58 In the decade before 2002, IBM’s total revenue grew by 26 per cent from $64.5 billion to $81.2 billion, but during the same period services revenue at the company grew by 492 per cent from $7.4 billion to $36.4 billion.59 By 2006, around two thirds of all spending on consultants in the UK public sector was estimated to be for IT systems consultants, with the largest contractors being IBM, LogicaCMG, Accenture, PA Consulting and Capgemini.60 Accenture ‘increased its staff by around 20 per cent in 2004’.61

The consulting industry encouraged the government to outsource public sector digitalization just as it did in all parts of government. E-government and digitalization contracts became targets for prime contracting, with IT infrastructure frequently falling under PFI arrangements in countries such as the UK and Australia. The consulting industry became a key beneficiary of these arrangements. For example, Accenture and PwC were prime contractors in a number of the UK government’s IT contracts under Blair, including for projects in sensitive areas of government such as the Benefits Agency and the Ministry of Defence.62 In the US, the scale and scope of contracts across government civilian bodies grew in the wake of the tragic events of 9/11 with parallel developments in the defence agencies. The ‘War on Terror’ created ample opportunity for the expansion of IT consulting services in the state, as a digital security bureaucracy was built from the latest Silicon Valley technologies.

In 2013, the whistleblower Edward Snowden revealed that the United States government had engaged in extensive intelligence gathering with his leaks of classified information from the National Security Agency (NSA). The initial reports on the documents that Snowden leaked suggested that the NSA had been collecting the telephone records of millions of customers of one of the largest telecoms providers in the United States, Verizon.63 The Washington Post alleged the NSA and its equivalent in the United Kingdom, Government Communications Headquarters (GCHQ), were also ‘tapping directly into the central servers of nine leading US internet companies, extracting audio and video chats, photographs, e-mails, documents, and connection logs that enable analysts to track foreign targets’.64

Snowden’s revelations also made visible the extent of IT contracting by firms including consultancies that underpinned the government’s secretive military and security operations, indicating how, ‘in the twenty-first century, more than ever before, government intelligence agencies collaborate with the private sector to counter diverse security threats’.65 At the time of his revelations, Snowden himself was working for the NSA through a contract held by Booz Allen Hamilton, which has continued to be listed as one of the military’s largest contractors ever since. In 2013, the company earned 99 per cent of its revenues from services under 5,700 contracts and task orders with the US government. Thirty-nine per cent of those revenues came from contracts with the Army and intelligence agencies. Ninety-one per cent of revenues were from contracts in which it acted as the prime contractor.66

Companies such as Amazon and Google remained, for the most part, strangers to government even at the turn of the millennium. But within twenty years, they would become central to the digital infrastructure of public sectors around the world. Although the scale and scope of big tech companies’ involvement in government IT infrastructure is unprecedented, it must nonetheless be viewed as enabled by the growth of earlier IT contracting during the 1990s and 2000s. This is partly because earlier e-government and public sector digitalization created the market for government goods and services that Silicon Valley firms would later capture as they monopolized digital infrastructure across the economy. But also, in so doing, it created technological dependencies, as public sector capabilities failed to keep pace with developments in the private sector and normalized the entrenchment of private sector delivery of government IT.

At the turn of the millennium, a new group of companies purporting to specialize in managing aggregated public sector contracts emerged. In popular discourse, companies such as Serco, Atos and Sodexo are usually understood as service providers, but it is more accurate to describe the function they provide as managing contracts: they are outsourcing consultancies. They may describe themselves today as ‘public services companies’, but once upon a time companies’ annual reports and media coverage about them used the term ‘outsourcing firms’. The former suggests the firms exist to provide public services, conjuring benign images of a public health department, or perhaps a local government waste collection service. The latter actually gets to the heart of why these companies exist: the inversion of public provision – the sourcing out of services. Their purported expertise lies in bidding for large public sector contracts, and then helping to manage the delivery of those contracts through a combination of internal provision and subcontracting.

During the 2000s, these companies became clients of the more established consultancies, turning to them for advice on how to win bids from the government and manage infrastructure investments, which consultants were able to provide using the knowledge they had built up through their own contracts with the public sector. PwC, for example, acted as the ‘lead financial and structuring advisers to Serco … on the disposal of their PPP portfolio interests’.67 But it was only in the wake of the financial crisis of 2008 that the opportunities for securing these lucrative aggregated contracts – and providing professional services related to them – would come to redefine the consulting industry.

Consulting the financial crisis

The collapse of the investment bank Lehman Brothers in September 2008 marked the end of a decade of plenty in Europe and North America. Governments had accrued deficits through extensive public budgets that in many countries helped to line the pockets of contractors.

Consulting firms were by no means the perpetrator of the crisis. In the United States, credit was more easily accessible to more people than it had been for many years. The excessively risky behaviour of banks in their lending to homebuyers would ultimately be the catalyst that brought down the banking system. Caught up in an illusion of seemingly never-ending growth, bankers had taken to offering mortgages to people who would struggle to meet their obligations. These were known as ‘subprime mortgages’. The greedy lure of potentially huge profits when these risky mortgages were turned into complex financial instruments and then traded on largely unregulated markets created a monstrous housing bubble that would destroy lives and livelihoods when it inevitably burst.

Few people saw the financial crisis coming. But there was one group of companies whose job it was to identify harmful practices in the financial sector. Wearing their auditor hats, the Big Four accounting consultancies ‘signed off trillion-dollar balance sheets, sanctioned increased dividends in bank shares that collapsed months later, blithely assumed markets would function seamlessly and established controversial rules that inflated bubbles and amplified losses’.68 They okayed the numbers for banks that ran into difficulty including Northern Rock, Landsbanki, Carlyle Capital Corporation, Glitnir, Alliance & Leicester, RBS, Bear Stearns, HBOS, Kaupthing, Bradford & Bingley, and even Lehman Brothers. Beyond providing auditing services, consulting companies also served as advisors to banks in the years running up to the crisis, although in the wake of the Enron scandal and the earlier dotcom recession, there had been some indication that financial firms were using consultancies less. Exact figures on banks’ spending on consultants are unknown, though it is estimated that in countries with large financial hubs, financial services represent over 30 per cent of consulting fees.69 Similarly, little is known about the nature of advice that consultancies provided to banks in the run-up to the financial crisis – though had they offered the kind that might have prevented the crisis, it would be surprising they haven’t publicized that.

Media headlines – and subsequent public investigations – were reserved for the reckless behaviour of traders in the weeks and months running up to the collapse of their banks. Before long, fingers also pointed towards the politicians who had let them get away with it. It became clear very quickly that no government had planned for a financial crisis of the scale witnessed in 2008. In the attempt to prevent their economies from collapsing as part of a financial domino effect, governments in Europe and North America quickly bought up the now worthless debt that their banks had accumulated. In the United States, the asset management firm BlackRock was contracted by the Federal Reserve to run the three vehicles that it created to hold assets from the collapsed insurance firm AIG (American International Group) and investment bank Bear Stearns, marking the birth of BlackRock’s consultancy arm, Financial Markets Advisory. The Great Recession that followed the financial crisis and the unprecedented intervention of states in financial institutions would transform not just how governments operated but the lives of ordinary people too. Millions of people around the world lost their jobs and were forced to leave their homes, and panic quickly turned into anger. After the financial crisis, voters in many countries ushered in politicians who promised change, politicians who blamed the spending of previous governments for the current turmoil and pledged to rein in the government budget – or ‘tighten the public purse strings’, as the analogy so often went. They included Silvio Berlusconi in Italy, Valdis Dombrovskis in Latvia and the Liberal Democrat–Conservative Coalition government in the United Kingdom. Citizens wanted life to go back to how it once had been, but – they were told – this would require reductions in government spending in the short term. The consensus across many governments was that recovery required ‘austerity’.

Immediately after the recession, the established strategy, accountancy and IT consultancies saw a global downturn in revenues across public and private sector divisions. Nonetheless, in some parts of the world, financial turmoil created fresh opportunities for advising governments and financial institutions on economic recovery. Europe offered a particularly rewarding market, as euro-denominated countries and banks fought ever growing mountains of debt. The ‘Troika’ – made up of the European Commission (EC), the European Central Bank (ECB) and the IMF – employed external consultants from the consulting industry as well as asset management funds including BlackRock, to determine how much indebted countries and banks would need to borrow to prevent a default.70 US-based management consulting firm Oliver Wyman could be found in public bureaucracies across Europe, including in Spain, where it was employed to analyse or ‘stress test’ what remained of the country’s banking system. Spain was one of the worst affected countries in the European debt crisis, and its government spent tens of millions of euros on contracts with the consulting industry during the recovery. Deloitte, for example, had served as the auditor for Bankia, a large Spanish bank that collapsed during the financial crisis, but this apparently did not warrant a debarring from the Spanish government’s books: the company subsequently received an estimated €1.8 million in government contracts for audit work.71

Across the public sector, Deloitte urged governments to ‘us[e] the downturn as a catalyst’ for reform.72 Boston Consulting Group lamented that ‘many concepts of strategy have been imported from business into government, but few have taken hold’.73 McKinsey called on the Swedish government to ‘improve growth in the local services sector through a second wave of deregulation and regulatory reforms’.74 Meanwhile, Greece was encouraged to ‘eliminat[e] redundant public sector entities and improv[e] public administration efficiency while the private sector builds larger, more extrovert organizations that better utilize resources, investment capital and technology’.75 Governments throughout Europe were advised to ‘improve public-sector productivity by … creating competitive conditions in the provision of services where possible (including through the judicious use of outsourcing)’.76 The pattern was clear: the large consultancies viewed the 2008 financial crisis as an opportunity for public sector retrenchment and private sector growth. Their advice was anything but neutral.

The rhetoric of the political leaders who inherited the global recession nonetheless suggested that these ambitions would not be easily achieved. Politicians’ profligate spending on management consultants during the 2000s was criticized by opposition parties and new governments in key national markets after the crash. In 2009, newly elected President Barack Obama slammed the Bush administration’s spending on contractors, which had more than doubled since 2001. In 2011, Obama also pledged to reduce federal spending on advisory services by 15 per cent. In Australia, following his election in 2007, the Labor Party Prime Minister Kevin Rudd had similarly promised a crackdown on the government’s use of external consultancies, which had skyrocketed under his predecessor, the conservative Liberal politician John Howard. In a 2008 speech, future Conservative Prime Minister David Cameron lambasted New Labour’s reliance on the consulting industry, arguing that ‘For the last decade or so, in the name of modernisation, rationalisation and efficiency, we have been living under a regime of government by management consultant and policy by PowerPoint.’77 A few months later, commenting on Blair’s reforms of the NHS during a speech at the Conservative Party Conference, he declared that Labour had ‘taken our most treasured national institution, ripped out its soul and replaced it with targets, directives, management consultants and computers’.78 Once in power, the Coalition government that was elected in 2010 with Cameron at the helm promised to halt spending on consultants.

Contracting for austerity

These fighting words were not matched by radical actions.

Obama did achieve his goal of cutting spending on advisory services ahead of schedule. But spending on the consulting industry continued to be eye-wateringly large in the United States throughout the 2010s, even during Obama’s tenure. In 2009 – the same year that he committed to reducing spending on contractors – Obama appointed a Director of McKinsey & Company, Nancy Killefer, to a newly created position working with economic officials ‘to increase efficiencies and eliminate waste in government spending’. Killefer never made it into the Treasury, after problems with her taxes forced her to resign.79 Meanwhile, in Australia, a year after the financial crisis, newspapers were reporting that the Rudd government’s spending on management consultancies, including BCG, McKinsey, KPMG and Allen Consulting Group, was on par with the previous government’s peak of AUD$480 million.80

While spending on contracts with the established strategy, accountancy and IT consultancies in central government departments did decrease under the UK Coalition government, the true scale of their influence during this time was considerable. For one, companies reverted to the strategy they had long used to capture emerging markets in their attempts to maintain connections in government: they worked for free or at rates far below what they would normally charge. In 2011, for example, KPMG revealed that it provided 10 per cent of its public sector work free of charge and had even put in bids of £1 for some contracts that were worth millions.81

The extent of public sector spending on established large consultancies was also affected by broader public administrative reforms introduced by the Coalition government within its austerity programme. During this time, local government authorities and NHS bodies became simultaneously endowed with greater responsibilities while their budgets were reduced. In these parts of government, spending on management consultants increased dramatically, as spending cuts placed pressure on administrative and management capacity, forcing managers to look to short-term, private sector solutions for support.82

Wider austerity measures adopted within the United Kingdom and many other countries across Europe put pressure not only on management capacity, but also on welfare services. Across central and local government, managers were encouraged and often forced to outsource crucial services and critical functions to firms that promised short-term cost savings. Government spending on outsourcing of services in areas including prisons, hospitals, job centres, schools and waste disposal soared to £88 billion by 2014 – twice what it had been when the Coalition government came to power.83 The leading beneficiaries of these contracts were the outsourcing consultancies that had emerged and secured a growing share of the market for managing aggregated contracts during the Blair government. The firms that dominate this segment of the consulting industry grew out of a hodgepodge of firms working in areas including construction, facilities management and financial services. One company, Capita, which manages contracts for governments around the world today, began its life as a management consultancy.84

In the decade that followed the financial crisis, the scale and scope of contracts that the outsourcing consultancies received for delivering public services in many countries around the world was unprecedented. They became responsible for core tasks including keeping hospitals clean, delivering school meals and providing security for large public events. But they were also tasked with running the darker parts of government – asylum seeker detention centres, prisons, benefits sanctions, border controls – areas subject to far more critical public debate and contestation from those affected about what the appropriate role of the state should be.

Many people in the UK – and in other countries where they have had a considerable presence – have heard of these companies today not because they are considered national treasures, like many industries of old, but because of their handling of number of very large government contracts, or because of legal issues that have arisen through them. G4S was globally reviled when it was revealed that the company had failed to train enough staff to provide security for the 2012 London Olympic Games – just a few weeks before the events were due to start – prompting the deployment of the British military.85 The French company Atos became known for its role in administering ‘fitness to work’ tests on behalf of the UK government’s Department for Work and Pensions, when it was revealed a number of people with disabilities had wrongly had their benefits removed.86 New Zealand-based firm Broadspectrum (previously Transfield Services) has become, along with Serco and G4S, responsible for running the offshore detention centres in Australia that the United Nations has deemed illegal.87

Perhaps the company best known across the biggest outsourcing markets for its record in the 2010s is British firm Serco. Originally a division of Radio Corporation of America, delivering services for cinema chains, the company’s directors pivoted corporate strategy towards the nascent public services outsourcing market in the late 1980s. Over the course of the next decade, Serco would establish itself in the public sectors of the UK, Australia and North America, holding contracts in areas as diverse as transport, prisons, healthcare, waste, school education and defence. Serco’s role in governments was never without scrutiny from the media, trade unions and other interest groups, who questioned how one company could possibly have the necessary capabilities to deliver services across such a vast range of specialized areas. The company would soon make headlines. In 2013 and 2014 Serco was:


	stripped of contracts for failing to sterilize medical equipment properly, leading to delays in the number of operations that could be used at one of Australia’s biggest hospitals, and then fined AUD$1 million for poor performance in areas including cleaning, IT and logistics;88

	condemned by human rights officials in the country for the filthy conditions of its migrant detention centre on Christmas Island and high rates of self-harm there;89

	investigated by the UK’s Ministry of Justice for overcharging on a contract for electronically tagging former prisoners. The company subsequently agreed to repay £68.5 million. Following a separate investigation by the Serious Fraud Office, which included allegations of charging for tagging people who were either dead, in jail or had left the country, the company was fined £23 million as part of a settlement;90 fn1

	pushed to terminate its contract for out-of-hours GP services in the English county of Cornwall early after failing to provide enough doctors;91

	and was even embroiled in the HealthCare.gov calamity after it was awarded a contract worth $1.3 billion to manage paper applications in the implementation of Obamacare.



The scrutiny was not the end for Serco. Although the company did issue profit warnings in both 2013 and 2014,92 it nonetheless managed to remain afloat. How the company was able to weather the storm is not clear. But in 2013, an investigation by the Guardian found that Serco had twenty-three subsidiaries based in tax havens.93 The Paradise Papers – a set of confidential documents relating to offshore investments that was leaked a few years later – suggested the possibility that Serco had wanted to make even greater use of tax loopholes, but had encountered consternation from those that could make that possible. At least one offshore law firm was concerned about the risks of working with Serco, according to the Guardian. Appleby, which offers specialist advice in tax havens including Bermuda, the British Virgin Islands, the Cayman Islands and Mauritius, was uneasy about Serco’s ‘history of problems, failures, fatal errors and overcharging’ and deemed it ‘high-risk’.94

Despite this, Serco continued to receive new contracts from other governments around the world throughout the 2010s. In large part, this was because austerity measures would endure throughout this period, but there were also other reasons. Often the capabilities for managing the delivery of a service in-house would be completely lost after they had been outsourced, and so the costs of re-insourcing were very great. Public sector bodies had little choice but to continue using consultants.

Auditing the outsourcers

As the decade wore on, once the promises of post-crisis governments to cut spending on the established consultancies had been forgotten, they reconsolidated influence again. In the UK, spending on management consultants in the NHS trebled between 2016 and 2019.95 Not only were these consultancies also sometimes named as the prime contractor in aggregated services contracts, creating incentives for them to recommend private sector outsourcing, but many outsourcing firms became an increasingly important group of clients for the established consultancies. This was especially true of those with an audit arm, but it also extended to the non-accounting consultancies. When Serco’s shares plummeted in 2014, for example, it was reported that both McKinsey and EY had been contracted to carry out a review of the company’s 700 contracts.96 The conflicts of interest inherent in this arrangement would only come to light in the wake of another corporate fiasco, this time in the UK, whose hardest hit victims would, once again, be ordinary people.

At the time of its collapse in January 2018, Carillion was one of the largest outsourcing companies in the world, holding contracts across a range of government public services, from education to transport, energy and healthcare. It is no coincidence that it was, like many other giants in this sector, a British firm. Carillion had benefitted from the increase in scale and scope of outsourcing contracts in the UK throughout the 2000s. The company directly employed 43,000 people globally, but many more wages than that were tied to it through subcontracting. At the time of its collapse, around 90 per cent of the operations Carillion had been contracted to deliver were subcontracted to other companies. The people who worked to deliver Carillion’s contracts were cleaners, caterers, builders, secretaries. They were often on precarious employment terms. Public services outsourcing has been associated with a ‘deterioration in terms and conditions of employment, particularly in the United Kingdom’, where collective bargaining in the private sector has been weakened.97 When the news came that Carillion would go into liquidation, thousands of people working for the company learned that their wages would be halted immediately.98 They included the 1,200 apprentices who were employed by Carillion, around a third of whom would still be out of work by April 2018, after losing access to the training that would provide them with qualifications.99 Of course, those working on Carillion’s front lines played no part in the company’s downfall.

Critical to it instead were the huge risks built into the company’s business model and the decisions of its directors.100 For example, managers at Carillion had continuously bid on projects that were low margin, meaning that while the profits could be very large – its contract to build the Royal Liverpool University Hospital, for example, was worth £335 million – they were not significant relative to the costs of a project. They also often secured them through bidding at far below market rates. It appears that managers increasingly did this as the company struggled through its final years because it guaranteed future income that could be leveraged to cover more pressing payment obligations, including dividends to shareholders – something the Financial Times described as ‘a lawful sort of Ponzi scheme’.101 Crucially, its ability to borrow in this way was aided by the long-term nature of the government contracts it continued to secure around the world, becoming one of the twenty-five most significant contractors in the UK. Accounting professor Adam Leaver has described how large contracts enabled Carillion to effectively ‘[pull] income from the future’ by booking profits based on forecasts and estimates: ‘In other words, annual profit was imputed as a proportion of the imagined future profit of each contract.’ Part of the estimated value of the company, an accounting line known as ‘goodwill’, which enabled it to access debt and would not have hurt its contracting prospects, was similarly based on these potential future profits:


Carillion … borrowed money – secured against assets the value of which depended on the accurate forecasting of future cashflows and discount rates – and paid out dividends, which were affordable according to profit figures calculated as a percentage of expected total contract value. Carillion were in effect ‘levered on the future’.102



This extremely risky financing structure left almost no room for hitches in the delivery of contracts. But crucially, the model of deriving profits from aggregated services contracts made hitches inevitable: so much rested on the success of subcontracted companies over which Carillion had little control. When problems emerged in a handful of building projects, resulting in unplanned expenses and capacity pressures, there was no buffer. The coffers were more than empty – Carillion had debts worth an astounding £2 billion and a pension deficit of over £800 million at the time of its liquidation, putting the future livelihoods of thousands of employees in jeopardy.

Former directors of Carillion have denied wrongdoing, and in 2022 are also disputing legal action by the Insolvency Service, a government agency, to ban them from running other companies in the UK.103 In the years since Carillion’s collapse, scrutiny of the companies involved has largely centred on the potential shortcomings of its external audits. The Financial Reporting Council (FRC), the UK’s accountancy watchdog, launched an investigation into KPMG’s audits of Carillion, and subjected it to a disciplinary tribunal, alleging that the company ‘provided false or misleading information in connection with its routine quality inspections of the audits of Carillion for the financial year ending December 2016’.104 In July 2022, the FRC announced that KPMG had been fined £14.4 million in relation to its audits of Carillion and another company, Regenersis. Four auditors were also fined and excluded from membership of the Institute of Chartered Accountants in England and Wales for between seven and ten years.105

KPMG has been accused of ‘failures’ in its duty as Carillion’s auditor.106 In February 2022, the Insolvency Service, acting as liquidators of Carillion, sued KPMG for £1.3 billion, contending that the auditor ‘missed “red flags” that the UK outsourcer’s accounts were misstated and that the group was insolvent more than two years before it collapsed’. The Partner responsible for the audit was alleged to have ‘failed to respect the proper boundaries of the auditor-client relationship’.107 In a statement to the Financial Times, KPMG has said, ‘We believe this claim is without merit and we will robustly defend the case. Responsibility for the failure of Carillion lies solely with the company’s board and management, who set the strategy and ran the business.’108

Analysis following the collapse of Carillion has found that each of the Big Four had also received contracts from Carillion for both consulting and financial services. PwC had provided advice on the company’s pension system since 2012, which ended up recklessly indebted. Deloitte had conducted the company’s internal audit. EY had been awarded £10.8 million to ‘provide advice to the Board about options for rescuing the firm’ dating back to July 2017. In addition to its audit work for Carillion, KPMG had provided advisory services including reviews of PFI finance models and reporting on debt-to-equity swaps. All four companies had also been awarded contracts worth millions of pounds by the British government for services relating to its contracts with Carillion. In every facet of outsourcing – from government demand to market supply and the contractor audit – the Big Four were there.

The case has prompted widespread calls for the Big Four to separate audit practices from their other operations to reduce the risk of conflicts of interest. The FRC has set a deadline of June 2024 to decide whether the UK should adopt legislation like the Sarbanes-Oxley Act, introduced in the wake of Enron’s demise.109 In May 2022, it was reported that EY was considering spinning off its audit business into a separate company following the downfall of Carillion, with its global chair and chief executive claiming that the move would also increase consulting fees by up to $10 billion from US tech companies that it is currently unable to provide consulting services to while acting as auditor.110 At the time, EY was also under investigation by the FRC into its own audits of the failed travel firm Thomas Cook, and of two further companies that collapsed amid claims of fraud. In 2021, it had been fined £2.2 million for failing to properly scrutinize the claims of bosses at the transport company Stagecoach during an audit in 2017.111 In an interview with the Financial Times in July 2022, PwC’s global chairman stated that it would not follow suit, and that continuing to offer both auditing and advisory services would offer PwC a ‘competitive advantage’.112 Total fines for accounting firms in the UK reached a record £46.5 million in 2021.113

The introduction of laws mandating companies to separate auditing and consulting practices in the UK would reduce the potential for conflicting interests in these areas. But the case of Carillion is indicative of deeper conflicts in the consulting industry. The firms also bid on management outsourcing and public service prime contracts themselves. In the years since the collapse of Carillion, KPMG has been subject to investigation for issues with its audits of other large companies – including the car manufacturer Rolls-Royce and the logistics firm Eddie Stobart. Amid growing public scrutiny, in December 2021, the consultancy pledged to temporarily stop bidding for public sector contracts, pending the results of a review by the government’s Cabinet Office. However, just four months later, the Financial Times revealed that the company had continued to win government contracts worth £10 million in total with various government departments and ‘vital work with NHS England’, the precise details of which remain unknown at the time of writing.114

The conflicts of interest that arise from consultancies’ role not only as advisors and auditors of government contractors but as outsourcers of government functions have received far less attention, but suggest they have an interest in the continued outsourcing of public services at scale and scope. The growth of accounting consultancies also depends at least in part on the continuation of this form of governance.

To understand why the consulting industry has become so vast requires understanding the client–consultant relationship and consulting practices in more depth. How do contracting organizations understand the value of consultancies? As we will see in the next chapter, it turns out that the growth of the consulting industry over the past century may have little to do with improving other organizations.
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5. The Big Confidence Trick: Consultology and Economic Rents

In his first fifteen years working for large manufacturing companies in Britain, David rarely encountered management consultants.1 He had joined the telecoms sector in the 1990s, after deciding that his passion for vinyl could be pursued as a hobby, rather than from behind the till of the record store where he had been working. In the beginning, David told us, when the senior managers identified inconsistencies in production processes in different parts of the company, or wanted to improve how something was done, technical employees from the factory shopfloor through to the engineering offices would be brought together, and their insights harnessed for improvements that were grounded in experience. In these situations, short-term cost savings were usually viewed as secondary to more effective ways of achieving the company’s goals in the long run – and ultimately better technologies. Toyota’s rapid growth and the Japanese approaches to employee involvement that had been a part of the company’s success had become influential within many Western manufacturing firms. According to David, these approaches not only drove significant improvement but also gave every employee the opportunity to make their mark on the business. It was an inclusive means of improving performance.

But over time, as he gradually moved up the ranks of management, David sensed something was changing. The small improvements regularly made by people on the shopfloor were no longer enough for leaders with an eye to the share price looking to make the biggest improvement possible in the shortest time. Although CEOs still enthused about employee-derived improvement and internal capabilities, it was clear that driving growth through acquisition and pushing for profit by slashing costs were the new gods. Now, executive directors – or, more often, the senior managers to whom they delegated responsibility for strategic objectives – would contract teams of management consultants to conduct analyses of the organization and come up with the improvements.

David’s experience reflects broader trends in the 2000s, where it was reported that increasing numbers of corporate managers were encountering consultants.2 According to him, ‘Sometimes this was done so that the senior management had someone else to blame if targets weren’t hit.’ But often, the decision to contract a consultancy was driven by the belief that the management consultants’ methods for understanding the organization were superior to anything that existed internally. It was hoped that the proposals they developed through their analyses would lead to process innovations that ultimately produced improvements in the technologies that gave the firm ‘competitive advantage’ – the watchword of Michael Porter, a business professor and corporate management guru, who developed the term in the 1980s.

This aspiration, however, was only ever achieved occasionally. As often as not, the consultants’ proposals could not be provably shown to ‘add value’ – and sometimes would not be implemented at all. From time to time, the proposals of the management consultants were identified as being completely flawed before they were implemented. In one instance, when David was working for an aircraft manufacturing firm, a senior manager wanted to conduct a review of the manufacturing processes in place within the company’s factories across Europe. Rather than bring together the local factory managers to share insights and experiences, the senior manager put out a tender for a management consultancy to conduct an organizational review. The Big Four company that won the contract was successful because its bid also promised that the analysis the consultants produced would be able to identify immediate operational cost saving opportunities. Under pressure from the company’s shareholders and his own line manager to increase margins, the senior manager found this offer irresistible.

After a number of weeks, the team of management consultants presented their analysis and proposals to the aircraft manufacturer’s most senior leaders. Reviewing internal data and organizational charts, the consultants proposed an entirely new organizational structure for the company’s factories, based on analysis they had conducted of data about one of the factories in Germany. At no point in their investigation, it appeared, had the management consultants actually consulted with those working in the German factory. If they had, it would have become obvious that the organizational chart that they had access to was not only outdated, but missing entire layers of employees. Unfortunately, these shortcomings in the consultants’ methods and practical knowledge were not immediately clear to the leadership team at David’s company, which moved to implement the new organizational structure. It was only when the reform was challenged by relatively junior members of staff who were able to cite their own experiences that the proposal was eventually scrapped. Its introduction would almost certainly have led to huge losses and many pointless redundancies.

Why bring in the consultants?

The dominant theory of why consultancies exist in capitalist economies has historically been that they serve a ‘functional’ purpose, enabling other organizations to increase profits or achieve other objectives.3 According to this view, consultants are experts whose role is to transfer knowledge between organizations, use particular management frameworks to help clients to achieve their objectives, or provide additional skilled capacity. In other words, they are ‘experts, extras and facilitators’4 who create value by leveraging expertise and brokering technical or managerial knowledge.5 In economic terms the corollary would be that consultancies exist because they create ‘economies of scale’ in types of managerial, sectoral or technical knowledge, which others have called ‘economies of knowledge’. The consulting industry – the ‘supply’ – is a response to a ‘demand’ from other organizations in the economy, which choose to contract consultants in order to improve processes and increase efficiency, thereby reducing their own ‘transaction costs’.6 This theory suggests that the scale and scope of the consulting industry today is a consequence of the real value that it creates across the economy. In other words, the extraordinary growth of consulting contracts since the 1980s is a natural response to the benefits that consultancies have provided for their clients across the public, private and third sectors. The additional value they help to create is equal to the value they extract.

David’s case attests that consultancies do not always meet their client’s objectives, and they do not necessarily possess knowledge that they are able to put to productive uses. The example is straightforward: the consultants were evidently not experts in the area they were contracted to work in, and they did not offer managerial techniques that enabled the client to come up with its own solutions. They did not ‘reduce transaction costs’ and they did not create value, either in strictly financial terms or otherwise.

The question of to what extent value has been created for an organization is rarely so clear cut, and other factors play into a client’s perception of the consultancy’s contribution. Many in business, academia and journalism have long argued that ‘the real value of consulting is very difficult to ascertain and, hence, consulting is concerned mainly with creating an impression of value’.7 Challenging the functional theory of consulting, these views contend that consultants are instead ‘impression managers’, who ‘deliver images, impressions and rhetorical acts’8 through ‘analyses, presentations and theories’9 to convince potential and existing clients of their legitimacy and ability to create value. Consequently, the productive contribution of consultancies to the economy and society is far more modest than the market value of the consulting industry would suggest.

These critiques imply that the scale and scope of the consulting industry today reflects the success of the rhetorical tactics that its consultants employ, which instil confidence in clients – much like the confidence men of the Gilded Age of capitalism. As well as giving rise to the first ‘engineering consultants’, America’s Gilded Age was also marked by vast inequalities, because although technological innovations made production processes more efficient, the wages of workers remained, for the most part, very low. By 1897, ‘the richest 4,000 families in the US (representing less than 1% of the population) had about as much wealth as the other 11.6 million families all together’.10 For the financiers and owners of factories, it was possible to accumulate riches on a scale never witnessed before in history. Where previously the highest pillars of wealth were reserved only for the aristocracy and others who had inherited land and vast sums, business and finance were increasingly populated by self-made individuals. The nouveaux riches, as they became known in North America and Europe in the nineteenth and twentieth centuries, were ostentatious in their tastes, and unafraid to flaunt their status through luxurious clothing and flashy accessories – what the sociologist Thorstein Veblen called ‘conspicuous consumption’.

With this new class of elites came also new forms of criminality that targeted their wealth and its excesses. The techniques of tricksters targeting the nouveaux riches exploited the feelings of trust that existed between the wealthy. This was also the golden age of scamming, the period that gave us such cunning figures as David Lamar – the original ‘Wolf of Wall Street’ – who swindled well-heeled denizens of New York out of millions of dollars. His victims included the son of business magnate John Rockefeller Senior, who had made his money investing in the oil wells of Pennsylvania, and subsequently became the country’s first ever billionaire. Using his connections in the world of the wealthy, David Lamar cultivated a relationship with Rockefeller’s secretary, George Rogers, feigning to have information that promised a windfall on the stock market: a well-known trader had taken a huge position in US leather stock. Keen to curry favour with the Rockefeller family, Rogers shared this detail with John Rockefeller Junior – precisely what Lamar had hoped for – who subsequently bought $1 million of the stock himself. (Today, that would be worth $17 million.) In fact, the well-known trader had never invested in the stock, but Lamar was able to liquidate the shares he owned as quickly as the Rockefeller son bid it up, causing him to lose it all.

A less notorious but similarly rapacious character who became the subject of much media intrigue at this time was Victor Lustig, an Austro-Hungarian who became known for his ‘Romanian Box’ scam. This trick preyed on the widespread fascination with and paradoxical ignorance about the era’s new technologies among the elite class. Lustig would present victims with a mahogany box that he claimed was in fact a machine that could create exact copies of any banknote the user wished to duplicate. The box had two slots – one where users could insert their bills, and another where the duplicated copies would appear. The process, his victims were informed, took six hours. Along with various levers and pulleys designed to make it appear machine-like, the box also had a secret compartment that Lustig had stuffed with actual banknotes of all denominations. To test the veracity of the contraption, Lustig would ask his victims to insert any banknote into the box along with a blank piece of paper. When, after six hours, the box churned out an apparently duplicated banknote, much to the astonishment of his victims, Lustig would accompany them to a bank, where it would invariably be authenticated. The new note was of course simply just one of the many notes that Lustig had hidden within the box, but by the time his victims realized this, many, many hours later, after purchasing the box from him for thousands of dollars, Lustig was long gone.

Both Lamar and Lustig were masters of aplomb, but it was an earlier figure of the Victorian era that gave rise to the term ‘confidence trick’ – eventually shortened to ‘con’. William Thompson also operated in New York, with his last-known scam before his arrest in 1849 taking place on William Street, which cuts through Wall Street. Donning the attire of that period’s elite, Thompson targeted the newly wealthy in the area, approaching them congenially, as if they were old friends. After making small talk and polite conversation, he would ask to borrow the stranger’s watch until the next day, saying something along the lines of: ‘Have you the confidence in me to trust me with your watch until tomorrow?’11 The victim, no doubt a little bemused, but nonetheless believing they were acquaintances, would then hand over his watch. And of course, Thompson would never hand it back. The popular media in New York came to refer to Thompson as the ‘confidence man’, because his scam was premised on persuading targets that they were kin.

These tricksters used offers of proprietary information, awe-inspiring technology and linguistic prowess to instil confidence in their promises – similar to the ways critics of the functional view of consulting describe the methods of consultants.

Extracting rents

The consulting industry’s growth is not a measure of the value of its knowledge assets and their uses, but nor is it purely the result of rhetorical tricks by consultants, as some critical perspectives suggest. For one, this view of consultants doesn’t explain why clients work with them in the first place. Public sector managers and business executives are not idiots. The idea that consultants secure contracts primarily by duping these employees would nonetheless imply as much. Some critical accounts ‘have exaggerated a sense of power asymmetry between client and consultant that has almost had the effect of blotting out the client as an independent agent’.12 Any depiction of clients as monolithically ‘passive victims of rhetorical strategies’ is ahistorical, and ignores the mounting evidence from academia13 – and indeed anecdotal experiences of many in business and government – of individual employees’ scepticism towards the consulting industry.

They also often don’t consider how governance reforms across business and government constrain the choices and behaviour of their employees. Both government and business organizations often face resource constraints which mean that the contracting manager has little choice but to recruit a consultancy as a source of (short-term) capacity – whether as ‘expert, extra or facilitator’. The pressure on existing employees can also affect the client organization’s ability to assess appropriately the value promises of a consultancy. More generally, the tumultuousness of the economy and the precariousness of even managers’ employment in many workplaces has increased ‘managerial anxieties’, which the Economist journalists John Micklethwait and Adrian Wooldridge once described companies selling management ‘fads’ as thriving on: ‘To these anxiety-ridden men and women, management books offer a rare source of security.’14 In a world where managers are under more pressure than ever to deliver greater profit margins (in the case of the private sector) or efficiency (in government), the lure of a well-written bid delivered by a team of high-flying consultants who have previously worked for a partner organization can be very tempting. The long shadow of narratives depicting the public sector as incompetent and sluggish and the private sector as innovative and supreme – epitomized in Ronald Reagan’s famous claim that ‘outside of its legitimate function, government does nothing as well or economically as the private sector’ – must also be seen as contributing to managerial anxiety in government contracting.15

And perhaps most importantly, the critical perspective overlooks the structural power of the industry and how this influences the perceptions of potential clients. The difference between the value they create and the wealth they take can be understood as ‘economic rents’.16 These rents do not necessarily stem from the ownership of scarce valuable knowledge assets, but from the possession of the means to create an impression of value. The scale and scope of the consulting industry today endows it with immense resources and networks that help to instil confidence in the value of a consultancy and the consulting profession. It is this ability to create impressions of value that enable consultancies to secure lucrative contracts. In this way, the Big Con does not just describe discursive tricks, but also how the practices of the consulting industry – what we call ‘consultology’ – combine with the broader structures of our political economy to extract rents from clients – often by enabling those clients to extract rents themselves. Ultimately, this entrenches businesses’ and governments’ reliance on consultancies.

The best and brightest

Writing in 2005, Christopher D. McKenna described how, by the end of the twentieth century, top graduates viewed a career as a consultant as the most sought-after job. ‘Just how had it come to pass that nearly one-third of the top MBA graduates and one-sixth of all elite undergraduates (whether at Oxford or Yale) now began their working lives as management consultants?’ he ponders. ‘What explained the remarkable dominance of the world’s newest profession?’17 During the 1960s, McKinsey was famed for its recruitment of Harvard ‘Baker Scholars’ (those graduating in the top 5 per cent of its MBA programme).18

There is some data suggesting that the elite selectivity of new recruits may be changing. According to one survey from the UK’s Management Consultancies Association (MCA), the proportion of consultants who had attended a Russell Group university – high-ranking, long-established and research-intensive institutions – declined between 2011 and 2019 from 73 to 44 per cent. The proportion who were graduates of the country’s top universities – Oxford and Cambridge – also dropped in this period, from 13 to 3 per cent. The MCA has suggested that this is a ‘reflection of the number of initiatives MCA member firms are undertaking to increase social mobility’.19

There may be other reasons for these statistics. One former consultant, who had worked at both a Big 4 and large IT consultancy, suggested that clients were often more interested in hearing that a consultant had experience in tackling similar problems than what their alma mater was. The industry’s growth is also increasing demand for new recruits, as other booming sectors including financial services and Big Tech compete for similar applicants. The Financial Times reported in August 2022 that, in the United States, these conditions had pushed McKinsey, Bain & Co and BCG to ‘increase annual base salaries for MBA graduates in the US from $175,000 to between $190,000 and $192,000’.

As the largest firms and the industry as a whole expands, perhaps it is simply no longer possible to recruit only from top universities. And as firms move into new client markets, a more diverse pool of recruits also increases the likelihood of finding consultants that meet the client’s expectations on paper. Indeed the MCA has increasingly counted outsourcing companies among its members; these companies derive most of their income from contracts with government services, and do not rely on contracts with finance and business. Indeed, the differences between the types of organizations that the Big Four and Big Three consultancies on the one hand, and outsourcing consultancies on the other hand, predominately contract with might reveal deeper reasons why the former has historically pursued a strategy of recruiting from globally top universities. It is undeniable that many of those employed by management consultancies have been very academically successful. But intellect alone does not lead to contracts; beyond the behaviour of consultants, credentials from a top university can instil confidence in a consulting team. The final decision about which consultancy to award a contract to often rests, at the final stages, on how the consulting team presents itself. It certainly doesn’t harm a bid to include in the application roster that one of the team has a degree in PPE (Politics, Philosophy and Economics) from Oxford in addition to their seven years with the firm, another has a UC Berkeley PhD, and, for good measure, that the two most junior members are data-savvy engineering graduates with MBAs keen to build up their portfolios in the real world of business. The desire to project competence in the form of qualifications was at the heart of the consulting industry’s highly selective recruitment practices throughout the twentieth century, and was viewed as helping to create an impression of legitimacy around the profession.20

Although it may not be an explicit objective of consultancies’ recruitment strategies, employing graduates from top universities may also aid the growth of business relationships in another way. As has been documented extensively ever since the 1956 publication of C. Wright Mills’s sociology classic The Power Elite, those in powerful positions tend to have acquaintances in powerful positions. Graduates from top universities are more likely to have networks in the places that pay for consultants. They studied with people, whether at university or even before that – for example, at private school – who are more likely to be in high-ranking jobs in society. A 2019 report by the Sutton Trust and the Social Mobility Commission in the UK found that two fifths of people working in the most powerful positions across politics, business and the media had attended private school for their childhood education – which, in the UK, is often a gateway to a top university.21 Just 7 per cent of the wider population is privately educated. Over a quarter of FTSE 350 chairs were educated at either Oxford or Cambridge, as were 12 per cent of tech firm CEOs, 56 per cent of permanent secretaries in the civil service (the highest-ranking non-elected bureaucrat) and 40 per cent of public body chairs. In the general population, fewer than 1 in 100 people attend these universities. In other words: people educated at top universities work for the organizations that become the clients of the consulting industry. When a consultancy’s employee is able to reach out to their former classmate for a word about a contract that is out for tender, or just recognizes the name on a bid from their social circles, it can make the process of securing it a whole lot smoother.

Others have made similar arguments about the ‘up-or-out’ structures of career progression that exist in many consulting firms, in which ‘either people clearly improve and get promoted or are expected to leave the firm’.22 The management scholars Andrew Sturdy and Christopher Wright have described how this creates a ‘consulting diaspora’:


The ‘up or out’ promotion policies of large consulting firms have assisted a process of personnel diffusion in which former consultants are seeded into client organizations. This has created powerful ‘alumni’ networks, which provide a ready source of future business for consulting firms … [and] the potential of ex-consultants to act as promoters of management knowledge and organizational change in their own right.23



One former consultant described this promotion structure as ‘survival of the fittest’, because many young consultants do have ambitions to reach higher positions in the consulting hierarchy or have positive references when they leave. As well as being effective tools for disciplining people keen to have a long career – young consultants will work long hours in order to be viewed positively – up-or-out structures ensure there are always contacts to reach out to across organizations in business, the public sector and beyond. In some consultancies, the up-or-out model means there is a wildly disproportionate ratio of junior consultants to Partners or senior executives. But that is part of the design. Few who have previously worked as a management consultant will have difficulty finding work once they leave, especially if they have been employed by a well-known consultancy. In 2013, more than seventy past and present CEOs of Fortune 500 companies were former McKinsey employees.24 The hundreds of former management consultants now working across the most powerful companies and public sector bodies become the contacts who survivors within the consultancies reach out to when a contract is up for renewal. Indeed, a number of large consultancies have come to recognize the potential value of their former employees and have established ‘alumni networks’ to ensure the chains that bound them as colleagues never break – much like many universities do. McKinsey’s Alumni Center, for example, is described as ‘help[ing] our global network of alumni remain engaged with one another, and with the firm’. It regularly hosts events for its former employees. In 2021, these included a discussion with Hubert Joly, a former McKinsey Partner who went on to become CEO of Best Buy, on his new business book; a Q&A with four alumni who were also former Olympians; and an event about the ‘nineteen alum-founded unicorns’ – start-ups valued at over $1 billion that ‘may have already changed your life’. Recruiters are encouraged to post job adverts for alumni, who can also be headhunted via the company’s ‘Find an alum or firm member’ widget.25

Talent drain

Popular media depictions of the consulting industry, such as in television shows like House of Lies, tend to depict consultants as ruthless, cocky and borderline sociopathic individuals. As the audience, we are supposed to believe that there is something fundamentally different about these people that makes them calculating and manipulative not just in their day job, but also in their personal relationships. But while this might make for gripping entertainment, the great majority of people who join the consulting industry are, of course, not borderline sociopaths who thrive on others’ distress. No individual becomes a consultant because they want to wilfully dupe clients into handing over cash to their employer.

There are many good reasons why individuals turn to a career in consulting that are important to reflect on. For one, although graduate salaries in the consulting industry are rarely as high as in some other private sector industries, such as financial services or law, they are usually above median incomes and can cover housing rent comfortably. At more senior positions, pay becomes multiples of the median income, with some Partners in countries such as the UK earning hundreds of thousands of pounds a year.

Secondly, as was also true of graduate consultants of the 1960s and 2000s,26 consulting promises an interesting diversity of (white collar) experiences – something that is particularly attractive for graduates of non-specialist academic university degrees who have no clue what they really want to do. Many hope that the variety of work environments encountered during a graduate training programme at a management consultancy will not only be intellectually stimulating, but will also help them to discover their true interest and develop general management skills. In no other industry is it possible to work on a research project in an NGO for six weeks, then a merger deal in a bank for three months, followed by an IT project in local government for another two months.

Relatedly, they also promise candidates something that young people increasingly seek from work: meaning. According to one survey by PwC, ‘Millennials want their work to have a purpose, to contribute something to the world and they want to be proud of their employer.’27 The recruitment pages of large consultancies are littered with promises of meaningful work. Apparently heeding its own advice, for example, PwC’s graduate jobs portal highlights ‘purpose and values’ at the top of the page for potential applicants: ‘Our values define how we do things, what we should stand for, now and into the future,’ reads the website. ‘And our purpose is why we exist – to build trust in society and solve important problems.’28

There are some indications that many who have joined consultancies may now be leaving precisely because ‘they feel they add little value to the world and lack a sense of personal growth, community and purpose’, as one recent article in the Financial Times put it.29 One young consultant interviewed for the article, Laurie, who had graduated with a first-class degree from a top university and joined a midsized consulting firm in 2017, was described as being initially ‘excited about enacting real change, but three years later feels unfulfilled and wants to switch career’. Amid wider mass resignations during the global COVID-19 pandemic, management consulting was found in a study published in MIT Sloan Management Review to have the second highest attrition rate of any sector, with ‘[company] failure to promote diversity, equity, and inclusion; workers feeling disrespected; and unethical behavior’ found to be the strongest predictor of industry-adjusted attrition.30 The study included employees who left their employer for any reason, including quitting, retiring or being laid off.

A final important reason why so many set their sights on a career in management consulting – and why graduate schemes continue to be astonishingly competitive to get into – is that, in addition to general management skills, many consultancies promise to inculcate specialist knowledge and provide opportunities for building expertise about a particular function or sector. Graduates in these roles are people who want to continue learning. Indeed, the big consultancies all recognize this. BCG pitches its graduate programme to those who ‘Never Stop Learning: You’ve always been the one who seeks the extra challenge, the extra credit, and the extraordinary opportunities.’31 McKinsey tells its US MBA applicants: ‘We invest heavily in support and training – more than $100 million per year – for all of our firm members. Programs run the gamut from our proprietary e-learning to office- or practice-based sessions to our formal global training curriculum.’32 KPMG promises to be ‘a place where the curious come together … Wherever you join us, you’ll find yourself in an intellectually stimulating environment.’33

Graduate training programmes can provide general skills that may be useful in white collar work environments. Former consultants have reflected that the courses they had in ‘storytelling’ with PowerPoint and data analysis in Excel have been valuable in subsequent roles in other sectors. They learned how to manage projects using planning tools and to maintain relationships with ‘stakeholders’. But proficiency in these skills is not the same as developing the expertise that many hope for. One former consultant said that:


The thing – the thing – that you hear all graduates on these programmes say is: ‘I’m not developing enough technical knowledge’. I cannot emphasise that strongly enough. A lot of people join because they want to build – this is literally the phrase – ‘technical knowledge’. But it is so secondary. It is basically nonexistent for the first couple of years that you work there, and it’s actually quite disillusioning.34



In many ways, the kind of training consulting graduate schemes offer is a crash course in the general skills of a white collar career: ‘ultimately it is only “management knowledge” in the broadest sense that consultants possess and transfer, the same basic knowledge that clients have’.35 One person whose work with the UK public sector has involved lots of engagement with large multinational consultancies described, for example, how although some consultants he has worked with have relatively strong project management skills, ‘the good ones felt like they were people who had some level of common sense from just working on projects before’. But he noted how this project management competence was rarely on par with that of in-house employees: ‘Even the best one I’ve worked with, I can one hundred per cent say I have worked with civil servants who could manage a project that well.’ These skills can nonetheless be important in convincing a client of a consulting team’s value-creating capabilities.

Beyond helping to create an impression that a team of consultants know what they are doing, the skills of consultology also serve another purpose. At least until a consultant finds the space to reflect and question the role of their industry – which seems more common among former consultants than is usually assumed – the various courses, workshops, seminars and lectures that consultants gain access to help to inculcate a sense that what they have to offer is truly valuable, despite their lack of context-specific knowledge or expertise. After all, why go through so much training, if not because what they were learning was useful for organizations? There is evidence that consultants do believe their skills are needed. The International Council of Management Consulting Institutes, a global professional body, once conducted a survey that found 75 per cent of consultants ‘agreed that public servants do not have the required expertise that consultants have’ and ‘71 per cent believed that consultants provide a better quality of service’.36 Graduate consulting programmes instil confidence in the practices of consultology, and in the value of the consulting industry to society.37

Case-savvy and PowerPoint-ready

The consulting industry’s own ‘knowledge management’ systems are a good place to examine how these companies claim to create value. In the consulting industry, companies have sophisticated systems for collating and distributing information about previous contracts. Work with a previous client is usually recorded internally and stored digitally so that other consultants are able to access them.38 These records are often referred to as ‘cases’, a concept that is used widely across business, as well as in management academia.

In large consultancies such as the Big Four, the internal data depositories of ‘project histories’ are very large and are usually held on special client management software. Consultants have access to these systems, and, in this way, they can be a valuable source of knowledge for a particular client. They might, for example, include a copy of the tender and the consultancy’s bid application, as well as information about how the consulting team approached the client’s needs and what the impact was. But the information they provide may also be shallow; there is only so much that will be written up at the end of a contract. The breadth of cases that a consultant might be able to read about or role play on training courses should not be confused with the kind of in-depth insight and ‘tacit’ knowledge that employees working within a company, field or sector are able to build up over a long career. Project histories and other superficial sources of learning do not, in other words, necessarily constitute economies of scale in knowledge – though they are implied to be such by consultancies and proponents of the functional view of consultants. The idea prevails that a team of consultants a few years out of graduate school can offer supremely intelligent advice in part because they are able to tap into the written-up experiences of their colleagues.

These systems do nonetheless serve other ends beyond storing knowledge for the purpose of winning contracts and new clients. In contract bids and sales meetings, having information about work with previous clients can be very useful. Although it can be difficult for the wider public to find out who a consultancy’s clients are, in tender applications and marketing material consultants will share favourable examples of how they have helped other organizations in the same sector or facing similar challenges. An individual consultant may know very little about their company’s relationship with an organization or its sector in the beginning, but can access cases to pique the interest of a potential client. An example of how this information is recycled when consultancies bid for new contracts is included in Figure 4 below. It is based on a real-life example.
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Figure 4

Example of how project histories are used in marketing material



But this archive of cases may undermine a consultant’s ability to provide tailored solutions for a client – the productive part of consulting. Consultants are often themselves very stretched for time, particularly if their consultancy has underbid for a contract, purporting to require fewer hours to deliver the contract than are in fact necessary. Copy-and-pasting anecdotes from a handful of cases is much quicker than conducting research via other channels. One former Big Four senior management consultant expressed this challenge well:


Theoretically, the value of large consultancies is that you are able to accumulate knowledge, develop sectoral expertise and create a cross-company view of what works best. Consultants can then go into a company and develop tailored, specific approaches to client problems. But in reality, only a generalized knowledge base is used and these are applied to most companies. For example, in reality, when we put together proposal decks, or we put together the final report, I would say that 50 per cent of the slides we used were already used on other clients, which showed a strong sense of superficiality.39



Of course, other organizations in business and government also recycle material. And in instances where consultancies are contracted to provide general insights about other companies, it could make sense for whoever is creating the slide deck to copy and paste information that is useful to the client, if it has already been written elsewhere. But consultancies are not contracted merely as knowledge depositories. They are often brought in to advise and deliver tasks that require them to use particular skills and knowledge. Recycling slides using the superficial case-based insights that were likely put together by another consultant is at odds with the promise of expertise.

The case-based approach of consulting knowledge can contribute to the superficiality of insights in other ways. In fact, this is true right at the recruitment stage of a consultant’s career. The ‘case interview’ has come to be considered the recruitment tool par excellence of the consulting industry in recent years, with many books now available purporting to offer aspiring consultants ready-made responses and ‘case interview secrets’. Business schools and the consulting student societies of universities produce their own ‘casebooks’ full of examples so that students can prepare ahead of interviewing for a graduate job at a consultancy. During a case interview, the interviewee is told about a real or fictional problem that a real or fictional client has encountered, and then asked what they propose as a solution. They must then ‘solve’ the case by verbally formulating a plan. Success in such exercises can be summed up as the ability to use superficial knowledge. And crucially, interviewers for such positions are not just looking for cognitive dexterity in a candidate’s responses. They are often most keen to see self-assurance and conviction in the solutions that the candidate proposes. As one popular case interview handbook written by a former McKinsey consultant and interviewer puts it:


Clients often interpret nervousness as a lack of conviction about a particular recommendation, which is why answering a case perfectly but nervously will get you rejected. For example, if a consultant were to recommend nervously that the client lay off 2,500 employees, the client would second-guess the recommendation. Even if the recommendation were 100 per cent correct, the client would sense some degree of hesitation, uncertainty, or reservation from the consultant based on how the message was delivered, not the content of the message itself. As a result, consulting firm interviewers assess the level of confidence you project while solving a problem analytically.40



In other words, even if laying off 2,500 employees has the potential to harm the client company, the ideal consulting candidate will behave as if that proposal is the strongest. Of course, an element of bluff can be found in the recruitment rooms of many graduate schemes – few people leave university with true professional expertise. But the case interview approach actively encourages it. In few other sectors is such performed confidence in giving advice on something you have just learned about – and disregard of the potentially disastrous consequences – valued so much in the job application process. The case interview weeds out those who would be unable, or perhaps unwilling, to try to convince a client that they know what they are talking about even if they don’t really. The hope is that the client won’t be able to see through it, and will believe the consultant understands the challenge well.

Particularly at senior levels of the consulting industry, individuals are recruited into a consultancy or promoted because they have what is perceived as ‘sectoral knowledge’. They may, for example, have had a long career within a niche field of industry, or, during their career as a consultant, they may have spent substantial time working on projects within that field. These people are usually referred to as specialists. While years of experience and commendations from other sectoral leaders can be a useful, if fallible, measure of ‘sectoral knowledge’, it is in practice almost impossible to define or measure, as it is ‘constantly negotiated and constructed by a number of actors, including clients, consultants, business journalists, and academics’.41 This means that even when a consultant possesses this subjective expertise that may create value for a business, they still need to rely heavily on other methods to convince a client that they will add value. This is not least because the client is similarly in possession of general sectoral knowledge.

The wider structures of the industry also serve to instil confidence among clients of the value of contracting consultants. Their investments in what are nominally research institutions can play an important role in this.

Quasi-academia and fast fashions

Alumni networks are not the only idea the consulting industry has borrowed from academia. In their struggle to gain popular legitimacy in the twentieth century, several management consultancies established what looked on the outside to be academic institutions. By the late 1990s, companies including IBM had ‘dignified their in-house training programs with the title of “university”’.42 Deloitte University was launched in 2011, and its main facility is based within an impressive campus-like area thirty miles northwest of Dallas. Its website describes the facility as ‘part learning center, part ranch-style retreat’, offering ‘multiple venues for learning, eating, networking, and well-being’. Other Deloitte University sites can be found in Brussels, Hyderabad, Mexico City, Singapore and Toronto. ‘Learners’ take part in interactive role-playing sessions, and outside the classroom they are surrounded by new technologies including a ‘holographic concierge’, a ‘kinetic touch plane’ and ‘Pepper the humanoid robot’.43 Capgemini University has a ‘campus’ set in the heart of a 130-acre wooded park in Gouvieux, an hour north of Paris, where employees can take part in seminars on ‘hot topics’.44

Other academic-sounding institutions established in the twentieth century included several publications, such as McKinsey Quarterly. Founded in 1964, this non-peer-reviewed publication had a title conspicuously like that of a peer-reviewed academic journal. In 2007, Deloitte followed suit with the launch of Deloitte Review, now Deloitte Insights. Many companies also set up research centres, led by individuals who had had a successful career in academia, and staffed by others with PhDs in economics and other impressive academic credentials. The best-known of these is the McKinsey Global Institute (MGI), established in 1990, which is described on McKinsey’s website as ‘the business and economics research arm of McKinsey’ and a ‘private think tank’.45 To date, MGI has published reports covering dozens of countries and industries. Most of its Partners have PhDs from prestigious universities, and its promotional material highlights the role of its external ‘academic advisers’ who include Nobel laureates. Deloitte has similarly established several research ‘centres’, which produce reports and insights across diverse areas of the economy. They include the Deloitte Center for Health Solutions, the Deloitte Center for Government Insights, and the Center for the Edge, which purportedly ‘develops original research and substantive perspective on new corporate growth’ and ‘helps senior executives make sense of and profit from emerging opportunities on the edge of business and technology’.46

Several consultancies have also provided funding to academics, journalists and NGOs via research arms. In 1998, PwC established the Endowment for the Business of Government to issue grants – before it was acquired by IBM in 2002 and renamed the IBM Center for the Business of Government. The Center today not only provides research stipends, but also commissions reports, publishes books and hosts a podcast featuring interviews with government executives. Previous guests have included various directors of defence agencies and even Dr Anthony Fauci, Chief Medical Advisor to the US President. Curiously, the Center’s website does not share IBM’s branding or even feature its logo. Beyond its name, there is in fact nothing on the website to explicitly link the IBM Center for the Business of Government to the consultancy that owns it.

Beyond in-house publications, many individuals working for management consultancies have published books that have gone on to be bestsellers in popular business and management categories. Historically, many of these books described a framework that had been developed in-house by a consultancy for a non-technical audience. McKinsey consultants alone published over fifty books between 1980 and 1996.47 One book, In Search of Excellence: Lessons from America’s Best-Run Companies by McKinsey consultants Tom Peters and Robert H. Waterman Jr., went on to sell more than five million copies. The book has been described as one of the ‘most influential sources’ of ideas in the development of New Public Management,48 outlining an approach its authors had come up with called the 7-S Framework (they describe themselves as ‘co-inventors’ of it). It purported to offer business and public sector organizations an evidence-based model for understanding factors that influence an organization’s ability to change – the seven ‘S’s of ‘shared values’, ‘style’, ‘skills’, ‘systems’, ‘structure’, ‘staff’ and ‘strategy’. The book was panned by many academics for lacking rigour and nuance.49 One empirical study in the influential Journal of Management comparing the ‘excellent’ firms with 1,000 companies evaluated by Forbes as high-performing found ‘that the excellent firms are not as superior as Peters and Waterman have suggested’.50 Even complimentary reviews conceded that ‘the data presented to develop and support the eight characteristics would, by most scientific standards, not be admissible evidence of valid knowledge’.51 The book was nonetheless generally very well received across business, with its authors heralded as management ‘gurus’ – and their own academic credentials paraded in the popular media. Both held an MBA from Stanford University, and Peters also held a Stanford PhD.

Consultancies choose to adopt terms and language usually found in academia to describe these businesses and promote what John Micklethwait and Adrian Wooldridge described as a ‘quasi-academic’ image.52 Certainly, some knowledge developed within them can be valuable to clients. Management books written by consultants, as well as the many, many reports that management consultancies publish via their research arms every year, can be interesting and useful sources of information. Reports on specific sectors can provide general insights into business trends and shifts in practices. Given that the consulting industry is granted inside access to so many companies, and that large consultancies such as McKinsey reportedly spend $100 million annually on research,53 it would be astounding if there wasn’t some value created through them.

Indeed, many people working across business and government will have drawn on reports produced by MGI or other research arms in their work. But this is also precisely why the analysis conducted by management consultancies and published in their reports and ‘thought leadership’ pieces should not be taken at face value: they are powerful marketing tools for promoting a consultancy as a pioneer in a particular area, and can increase demand for a consultancy’s services by projecting confidence.

Individuals working to develop a company’s strategy for integrating artificial intelligence (AI) into manufacturing processes, for example, will be able to find countless free reports from the big consultancies, many of which will be available via simple Google searches for related terms. Later, if the company opts to outsource its AI strategy development, or aspects of it, those employees are more likely to remember that PwC or Bain & Company or Accenture had produced interesting reports in this area, and so should be considered during the tender process. The consultants that researched and wrote the report are unlikely to be those deployed to fulfil a contract on the ground. McKinsey was successful in securing contracts within a particular global climate policy area because it had ‘cultivated a reputation for “thought leadership” through its journal The McKinsey Quarterly and, subsequently, through the McKinsey Global Institute which published freely available reports on a variety of issues’.54 Lobbying organizations similarly produce quasi-academic reports that they distribute to politicians, not necessarily to directly influence a law or public policy that is in development, but to be thought of as an important stakeholder in that policy area. Later, it is hoped the politician will turn to that lobbyist for advice should the need arise. Reports produced by consultancies are no different.

Rubber stamping

But is it always the contracting manager in the client organization that needs convincing of the value that the consulting industry promises to create? There is often another actor involved. Sometimes, the contracting manager harnesses the Big Con ‘as an instrument to further their own objectives by involving consultants in the micro-political games’55 of their own organization. In other words, consultants are contracted because doing so can help to legitimate the contracting manager’s decisions or improve their standing within an organization. As one former consultant put it:


Often, c-suiters – the people making the decisions at the top of organizations – have already made up their mind, but they really need an external independent arbiter to validate their position or make the case on their behalf. They can then go to the board and say, ‘Oh, Deloitte or McKinsey or EY said we should do this.’ It’s the consultancy credibility stamp of approval. And for me, I saw that on so many of my projects.56



In this way, invoking the large consultancies – and the structural power of the consulting industry that they foster – becomes a means of securing internal influence within an organization. Consultants become ‘agents of agents, and consultants’ dominance vis-à-vis members of the client organisation as an extension of … managers’ hierarchical’ – or political – ‘power’.57

This dynamic can also play out in a client’s relations with other actors beyond the walls of its organization. From the late 1980s, with the rise of shareholder value-maximizing forms of corporate governance, ‘corporate boards hired management consultants to defend themselves against potential claims that corporate officers had failed to act with due diligence in their oversight of company policy … consultants, in practice, became the independent outsiders who endorsed the “internal” board’s previous decisions’.58 Consultancies became a tool for protection against the new risks their clients faced. And at the same time, many also adopted business models to ensure they would maintain the ability to extract these growing Big Con rents without taking on the risks of failure either.
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6. Evading the Risks, Reaping the Rewards: The Business Model


Initially, all the Partners were like: ‘This will be terrible for our clients’, especially for financial services clients. But even within six months after the referendum, they were licking their lips at the business opportunities.

Former Big Four Senior Consultant on Brexit1



Few votes in recent memory have divided a country in the way Brexit divided the UK. On 23 June 2016, citizens took to the polls with a binary choice to either remain within the European Union’s single market and its political structures or withdraw from them completely. In the end, 51.9 per cent of the population voted ‘Leave’, and 48.1 per cent voted ‘Remain’. It very quickly transpired that despite the rhetoric of a ‘simple in or out choice’,2 leaving the EU would be anything but straightforward. It was an unprecedented and inherently uncertain endeavour. In a world where politicians wanted the UK to remain part of the global trading system, continue to foster scientific collaborations between universities and laboratories in Europe, and cooperate with geographic neighbours on present and future cross-border challenges, such as the climate crisis and the COVID-19 pandemic, there was plenty that needed to be resolved.

From the outset large consultancies viewed the complexity of Brexit as a fresh opportunity for expansion – a new wave they could ride. Companies began investing heavily in Brexit divisions. The Big Three and the Big Four positioned themselves as experts that could assist government bodies and businesses with their withdrawal responses, promising to reduce the uncertainty that many feared. McKinsey published a series of reports for businesses on issues including supply chain management, talent recruitment, UK exports and digital services, encouraging potential clients to look at ‘the bigger picture’.3 Boston Consulting Group followed suit, with Brexit-related publications targeting some of the biggest spenders on consulting services – the pharmaceutical industry, aerospace and defence, and financial services.4 Deloitte established a Global Brexit Hub, made up of ‘Brexit subject matter specialists’ based around the world, from Malta to Brazil.5 PwC developed a proprietary ‘Brexit Customs and Trade Impact Assessment’ tool that purported to model the impact of Brexit on businesses’ global and EU supply chains.6 The company also launched a dedicated digital platform where clients could access ready-made insights, as well as a podcast series called ‘Beyond Brexit’.7

These efforts would prove fruitful. Some companies, such as Oliver Wyman and Capita, initially warned of lower profits and revenue growth in the wake of Brexit, but in general Brexit transpired to be very lucrative for the consulting industry. In 2016, the UK consulting market grew by 7.5 per cent to £7.3 billion – four times faster than the UK economy. In one survey of companies that contract consultants, ‘24 per cent said they were increasing their use of advisers in response to Brexit, and 82 per cent said they expected to call on the so-called “Big Four”’.8 One senior management consultant was quoted in the Financial Times in March 2017 as saying, ‘We expect the impact to be positive to us, assuming Brexit doesn’t come off the rails completely.’9 The following year, total fees across the consulting industry in the UK rose again by 7 per cent to £10.6 billion, ‘as companies and government departments sought help with their Brexit planning’.10

The contracts that consultancies secured with businesses were wide-ranging – as the reports described above indicate. These were areas and industries where consultancies saw most potential for new contracts. In the public sector, Brexit-related tenders for consultancies mushroomed. Between 2017 and 2020, government annual spending on consultants soared to £450 million, with growth related in large part to Brexit. Profligate departments included the Home Office, which increased consultancy spending by 788 per cent during this time, with a number of contracts dealing with issues of security, immigration and border preparations for leaving the EU.11 In 2019, the government announced a further round of Brexit-related contracts totalling almost £160 million. Some of these related specifically to planning in the case of a ‘No Deal’ scenario, in which the UK government would fail to reach an agreement with the EU regarding the terms of its withdrawal.

According to a report by the government’s National Audit Office (NAO), consultants had been brought in not just to provide ‘expert’ advice, but also as a source of additional capacity, ‘where the time available has constrained departments’ ability to recruit or train civil servants to carry out that work’.12 The examples of contracts included in the NAO’s report suggest consultants were central to developments across a wide range of policy areas related to Brexit. The Department for Environment, Food & Rural Affairs contracted Boston Consulting Group in 2018 to ‘review the scope, prioritisation and accountabilities of its EU Exit Programme’. The Department of Health and Social Care brought in Deloitte to ‘provide programme management support for its work ensuring the supply of medical devices in case the UK leaves the EU without a deal’. PwC was recruited by the Home Office from August 2018 ‘to design and deliver communications about the EU Exit settlement scheme for EU nationals living in the UK’. From analysis to communications and project management, across policy areas including agriculture, healthcare and transport, consultancies had found their way to the heart of Brexit. More accurately, six consultancies were central to the UK government’s withdrawal from the European Union: Deloitte, PA Consulting, PwC, EY, Bain & Company and Boston Consulting Group received 96 per cent of the value of the contracts.13 If history is anything to go by, the contracts secured by large consultancies in particular are also likely to turn into more contracts in the future; the UK’s legislative, financial and trade relationship with the European Union will continue to bring challenges, for which managers will look to the consultants they have previously worked with – and which now have a claim on ‘EU Exit advice’ – for support.

And crucially, across all these contracts – in both the public and private sector – the rewards that consultancies have reaped in no way reflected the risks of their advice being flawed or otherwise harming the economy. The risks were borne overwhelmingly by the public sector and businesses – with residents of the UK ultimately liable to suffer the consequences of the economy or parts of it tanking, or communication being wrong, or new agreements with the EU undermining a broader democratic mandate, or the consultants not delivering whatever they were supposed to.

Consulting risk

The specific terms of public sector consulting contracts tend to remain under wraps, protected by confidentiality clauses. Since the advent of large-scale contracts in governments including the UK, there have nonetheless been efforts to ensure the private sector contractor becomes responsible if it fails to fulfil a contract. For example, in addition to demonstrating that a PFI contract provides value for money, contracting departments from the 1990s have also been mandated to ensure the private sector genuinely assumes some risk.14 Legally, there are also some clear instances where contracts must ensure that consultancies bear the risk of failure, such as if qualifications to perform have been misrepresented fraudulently.15 Unlike in accounting, however, consulting practices and contracts are not tightly regulated. Auditing firms and individuals can be sanctioned by regulators for failing to meet the standards required for an audit, but this is not the case in consulting.

Some risks are easy to identify and account for in consulting contracts. In the case of public services outsourcing, for example, a firm can be made liable to pay a penalty for failing to provide a service for a period within the agreed contract term. But often, the risks of outsourcing are impossible to identify in advance. In PFI contracts for construction, which stipulate clear outputs, such as a hospital building or a bridge, many risks are not known; the collapse of Carillion, which was under many PFI contracts, attests to this. In its role as an advisor on PFI projects, KPMG once described how the ‘extent of risk description is … limited by the imagination of the parties involved’.16

Even when the nature of the risks is anticipated in a contract, quantifying the costs to the client of them coming to fruition represents a further challenge. A government department may identify the risk that a contractor fails to procure the materials to build a new hospital wing and ensure that they are liable for this in the contract. But they may not accurately quantify the financial costs of this correctly in advance, meaning the contractor does not end up paying the full additional costs of sourcing the materials from elsewhere. And what about the social and political costs of this failure? Patients in need of the new facilities may be harmed and will certainly not look fondly on construction delays and extra costs. In large or complex tenders, such as in prime contracting and PFI, where the potential costs of risks are very high, often the public sector ends up assuming them, as this is the only way to incentivize consultancies to bid on them in the first place.17 We saw this in the example of HealthCare.gov.

In the case of many consulting contracts, these issues become even more complicated owing to the ambiguous nature of the contracted services. Contracts for advice or policy analysis, for example, may stipulate outputs in the form of recommendations or a report, but clients often know very little about the means the consulting team will use to provide such services; their knowledge, methods and data are, after all, what’s on offer. Clients therefore cannot know how likely it is that the dataset the consultancy is drawing on contains flaws, or that the consultants working directly on the project do not possess the expertise their firm’s bid promised. They don’t have access to that information. This differs from contracts for the general procurement of specific goods that have already been produced, such as office equipment or software.

Perhaps most importantly, much as the true value of consulting is often very difficult to ascertain, the qualitative and interactive nature of consultants’ relationships with clients can make it challenging for clients to convincingly pinpoint blame when something goes wrong. Consultants are often embedded within or work with teams employed by the organization and take direction from a senior manager. If a strategy that has been designed by a consultancy does not yield greater profits as promised, the manager might point the finger at the consultancy, but the consultancy might equally point to problems with the instruction it received, the behaviour of other employees, or changes in the market outside their control. There is no higher authority in consulting who can judge definitively who is to blame.

This skewed risk-reward relationship is at the heart of the consulting industry’s business model. The rewards reaped – the rents – usually far exceed the financial risks of taking on the contract or the costs of creating an impression of value. Unlike Arthur Andersen twenty years ago, large consultancies today can survive knocks to their reputations in the wake of public scandals with the help of their extensive resources, employing savvy legal and PR teams to respond to newspaper exposés and government inquiries. Because consultancies generally do not bear the costs of contract risk – and can withstand reputational risk – there is a conflict between the need to act first and foremost in the client’s interest and the need to ensure the profitability and growth of consulting contracts. The absence of an incentive to guard against risk because an individual or organization will not be affected by its consequences is known in economics as a ‘moral hazard’.18 In other words, consulting has proven to be a very promising vehicle for rent extraction not just because the value of contracts is often high, but because the risks consultancies assume relative to the potential rewards are low.

With its inherent uncertainty, lack of precedence and depleted existing capacity in the public sector, Brexit was the perfect storm for companies to extract extraordinary rewards while the risks of failure remained with the public sector, businesses and citizens.

The art of limited liability

In the history of capitalism, some business models have helped to ensure that those responsible for advising or acting on behalf of clients are financially responsible for the costs of their decisions. In fact, that approach to corporate governance pre-dates the modern stock exchange by a few hundred years to fourteenth-century Renaissance Florence, with the emergence of partnership-based companies.19 Twelve of the fifty largest companies globally by consulting revenue in 2021 are registered as a form of partnership, including the Big Three and the Big Four, and other large firms such as Grant Thornton, Kearney and Arthur D. Little. In legal terms, a partnership is a company established by at least two people who agree to manage the organization together and share its profits and losses. Outside of the professional services industries, partnership forms of corporate governance have become very uncommon in business. This is particularly the case in sectors that require (or at some point have required) significant capital for investment, such as in IT or manufacturing, which have used equity as a source of funding. All the biggest IT consultancies are in fact publicly traded.

Almost all consultancies that have retained a form of partnership model have their roots in accounting or law. This is because historically, professional services firms were constrained by regulation from trading as public companies, owing to concerns about conflict of interest for their clients. They were mandated to be partnerships, because in this model, Partners were personally liable for any losses incurred by the firm; regulatory bodies viewed incorporation as risking the subordination of clients’ interests to the commercial interests of others outside the firm.20 Partners directly bore the risk of company failure – and investor losses – resulting from poor advice to clients, given as the Partners’ other interests were pursued. Partners’ salaries were tied to the value of the company, and salary increases linked to growth were also viewed as justified because Partners personally assumed the risk of failure.

In recent decades, however, the rules governing both these professions have been relaxed in many jurisdictions, and it is now possible to have a partnership that limits the liability of Partners, meaning their personal assets are not affected if the company becomes insolvent. In accounting, individuals can be fined by regulators, but in legal terms, Partners no longer bear the risks of company failure. Both the UK and US branches of PwC operate as a limited liability partnership (LLP), for example, and each have hundreds of Partners, as well as thousands of junior staff, who do not have the same stake in the company. Some companies that began as partnerships have continued to mimic the hierarchical structure of partnerships, even though they are technically private companies that have distributed shares to senior employees.

Consultancies large and small can also be wholly owned subsidiaries of larger companies, though some formal control by senior staff and performance-based pay are often retained in these circumstances. Oliver Wyman, for example, is a subsidiary of the professional services giant Marsh McLennan. Thirty-three of the top fifty global companies by consulting revenue in 2021 are private corporations, with nine of them being subsidiaries of conglomerate firms, including other management consultancies and asset management firms.21

Across the seventeen publicly traded consultancies in this group, the two largest asset management funds globally – BlackRock and Vanguard – hold around 13 percent of the total shares, reflecting the rise of what one academic has termed ‘asset manager capitalism’.22

Shareholder value in public firms

In publicly traded consultancies, the compensation of executives is also tied in part to the growth of the company – in the form of stock awards, incentivizing behaviour to grow the rewards even as the individual and the firm take on limited risk. The theory behind giving executives stock-based compensation dates back to the 1980s, when some management theorists began to argue that a manager was more likely to make decisions that would increase the profits of the company if they themselves would directly suffer the consequences of poor performance, and would directly benefit from its growth.23 This was part of ‘agency theory’, which assumes humans act primarily in their own economic interest and so require particular incentives to ensure the broader economic interests of the company or its owners are prioritized in their actions. By this time, external shareholders had become central to the financial structure of many companies, and the view that maximizing value for shareholders was the most effective driver of company growth had become prominent. According to the economist William Lazonick, this view is based on an assumption that ‘of all participants in the business corporation, shareholders are the only economic actors who make productive contributions without a guaranteed return’.24 In other words, it assumes that in a publicly traded company, it is the shareholders that take on the most risk because they have invested in the company by holding stock, and therefore have the greatest claim on the rewards – the profit, if and when it occurs.25 Agency theorists argued that the relationship between corporate managers and shareholders was ‘fraught with conflicting interests’ because ‘payouts to shareholders reduce the resources under managers’ control, thereby reducing managers’ power’.26 To minimize agency risks (i.e. the misalignment of shareholder and manager interests) managers should receive part of their compensation in the form of stock awards.

Agency theorists understood that this would mean profit objectives would more often trump other interests, such as moral concerns of those employed as executives. In other words, they understood that the potential for increased financial rewards could shape the behaviour of employees in ways that benefitted the company’s bottom line. Nonetheless, their view that these increased rewards (i.e. stock-based compensation) were justified because these actors also took on increased risk was based on a very narrow view of what constitutes ‘risk’ in the first place. In business and government, employees ‘bear risk when they exert effort … with a view to sharing in the future gains’ – whether those gains are economic or social value.27 The collective exertion of effort by individual workers is at the heart of value creation in any organization.

There are many actors and individuals involved in contracts with management consultancies that could be viewed as taking on far greater risk than losing share value-based rewards. In government contracts, citizens bear the risk of a consulting firm failing to deliver what it promised. In businesses, a company’s employees bear the risk that the advice given by a consulting team results in restructuring and layoffs. Those employed directly or subcontracted by outsourcing consultancies bear the greatest risk internally of the company failing owing to the risky behaviour of executives – their contract is usually their only source of income, and losing it could jeopardize the ability to pay their mortgage or rent, for instance. These are just some examples, but they show that the agency theorists’ assumptions about who takes on the greatest risks are shaky.

The performance of some outsourcing consultancies during the COVID-19 pandemic highlights these flaws. By the autumn of 2020, for example, Serco had emerged as one of the biggest winners of contracts for governments’ responses to the pandemic. One of its deals with the UK Department of Health and Social Care was estimated then to be worth up to £410 million. Some people working for Serco to deliver COVID-19 contracts were employed in call centres on a short-term basis for low wages. Others worked in testing roles that brought them into close contact with people who were potentially infected with the virus. These employees risked their livelihoods and health. Citizens bore the huge public health risk of Serco failing to help successfully provide a functioning contact-tracing service, which at the time was at the heart of the government’s COVID-19 prevention response. Ultimately, they also bore the financial risk of it failing; Serco’s contracts were paid using public money. These possible failures did all, to varying extents, come to pass. The rewards for Serco shareholders were nonetheless unaffected; in fact, they increased significantly. In October 2020, as towns and cities across Europe and North America prepared for renewed lockdown restrictions, shares in the company soared by 18 per cent after it announced profits vastly greater than forecast earlier in the year.

As agency theorists recognized only too well, being a Director or Partner in a company does not just create opportunities for wealth accumulation via stock-based or other company performance-based compensation. By having these positions, individuals are given greater control over the strategic decisions of the company. Which brings us back to why we should not take for granted the functional view that consultancies create value for clients. In no other area of business do we overlook the risks of such a ‘moral hazard’ between individual consultants and their clients quite so much as in the consulting industry.

Imagine a rapidly expanding fresh local produce company that wants to improve the IT infrastructure it relies on in its operations. The IT infrastructure is critical to the company – it’s how it manages the logistics of collection and delivery, working to very tight time frames to prevent the food going off before it reaches customers. So far, the executives have employed several tech-savvy staff to develop and manage the systems that other operational employees use. Those systems have worked well, beyond a few glitches here and there. But the company’s directors want to take things to the next level and start offering local produce to a wider range of customers via a new digital platform. So, they open a tender for a contract for advice on the company’s IT strategy. The successful firm – a large multinational consultancy, well known for its IT services – sends in a team of five people, led by a ‘Senior Executive’. Because the IT infrastructure is central to the food company’s operations, most of the consulting team believe that the best thing for the company and its customers would be to expand the in-house department of software developers and IT managers, and occasionally draw on external specialists for specific ad hoc needs. But they also know that the consultancy that they work for has an annual goal to increase its revenue in IT services. If they succeed in convincing the food company to outsource its IT to their consultancy – i.e. cross-selling – not only will it contribute to the growth of the Senior Executive’s stock-based compensation for the year, but the junior consultants will be commended for their skills, perhaps even in the form of a bonus and certainly at their end-of-year appraisal. The food produce company executives are none the wiser – after all, they only brought in the consultancy because they didn’t feel competent evolving their IT services without external advice. In this instance, everyone benefits from the ability to extract greater rents, even if this approach does not create value for the company and may actually be riskier than opting for an in-house solution. The desire to secure additional rewards through new contracts wins out over the exchange of honest advice and expertise – exactly what we’re told is the raison d’être of the consulting industry.

Risk shifts after acquisitions

It is often assumed that smaller or ‘boutique’ consultancies are more likely to behave in the interest of the client and create value. For boutique firms, which secure far fewer contracts and do not have the resources of large companies, convincing a potential client of their ability to create value is more likely to depend on the (perceived) success of previous contracts and the actual capabilities of consultants within the firm. Many small consultancies do inculcate specialist expertise, such as, for example, consultancies that have been established by individuals who have years or decades of experience working within a niche field in a particular industry, policy area or geographical location.28 Many are also set up by individuals with highly specialist skills. In these instances, the small consultancy’s expertise can be a valuable source of learning for a contracting organization. Indeed, there are many such firms that claim their business objective is to help other organizations to learn and ensure they do not require help in the same area in the future.

This expertise nonetheless cannot be taken for granted. ‘Consultant’ is not a protected profession and there is no universal accreditation for individuals who use the title. This means that, technically, anyone can set up a business and call themselves a consultant, even if they have no or only limited experience working in the area in which they are trying to sell advice. Of course, someone who has no experience in an area is unlikely to find success – and someone who out-and-out lies or exaggerates their professional background may find themselves accused of fraud. In the case of small consultancies established by individuals who have had long careers in a particular field, those consultants may be a legitimate source of ‘sector knowledge’ in the beginning, but as technologies, practices and knowledge in the field change, the firm’s capabilities may not keep pace. Capabilities are always specific, to a degree, and they evolve over time. Expertise has a half-life. The value proposition of firms run by people with extensive, on-the-ground experience may not hold up in the long run.

As with large firms, boutique consultancies do not necessarily need to create value to be hired again in future. Ultimately, the consultants only need to ensure that the client perceives that value has been created. Satisfying clients may well entail the sharing of actual expertise or knowledge, but it may also involve simply instilling confidence in the value of what has been created. Regardless of size, all consultancies must secure contracts in the future, whether from current clients or others in the sector. A boutique consultancy specializing in UK National Health Service operational delivery depends on organizations within the health system continuing to need it as a source of expertise or capacity. A consultancy offering digitalization strategy or system integration management services requires that those functions remain outsourced. In the end, the consulting organization – and by extension, the consultant – must give the impression its services are necessary and valuable. This imperative exists within both for-profit companies and non-profit organizations. Non-profit organizations are, of course, unable to make a profit, but many have an incentive to remain in business all the same. Without contracts, there are no salaries.

For small firms with limited resources, the reputational risk of failing to fulfil a contract can nonetheless be fatal, perhaps incentivizing genuinely value-creating activity. At the same time, however, there is evidence that large consulting firms have been acquiring smaller firms at a growing rate in recent years, as they seek to consolidate a share of the market in particular geographical regions or for new technical skills and emerging sectors. Companies that McKinsey, Boston Consulting Group and Bain & Company acquired between 2013 and 2021 included a raft of consulting firms operating across data analytics, design and digital marketing, and cultural transformation. Among the acquisitions were BCG’s purchase of ‘human-centred design’ agency AllofUs in 2019; McKinsey’s purchase of the Belgian risk analytics firm Risk Dynamics in 2016; and Bain & Company’s purchase of the Scandinavian boutique strategy consultancy Qvartz in 2020.29

Following an acquisition, the risks – as well as the rewards – that the acquired company assumes in contracts become shared with the parent company. This is a key reason why many small firms with genuine capabilities across different fields of innovation, such as biotechs in drug development or start-ups in digital technology, agree to acquisition in the first place; it transfers the risk of failure away from them, while often also enabling them to scale up production of their good or service.

But what if the parent company – in our case, a large consultancy – is also able to evade risks relative to the rewards they reap? In the end, who assumes the risks of consulting industry failures? What are the costs of those failures – for economic development, democracy and the planet?
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7. Infantilizing Organizations: When Learning Is Undermined Across Government and Business

Sweden was one of the first countries in the world to introduce a national pension scheme. In 1913, at 5.6 million people, the population was a little over half of what it is today. Most of them would never reach retirement age, which was set at sixty-seven; average life expectancy at birth was 54.5 years for men and fifty-seven years for women.1 As the country evolved its welfare state throughout the twentieth century, the number of older people requiring a pension and more extensive health and social care remained low. In 1970, just 127 Swedes were aged over 100. In 2022, there are some estimates that around half of those born in advanced economies like Sweden can expect to live for a century.2 All the while, although Sweden no longer has a formal retirement age, for most people the norm is sixty-five.

The fact that in many parts of the world people are living longer than ever before is a testament to astounding progress in medicine, healthcare systems, education and social services during the twentieth century. But it also poses challenges for the ways of life that we have become used to – and the welfare state models we continue to rely on. This is particularly true in northern Europe and North America, where state and private sector-based structures of care for the elderly are favoured over traditional family ones. In such societies, the more people who reach old age, the more resources are needed to support the population, as demand for pensions and health and social care increases. But in most countries the resources to support these growing needs has not kept pace, and the welfare state model is under pressure.3

One statistic that is often used to demonstrate the challenge of ageing populations is the Old-Age Dependency Ratio (OADR). It describes the relationship between the number of people who are ‘economically active’ and the number who are not, and is usually calculated by dividing the total number of people aged under twenty plus those aged over sixty-five or more by the sum of the population aged between twenty and sixty-four. It is a far from perfect metric, not least because it assumes that everyone in the latter age group is employed and paying taxes, ignores tax income derived through other means, such as wealth tax, and overlooks the role of monetary policy in public spending. But it can nonetheless give an indication of the scale of demographic change within a country.

In Sweden, the OADR has steadily climbed since the early 2000s, with some estimates suggesting that due to the ageing population it is expected to rise to 0.92 by 2060. In other words, there will be almost as many people of working age as there are out of work. Compounding Sweden’s growing older population is the declining fertility rate in the country. In 2030, the number of people aged over sixty-five is anticipated to exceed the number aged under nineteen, which would be unprecedented.4

The demographic changes under way around the world as populations not only age but also become more urbanized require us to radically rethink how we provide care. It means ensuring we are constantly able to improve health systems by innovating technologies and defining what are the most effective ways to ensure everyone can access a good quality of life. In some cases, it means overhauling existing infrastructures and processes entirely.

In 2008, Sweden’s Stockholm County Assembly did just that, choosing to completely reimagine the region’s largest hospital. Setting the mission of creating a hospital explicitly ‘to meet future challenges for health delivery’, politicians across the party spectrum agreed to rebuild most of the Karolinska University Hospital, which had been established at the dawn of the country’s modern welfare state in 1940. The new hospital, Nya Karolinska Solna (NKS), would develop and implement ground-breaking medical technologies, all in a building designed to minimize the risks of infection, harness the benefits of natural light and materials, and foster interdisciplinary research across departments. Public art, understood as key to patients’ holistic well-being and recovery, would adorn the hospital’s walls. Acutely aware of the environmental costs of hospital care, Stockholm County Assembly also aimed for NKS to become one of the most sustainable hospitals in the world, with most of its energy coming from renewable sources.

It is hard to overstate the boldness of this vision. But while there was consensus around the need to meet future healthcare demands in a radical way across party lines, from the outset there was also biting contestation about how to achieve that.

Throughout the 2000s, the Swedish public sector had been subject to widespread transformation, with welfare services increasingly decentralized to local authorities and outsourced to third-party providers. Legislative changes had meant that city and county councils were now permitted to hand over the management of hospitals and clinics to private actors.5 Taking inspiration from Third Way governments in the UK and Australia in particular, the leaders of Stockholm County Assembly proposed a public-private partnership model for building and managing the new hospital. They commissioned reports from Öhrlings PricewaterhouseCoopers (the Swedish branch of PwC) and Ernst & Young to explore the potential challenges of such an approach. Unsurprisingly, both consultancies concluded that private firms would not only offer the ‘highest possibility of value creation since it gives incentives to innovation and optimized investments and operating costs over the life cycle’ but also ‘decreased risk for running costs, since the risk mainly is transferred to the private partner’.6

Several contrasting studies had warned about the risks of soaring additional costs in using a PFI for such a complex and ambitious project: it would constitute one of the largest PPPs in the world to date. Many representatives in the Assembly opposed the plans, and the centre-right national government even reportedly attempted to stop the project going ahead, fearing the high long-term costs of private financing.7 There were also growing concerns about PFI stemming from the UK government’s experiences with hospital developments. By 2005, for example, a flagship PFI hospital development in west London had been abandoned with researchers describing how ‘it was simply too complicated for a health system in which … those responsible for purchasing care (along with other interested parties) have become hopelessly fragmented’.8 Costs had also soared. By 2008, it had been established that under PFIs, ‘hospital trusts’ annual payments to their private sector partners are higher than expected and are taking 11% of their budget. The additional cost of private over public finance for the first 12 hospitals is about £60M a year, which is 20–25% of the trusts’ income.’9

In the end, nonetheless, the final decision lay with the leaders of the Stockholm County Assembly, which followed the recommendations of the consultancies whose advice it had sought. One politician for the Assembly’s ruling centre-right Moderates party, Torbjörn Rosdahl, stated at the time: ‘We know to the single Crown what this will cost. There are no surprises for the taxpayers. We have full control, there are no secrets.’10

At first, there had been some ambition to improve on the PFI models that had been employed to build hospitals in other parts of the world. The planners wanted to ensure the future private partners of NKS could integrate technological innovation over the long term. The final contract that was drawn up, however, followed the ‘standard’ PFI in use across the UK’s National Health Service. The change of approach was owed in no small part to the lack of excitement about it from potential private sector partners; many Swedish companies in particular viewed the financial risks of the project as too high. By the end of the procurement process, the tender had just one bidder: Swedish Hospital Partners (SHP), a consortium of the Swedish construction group Skanska and the British investment fund Innisfree. In 2010, the first year of the project’s thirty-year contract, the partnership appeared strong. SHP secured financing from the European Investment Bank (EIB) worth €605 million, the Nordic Investment Bank worth €127 million, and several commercial banks. But soon more than a few questions surfaced regarding the project’s progress and financing, revealing costs not just in terms of budgets, but the health system’s capabilities.

Extortionate costs for likely failures

The financial costs alone were far beyond what anyone in government had anticipated. In 2015, research conducted by two Swedish journalists revealed that spending on building the hospital had skyrocketed. At the time of the inauguration, in May 2018, it had reached kr22.8 billion – twice as much as originally budgeted. By 2040, when the PFI contract underpinning the project ends, the hospital is anticipated to have cost the Swedish public budget as much as kr61.4 billion, or more than five times the original budget.11 The upfront costs of compensating SHP for ‘constantly searching for and delivering innovation, quality, and cost control’ alone were €30 million per year, despite little clarity about what this entailed.12

Before long, NKS had earned a reputation as the ‘most expensive hospital in the world’.13 As the true scale of the costs continued to come to light, the media and politicians demanded answers. In March 2018, the new Swedish finance minister called for a government investigation into reports of financial and operational challenges in the PPP, which concluded that key lines in the construction budget had been missed, including for critical equipment and services such as IT cables and lab and medical equipment.14

But there were two further, related – and by now familiar – reasons for the soaring costs. For one, although the consortium responsible for the project was formally made up of just two companies, many more had been contracted and subcontracted to deliver various aspects of it. In fact, according to one estimate, only 20 per cent of the total cost of the contract was delivered by SHP.

And on top of construction and vendor costs, spending on the project’s management had also spiralled, with the prime beneficiary being US consultancy Boston Consulting Group. BCG was contracted to deliver core elements of the hospital’s operations and strategy, including the implementation of a controversial management approach known as ‘value-based healthcare’. The strategy had been developed through a collaboration between BCG’s Swedish Managing Director and the American management scholar Michael Porter, whose theory of ‘value-based competition’ argues that healthcare systems should be reimbursed on the basis of patient health outcomes measured against the cost of delivering care. Based on the privatized healthcare model in the United States, this approach is premised on a narrow understanding of value in healthcare as cost-effectiveness,15 and has been used to justify greater involvement of private sector providers in health services. At NKS, value-based healthcare has been used to structure the hospital around different patient groups rather than the medical specialties of physicians, which entails specialists working across departments.16 The use of the approach at NKS has drawn extensive criticism. Researchers and journalists have raised concerns about the lack of evidence for it, questioning why such a large-scale hospital development was chosen as a ‘pilot project’.17 The implementation of the approach has been described in the British Medical Journal (BMJ) as ‘chaotic, prompting harsh criticism from medical staff, an IT breakdown, and a patient death during an emergency stop, as well as [creating] many logistical issues: a shortage of beds, a lack of changing and waiting rooms in healthcare facilities, and poorly designed wards’.18

Despite these issues, BCG was reported in the media as having billed the hospital kr257 million (£22 million) over six years.19 This is the equivalent of more than kr700,000 (£60,000) a month for each of the nine consultants employed – multiples more than public sector managers of similar rank and education are paid in Sweden. These controversial revelations in the spring of 2018 led to resignations of members of the hospital’s board, though the consultancy has not been found in breach of its contract. Before long, in September of that year, the hospital’s director, Melvin Samsom, had also stepped down. Although, according to the BMJ, Samsom stated at the time that ‘the time was right to move on now that the system he introduced was up and running’,20 his decision followed the hospital’s much-criticized choice to contract another consultancy, Nordic Interim AB, for management services between 2015 and 2018. The total value of those contracts reached kr133 million (£11.4 million), and even became the subject of an inquiry by the Swedish Competition Authority after it was revealed they had been awarded on a no-bid basis.21

In fact, consultancies have been involved in various aspects of NKS. They include the Scandinavian consultancy Ramboll, which states on its website:


Ramboll was involved in the [NKS] project from an early stage, initially in preliminary studies into the possibility of building a new hospital and subsequently in the preparation of tender documents and in reviewing the documents received. Ramboll was commissioned by Skanska Healthcare, responsible for the design and the building process for the New Karolinska Solna, to carry out project planning of the building structures. Ramboll had the design responsibility for the entire hospital building and the research building, as well as for 8 radiation therapy rooms – just over 75% of the project’s total building structures.22



This statement epitomizes how much the NKS partnership was relying on private consultants to deliver the project. But this approach had huge financial implications. In 2019, the BMJ reported that around 250 doctors and 350 nurses at the hospital had been warned they could lose their jobs because of an unanticipated deficit of kr1.6 billion in the hospital’s finances for the year.23 The bloated cost of outsourcing the hospital’s development and parts of its management, which the consulting industry both advocated and benefitted from, ultimately jeopardized the jobs of the medical experts who would actually create value in the hospital. In 2018, Stockholm County Assembly’s leader of the opposition, Aida Hadžialić, did not mince her words when she criticized how NKS had been handled: ‘This choice was the expression of a political will, based on the idea that privatisation had inevitably positive effects and which led to the construction of one of the most expensive buildings in the world.’ A group of Scandinavian management academics was similarly damning, calling the ambition to harness the competition dynamics of the private sector ‘magic wishful thinking’. They also emphasized that in leaning on the consulting industry to the extent that the Assembly and consortium had, the ‘experience and competence from researchers and independent experts were not utilised’.24

This second point hints at a consequence of contracting consultancies far greater than the cost to short-term cash flows alone. Not only is outsourcing at scale and scope to consultancies often far costlier than alternatives, it can also potentially waste the specialized skills and expertise that already exist within the organization and its ecosystem – in the heads of, for example, medical researchers and nurses in the case of NKS. Crucially, doing so can also prevent those people – and their organizations – from learning and improving their skills.

How do organizations learn?

The use of consultants to develop or deliver a core function – as opposed to drawing on the insights of experts – assumes that capabilities can be conjured up at will,25 and that knowledge can simply be purchased, as though off the shelf. It assumes learning in the contracting organization is not an incremental and collective process, but a transaction.

This transactional mentality is at odds with extensive research about the importance of the internal dynamics of the (contracting) organization in learning. Research shows that learning in organizations builds on existing knowledge (the collective competences, skills and capabilities of employees) and resources – the sum of which can be understood as the organization’s capacity.26 The knowledge that is built on may be ‘explicit’ and easily measurable – for example, it could include statistics held on databases and information in internal knowledge management systems. But it is also often ‘tacit’ – know-how that employees build up over time, which is harder to quantify or capture concretely.27 This is particularly true in labour-intensive services. In the public sector, owing largely to the long shadow of NPM narratives which did not value experiences derived from long civil service careers, this tacit knowledge is often overlooked as constituting an important resource in learning. The total cumulative knowledge that exists within an organization is often referred to as ‘institutional memory’.

Learning, according to these perspectives, involves modifying, reorienting or restructuring existing knowledge and resources for new challenges. Organizations that can evolve can be described as having ‘dynamic’28 or ‘learning capabilities’.29 In this view of learning, other actors in society are also important; interactions with other value-creating individuals and organizations are critical.

In democratic governments, public sector organizations are expected to be able to adapt in response to changing political demands and societal needs. In-house knowledge and resources are therefore not merely a means for achieving current political objectives; they can also be the building blocks of knowledge and resources for use in the future. The COVID-19 pandemic demonstrated this perfectly. A policy report that one of us recently co-authored found that ‘public sector capabilities to manage a crisis of this proportion are dependent on the cumulative investments that a state has made in its capacities to govern and manage’.30 There was no set recipe for preparing for the pandemic; but previous learning and the ability to reorient those capabilities and resources for the COVID-19 response were crucial. The report notes how, for example, in Kerala, India, ‘the institutional memory from the successful management of two major floods and an outbreak of a virus in 2018’ became the foundation for the pandemic response. Using this prior experience, health officials were able to ensure that ‘before its first recorded COVID case, 15 health districts in Kerala had set up control rooms to monitor the situation and coordinate responses, and two hospitals in each district were designated to treat the virus-infected patients’.31 Despite operating under a relatively constrained budget compared to countries in the Global North, as well as being a busy tourism hub and home to many of the country’s travelling skilled workers, the government’s early response succeeded in keeping infection and hospitalization numbers low. Meanwhile, in Rwanda, officials successfully repurposed health infrastructure developed to prevent Ebola from crossing the border from the Democratic Republic of the Congo and combatting HIV.32 In Vietnam, ‘the investments in long-term capacities in the form of public-health infrastructure and services (emergency operations centres and surveillance systems) made in response to SARS epidemics paid off’. The government was able to use the knowledge gleaned from these experiences to launch a successful ‘whole-of-society’ approach. Among other initiatives, this included leveraging public procurement and R&D funding ‘to engage both academia and the private sector in the production of low-cost testing kits’, and ‘temporarily repurposing garment production to mask production’.33 In each of these examples, having confronted previous challenges using internal resources and knowledge made governments better prepared for the crisis. The countries described in the report also drew on the expertise and capacity of other actors in society in their COVID-19 responses, from private health providers to intergovernmental bodies, such as the World Health Organization, and also citizen innovations developed at a grassroots level.

Learning from consultants?

The consulting industry does not exist on the scale and scope of today merely because it is an effective broker of knowledge. And where consultants do create knowledge, it may not be effectively shared with clients. One analysis of European governments’ uses of management consultancies suggested that the knowledge developed by consultancies when they receive a contract ‘is often not built up and kept internally within the public organizations, but rather to a large extent rests with the consulting firm’.34 In practice, consultancy contracts will stipulate the number and format of ‘deliverables’ that the client will receive, such as reports on key analytical findings, training workshops or a strategic plan. But the knowledge that is built through the process of developing those deliverables – for example, interview transcripts and statistical data – is not shared. The tacit knowledge that consultants develop remains with them.

Contracting organizations can aim to absorb knowledge from the organizations they contract, but as the research on ‘absorptive capacity’35 suggests, this form of learning is unfeasible without core management and coordination capabilities. The concept of absorptive capacity was first introduced to describe ‘the ability of a firm to recognize the value of new, external information, assimilate it, and apply it to commercial ends’ that is at the heart of innovation processes.36 It has since been developed for understanding learning processes in public services and government more widely.37 Whether in the public or private sector, organizations with absorptive capacity have the managerial and coordination capabilities for understanding in the first place what is a source of valuable external knowledge, and then ensuring it becomes ‘appropriated’38 – and embedded in broader learning processes. Without them, the capacity for building ‘institutional memory’ is lost and external knowledge is quickly forgotten.39 Absorptive capacity is an important dimension of an organization’s dynamic capabilities, but it is no substitute for the broader foundational management and operational capacity necessary for an organization to grow and evolve. Management consulting firms in particular, which are often dependent on securing future contracts, may have an incentive to prevent clients from learning and becoming independent in such a way that would render the consultancy’s services obsolete.

Contracting to consultancies can also directly erode existing in-house knowledge and institutional memory:40 the less an organization does something, the less it knows how to do it. It is a self-fulfilling process. But the hollowing out of capabilities that occurs as a result does not just reduce the capacity of an organization to do something itself in the short term; it can have cumulative effects over the long term as well. If the Rwandan government had outsourced its Ebola prevention strategy on the Congolese border to a management consultancy, for example, it would not have developed the related knowledge and resources that became foundational to its COVID-19 response.

Beyond budgets: The consequences for future learning

The detrimental consequences for learning of outsourcing often do not become clear for many years. It is only in the 2020s, for example, that policymakers and researchers are identifying the costs of transferring responsibility for public sector IT to management consultants and other private actors, a change that has been taking place since the 1990s.

Many politicians view ‘back-office’ functions and administrative systems as areas that don’t necessarily need to be run by the government, and in fact work better in the hands of business. But IT and data are increasingly valuable, not to mention central to the day-to-day operations of government, and privatizing them has major implications. Public sectors rely on data to deliver services. Think about waste collection – another area of government that is, like IT, often characterized as mundane. Without data about citizens’ addresses, details about the logistics of bin collection vans and the ability to communicate times and dates of collections with citizens, waste would pile up in the street. Data is also at the heart of changes that occur in the public sector.41 Processes of waste collection may not have changed much over the past few decades, but many other public functions have needed to evolve in line with changing political demands, as well as demographic and environmental shifts. IT today is or should be a core activity of government.

The Danish government’s approach to public sector digitalization is a useful example. In Denmark, e-government went from playing ‘an almost hidden role within the realm of a visionary national Information Society strategy in the early 1990s … [to] in the 2000s become a policy field of its own’.42 Until late in the twentieth century, the private sector only played a very limited role in IT infrastructure and management, and the transfer of responsibility for IT to the private sector occurred relatively quickly. The Danish public sector was an early adopter of e-government reforms, meaning their consequences have emerged sooner than in other countries. The scale of digitalization reforms implemented in the past thirty years also reveals the negative consequences for public sector capacity.

Between 2002 and 2016, the Danish government – under leadership of various ideological hues – adopted several e-government and digitalization strategies that gradually transferred more and more of the public sector IT infrastructure and its management into the hands of consulting companies and other private actors.43 Privatization was not the primary objective of the strategies, but rather a consequence. The e-government strategies of the early 2000s cited the desire to improve services and make processes more efficient, as had been the goal of wider NPM and Third Way thinking across the Danish welfare state.44 Efficiency continued to be a key objective of the reforms throughout the 2000s, though it shifted from being framed as a way of ‘freeing up resources’45 to a means of salvaging the welfare state model in the wake of the financial crisis.46 Increasingly, during the decade following the financial crisis, the goals of improving processes and services through public sector digitalization were accompanied by a new motive: private sector growth. During this period, Denmark wielded the public sector assets and capabilities developed by its expansive public welfare programmes and regulation as resources for exploitation by the private sector in the pursuit of economic growth. This was true in the digitalization of both administration and service delivery.47

In 2017, the Danish government had to face up to the fact that the transfer of responsibility for its public sector IT to external consultants and private suppliers had adversely affected its ability to govern according to political changes. One government report noted that:


Several state authorities are today unable to build the important bridge between IT and core functions, and to enter into good and value-creating collaborations with the private IT market … Several authorities are unable to manage IT systems efficiently and responsibly, and … they do not have the necessary control over IT projects.48



According to one public manager, some agencies had become dependent on contractors, because ‘all the knowledge and know-how and documentation … are in the heads of a few employees at certain vendors’. This meant that ‘in some instances, we were actually in a situation that it was the IT systems that mandated how soon the changes the politicians wanted could be implemented, and not the other way around’.49 One such case involved a new EU taxation rule, which Denmark, as a member of the EU, had to implement. The Tax Agency struggled to implement the reform comprehensively, because it required critical changes to the IT infrastructure, which had been outsourced to IT consultancies and companies.50

The Danish public sector had lost the ability to keep its IT capabilities up to date. The ability to make changes was under the control of private sector contractors. This loss of knowledge means that public sector managers are often left with no choice but to go to an external contractor for support. Even Scandinavian governments with high fiscal capacity find themselves in this situation. The growing use of the consulting industry across the public sector is thus a fundamentally political issue, because contracting at scale and scope can constrain the options of future democratically elected politicians. Signing a contract with a private provider can take days, but rebuilding the capabilities that may be lost in the process is never so quick – particularly in highly technical fields such as IT. A new government elected with a five-year term may have a democratic mandate to bring historically outsourced services and other contracts back into public hands, but it will be challenging, gradual and expensive to achieve this goal within that time frame, particularly if the previous government outsourced at scale.

Capture by brochuremanship

A loss of knowledge can also undermine the state’s capacity to govern relationships with the private sector, whether through regulation, procurement or other forms of partnership.

Throughout the history of capitalism, governments have needed to maintain deep knowledge about developments in markets and specific companies. A skilled government workforce needs to be able to analyse changes both to ensure corporate laws are abided by and to amend or improve those laws where necessary. Engaging with markets has always been important in their regulation for the simple reason that businesses are a key source of information about sector- and economy-wide trends. But with the growth of consulting since the 1980s, many critical areas of regulation have become characterized not as a learning relationship – in which public sector analysts turn to markets for insights that will help them to make appropriate regulatory decisions – but instead by the outsourcing of the development of these rules to the market actors who will be affected by them.

The decision to outsource regulation to consultancies and other corporate actors may be a political effort to limit the influence of the state on markets. But it is also often a question of capacity. Regulatory bodies simply may no longer have the expertise that they need to develop appropriate rules. This is not solely owed to the gradual hollowing out of competence by outsourcing decisions; the challenge of attracting talented economists to work for the public sector when salaries are no match for corporate roles is also frequently cited as an important factor, for example. But the more that responsibility for delivering core functions is privatized, the harder it is for the government to ensure in-house regulatory skills are up to date and improving. This ‘internal logic of privatization … seriously undermines both the constraining power of public rules and the ability of states to exercise their adjudicatory authority through courts’.51

That incremental loss of up-to-date knowledge also affects public bodies’ ability to negotiate suitable terms for new contracts with consultancies and other providers. Again, this is particularly the case in highly technical areas of public services, such as environmental monitoring, finance and digital technologies. This became apparent in the United Kingdom in the aftermath of the Blair/Brown years, during the period of the new Coalition government’s policy to slash spending on consultants. In one instance, a major rail franchise tender was withdrawn because the Department for Transport lacked the in-house contracting skills needed to run the contract competition. The department had grown used to outsourcing the task of tendering to external consultants, and its inability to do so under the moratorium was paralysing: ‘Consultants had become essential to the workings of the public sector’.52

More recently, in 2018, the Danish public sector was confronted with the consequences of its loss of digital capabilities when a partnership with IBM collapsed entirely. Eighteen months earlier, the regional government body responsible for providing healthcare in the capital, Copenhagen, had entered into a five-year agreement with the IT consultancy to develop a strategy for artificial intelligence and the integration of IBM’s AI technology ‘Watson’ into the region’s hospital systems. IBM launched a year-long charm offensive with the region’s most senior officials and politicians before the agreement was signed and millions of kroner were handed over to the company. But then, in 2018, the deal folded, and all promises of new welfare technologies died with it, with a former official involved in the contract process subsequently describing how ‘it was very oversold what Watson could do. There is something of “the emperor’s new clothes” about it.’53 Had the regional government maintained greater capacity for digital innovation internally, project managers might have spotted shortcomings in IBM’s promises much easier and earlier, or at least been able to lean on the expertise of others within the organization for advice.54 Even in cases of procurement where ‘broad functional (e.g. performance) specifications form the basis for assessing success in meeting requirements, in contrast to the use of detailed technical specifications’, the public sector still needs to have ‘a deep understanding of both technological constraints and the application environment for the technology or product’.55

During the Apollo mission of the 1960s and early 1970s, NASA’s director of procurement, Ernest Brackett, recognized the importance of public sector capabilities in successful contracting and setting favourable terms of reference. He warned that if the agency stopped investing in these capabilities, for example by cutting R&D spending, it would no longer understand its own environment, not know who to collaborate with, or be unable to write the terms of reference for doing so. It would, in his words, be ‘captured by brochuremanship’.56 The absence of internal digital capabilities and expertise at the Danish regional government body made it susceptible to the Big Con.

‘Cronyism’ and incapacity

The inability of many governments to contract effectively became all too clear during the early months of the COVID-19 pandemic. In the UK, the extent to which contracting failures were the result of incapacity or evidence of the rise of corruption has been hotly debated in the media, and the subject of academic studies.

As reports that contracts for personal protective equipment (PPE) were being awarded via ‘VIP lanes’ came to light, ministers were accused of ‘cronyism’57 and the government of creating a ‘chumocracy’.58 A report by Transparency International UK found that one in five pandemic response contracts had ‘signs of possible corruption’, including twenty-four PPE contracts worth £1.6 billion and three testing contracts worth £536 million.59 In January 2022, the High Court ruled that the government’s use of ‘VIP lanes’ in the awarding of contracts to two firms during the pandemic was unlawful.60 In May 2020, a healthcare firm that employed the Conservative MP Owen Paterson as a paid consultant won a contract to produce COVID-19 testing kits, facing no competition.61 An investigation by the parliamentary standards commissioner later found Paterson had ‘repeatedly’ breached paid lobbying rules, advising that he be served with a thirty-day suspension.62 The report sparked a national debate, with Prime Minister Boris Johnson facing calls from across the government to ban all outside employment for MPs.63 The instances of potential ‘cronyism’ not only involved contracts with companies where an MP was employed, however. In one case that was broadcast on news channels around the world, the Health Secretary Matt Hancock was found to have been involved in the negotiation of a contract between the landlord of his local pub and the Department of Health and Social Care for the manufacture of test tubes. The contract was valued at £30 million – but the landlord’s company had no history of manufacturing medical equipment.64 The UK’s cottage industry of COVID-19 contract chancers transcended borders. In another case that wound up in the courts of Miami, a Florida-based jewellery designer with no experience in PPE supply chains established a company to sell hospital gloves and gowns to the NHS. He was awarded two government contracts worth more than £28 million by the Department of Health and Social Care.65 The Good Law Project, a campaign group led by prominent lawyers, has taken a number of similar cases to courts in England, including one where a PPE contract worth £108 million was awarded to a small pest control company that had net assets of £18,000.66

The political scientists Linda Weiss and Elizabeth Thurbon have argued that the UK case demonstrates failures in political agency as much as incapacity. They question the idea that outsourcing and privatization reforms have rendered states ‘incapable of preventing or mitigating the viral outbreak’. Through a comparative analysis of British and Australian governments’ responses to the pandemic, which have both implemented widespread outsourcing reforms since the 1980s, they argue that the agency of politicians has been critical for ‘offsetting’ the associated institutional weaknesses. Such differences in the political choices of the countries’ governments explain to a large extent why Australia was more successful in containing the pandemic than the UK.67

It is indisputable that political agency matters. But contrary to the assumptions of neoliberalism that civil servants use their positions primarily for personal gain – an idea that was reinforced with the adoption of Public Choice Theory-inspired reforms from the 1980s – governments are not inherently corrupt. There have always been individuals who seek to use political office for personal gain – and others whose initially benevolent ambitions become distorted once in power. Perhaps some political parties attract a greater than average share of such people. But the broader architecture of the state, beyond its elected politicians, must have checks and balances to prevent any one individual or self-serving group from capturing the economy. In a healthy democracy, the public sector and its administrative structures are simultaneously what enable elected politicians to realize their mandate, and what prevents these ‘cronies’ from subverting democracy to their own advantage by enforcing agreed-upon rules and obligations. The public sector’s ability to constrain corrupt or anti-democratic choices of politicians must also be understood as a dimension of state capacity. Thus, while there have been many clear instances of egregiously close ties and anti-competitive behaviour in the awarding of COVID-19 contracts, to characterize these processes purely in terms of ‘cronyism’ and corruption is myopic. The coup of ‘cronyism’ during the pandemic in the UK could not have happened without the hollowing out of internal contracting capacity. In better days, a minister who sought to provide favours for an old business partner or close friend would be met with administrators whose job it was to ensure procurement was a transparent and fair process. Those civil servants would have the capabilities and resources to ensure the public’s interest was upheld. The scale of ‘corrupt’ contracts in the UK and elsewhere during the pandemic suggests this is not the case today.

The weakness of the public sector also has implications for politics that, while less direct, may well reconfigure our societies. In recent years, political scientists and pundits alike have become acutely interested in the rise of what they term ‘populism’ and anti-elite sentiment. The election of Donald Trump as US President and the UK’s vote to leave the European Union are frequently cited as manifestations of such political trends. According to this view, populations have sought to overturn status quo ruling liberal institutions and reassert popular authority – or ‘take back control’, as the slogan of the official Vote Leave campaign went during the Brexit referendum. The overriding assumption in such analyses is that voters have been duped by fascistic politicians into voting for political reforms that are fundamentally against the interests of most people, and which make our societies more nativist, isolationist and authoritarian. Right-wing politicians have undeniably capitalized – and, to varying extents, exacerbated – feelings of frustration with existing modes of political decision-making. But the gradual loss of grounded and accountable expertise within many government organizations has also undermined them. In a world where zealots will use a popular sense of political alienation to their own advantage, limiting the demise of public sector capabilities, including through outsourcing to consultancies. Otherwise, governments and public bodies will not only become more reliant on market actors whose interests so often conflict with the public’s but also fan the flames of political disillusionment that has gripped societies around the world.

Skeletonizing business

In business organizations – as in the public sector – the collective and cumulative development of knowledge and resources are at the heart of a firm’s capacity to innovate products and respond to new customer and social demands.68

Outsourcing ‘can erode the firm’s potential for [existing] organizational learning and development of new technologies’.69 But the promotion of the consulting industry is also important for understanding the consequences for learning and the development of new capabilities in business. In fact, consultancies’ continuous marketing and subsequent introduction of new organization concepts as they ride the wave of a new market niche can itself disrupt learning in business by overturning existing structures.70 Commodified ‘solutions’ – a term used in the consulting industry to describe the frameworks, metrics and services on offer – can be influential branding and marketing tools in consulting; but in companies that adopt them, they can have the consequence that managers ‘flit from theory to theory’,71 failing to settle on one structure or strategy long enough to foster the development of capabilities before another is introduced. The cycle of adopting and then abandoning the consulting industry’s various solutions ‘may reinforce a persistent lack of knowledge accumulation within the system of knowledge supply’.72 Some researchers even view ‘forgetfulness’ as being at the heart of management consulting, whereby ‘the persistent introduction of new ideas … permits the repeating of previous mistakes and inhibits organizations from learning’.73

Perhaps the most prominent group of approaches associated with the consulting industry are those advocating restructuring, downsizing or delayering in a company. As we saw in Chapter 2, consultancies have long advised companies to cut jobs, and can be brought in precisely because it enables the contracting manager to shift blame for employee losses – and constrain opposition from the wider workforce and trade unions. They can provide ‘the confirmation and legitimation of restructuring decisions that have already been made’.74

Whether driven by internal management decisions or advocated independently by consultancies, corporate restructuring, downsizing or delayering can result in widespread redundancies. Researchers describe, for example, how the 1997 economic crisis led to greater use of management consultancies and this form of corporate restructuring, which they advocated, in South Korea. In December of that year, the Korean government announced it was seeking financial assistance from the IMF. The conditions of the loan included not just changes in macroeconomic policy and financial regulation, but also increased labour market flexibility and the restructuring of the country’s largest conglomerates, ‘remoulding the Korean economy in the image of the (idealized) Anglo-American system’.75 In response, several management consultancies published reports that provided support for the IMF’s calls. At the peak of the crisis, in 1998, for example, the McKinsey Global Institute claimed that ‘inefficient management and work practices, overstaffing, lack of a performance culture, and poor product and service mixes’ were key impediments across industries.76 On the advice of consultancies, many companies downsized, though there was also frequent trade union and managerial resistance, which sometimes ‘resulted in the watering down of previously announced job losses’.77

Research has shown that downsizing can ‘seriously damage the learning capacity of organizations’.78 Using data on 4,153 companies based in Australia, for example, one study found a strong link between downsizing and ‘deskilling’ – the loss of skills and knowledge key for learning. The findings challenged the hypothesis that downsizing tends to be associated with an increase in the skill profile and knowledge base of a firm because it involves an organizational restructure that facilitates multi-skill building and increasing levels of professionalization. In other words, the large-scale redundancies associated with downsizing harmed the firms’ capacity for learning, even if new employees were brought in and new strategic goals were defined as part of a broader restructuring process.79

In research-intensive firms, the decision to outsource core functions can have particularly severe consequences for learning and innovation. This form of corporate governance has nonetheless been widely adopted in many such companies across North America and Europe, and often arrives together with broader reforms aiming to ‘maximize shareholder value’ (MSV). Although downsizing can harm learning, it is associated with an increase in short-run stock returns, and so shareholders and executives who receive part of their compensation in the form of stock awards are incentivized to introduce them. One study found that ‘[CEOs] of firms announcing layoffs receive 22.8% more total pay in the subsequent year than other CEOs’ – resulting almost entirely from increases in stock-based compensation.80

Many large consultancies have long advocated shareholder-oriented forms of corporate governance – and, perhaps more importantly, provided the justification for it to internal managers and shareholders, riding a restructuring wave. As early as 2000, economists William Lazonick and Mary O’Sullivan, who identified MSV as an increasingly prominent form of corporate governance, noted that ‘management consultants have incessantly promoted the virtues of this approach in Europe and Japan’.81 The imperative to maximize value for shareholders has in practice undermined innovation in research-intensive sectors in particular. Investment in the necessary capabilities is constrained so that more cash can be distributed via dividends and share buybacks.82

In few areas have the consequences of MSV – and the influence of the consulting industry in its entrenchment – been more apparent than in the pharmaceutical industry.83 The development of new drugs is a highly complex and highly uncertain process, which requires strategic investment in a skilled workforce and technical equipment. Studies have demonstrated that in recent decades, many pharmaceutical companies have reduced investments in R&D as they increase distributions to shareholders, securing greater profits not through creating value from drug innovation, but through cutting operational spending and inflating the prices of existing drugs, often acquired through mergers.

The pharmaceutical industry has historically represented one of the biggest markets for management consultants. Every single one of the world’s largest consulting companies today has a pharma and life sciences division that offers advice to pharmaceutical companies large and small on issues including regulatory compliance, supply chain management, mergers and acquisitions, and executive pay. But it is the consulting industry’s activities in the realm of corporate governance and financing that have attracted the most unwanted attention over the past decade. One case involving Valeant Pharmaceuticals – dubbed by one critic as ‘the pharmaceutical Enron’84 – stands out for the scale of both investor hubris and the consulting industry’s influence. The Financial Times even ran with the headline ‘McKinsey’s fingerprints are all over Valeant’, following the company’s de facto collapse in 2016.85

Apotheosis: Betting on management, stripping out science

Valeant Pharmaceuticals started out like many other small drug makers with roots in the post-war decades, carving out a patent niche and investing heavily in a handful of promising research areas that had benefitted from considerable government funding and development. By the late 2000s, however, the company was struggling to stay afloat, and so its chairman did what had by then become the norm for ailing pharmaceutical companies: he brought in McKinsey.86 Specifically, he contracted J. Michael Pearson, a veteran of McKinsey’s pharmaceuticals division, who immediately set to work slashing spending on R&D, which he viewed as having returns that were too low.

In drug development, the costs of research are often very high because there is so much uncertainty and very few drug candidates make it to market. Since the 1980s, many pharmaceutical companies have slashed spending on internal R&D. In 2017, the industry as a whole was nonetheless spending 25 per cent of net revenues on R&D.87 Under Pearson’s advice, spending on R&D at Valeant quickly fell to just 2 per cent of sales.88 His new corporate strategy instead involved buying companies that already had a product on the market and raising the prices of those drugs, while slashing spending on operations within those acquisitions, sometimes laying off more than half the workforce in the process.89 By investing next to nothing in Valeant’s core business, Pearson had satisfied shareholders, and in 2008 was brought in permanently as the company’s CEO. Under his leadership, Valeant became what is known in business as a ‘roll-up’ – a company that tries to grow by buying other companies. Valeant acquired more than 100 firms in the space of a few years, and merged with a few others in ‘inversion’ deals that enabled it to pay very little tax.90 It acted in many ways like a hedge fund, but with less capital, meaning it had to borrow heavily to keep profit margins growing and became hugely indebted, particularly in the later years of Pearson’s tenure.

In public, executives justified their R&D strategy by arguing that it reflected a growing trend in drug development. They argued that ‘the majority of innovation [is] coming from outside big industry players’, and that ‘Big Pharma’ was ‘primarily sourcing innovation by buying later-stage products driven by biotechs, venture capital, start-ups, foundations, physicians, and academic centers’.91 While it is true that, since the 1970s, biotech companies had come to play a more prominent role in drug innovation, during this period the efficiency of R&D spending had also declined; the number of new drugs relative to the total amount spent on R&D had plummeted, suggesting those wider industry trends may not be effective. In Valeant’s case, the acquired drugs were already developed – according to one university professor, the only scientific research Valeant did was for post-approval trials for the USA’s Food and Drug Administration.92 Pearson viewed the company in terms of its profit margins and its returns to shareholders – of which he was one – rather than as a vehicle for developing new treatments. ‘Don’t bet on science – bet on management’ was reportedly one of his mottos.93 This approach proved successful in appeasing the company’s investors, demonstrating quite damningly how a strategy of maximizing shareholder value is at odds with drug innovation. By 2015, the company’s equity market value had soared to around $90 billion.94

In the preceding years, McKinsey had been contracted to provide advice on pricing ahead of several of Valeant’s portfolio acquisitions, including for the branded drugs Isuprel, which is used to treat arrhythmias, and Nitropress, another life-saving heart medication. After the acquisitions, Valeant hiked Isuprel’s price by 720 per cent, and Nitropress’s by 310 per cent.95 Many other consultancies benefitted from the ‘labor-intensive, high-margin’ post-merger integration work that came with Pearson’s approach.96

By then, some dissidents within the consulting industry had voiced concerns about the short-termism of MSV, but Pearson was following a line of thinking that McKinsey had long advocated in its contracts with the pharmaceutical industry. One McKinsey briefing note from 2011 had warned that Big Pharma’s level of R&D could become untenable in the eyes of investors, suggesting that companies could shed ‘owned commercial, manufacturing, and R&D infrastructure’ to remove fixed costs, and instead seek to acquire ‘improved capabilities in financial planning, capital allocation, communication, the management of external resources, and market access’.97 In other words, McKinsey advised pharmaceutical companies to become less like drug developers, and more like financial intermediaries, taking the mantra of maximizing shareholder value to its apotheosis.

As some industry commentators had anticipated, the dearth of in-house R&D capabilities and Pearson’s shareholder-oriented price gouging would soon catch up with him. By the time the company’s share value started to crash in 2015, Valeant had hiked the prices of sixty-five prescription drugs by a weighted average of 85 per cent – compared to the industry average of 20 per cent.98 According to Vanity Fair, one analyst had concluded that ‘in almost every quarter most of its growth in the US had come from price increases’, rather than from improvements in treatments.99

The demise of the company was triggered in part by the rise to infamy of another pharmaceutical chief executive who was taking Pearson’s strategy to its logical extreme. Martin Shkreli was a former hedge fund manager who, in 2015, founded Turing Pharmaceuticals with a view to acquiring drugs that had fallen out of patent, but for which there was no generic version available, and then hiking up the price of that drug. In September of the same year, the New York Times reported Turing’s decision to increase the price of a sixty-two-year-old anti-parasitic drug overnight from $13.50 to $750 per tablet. In the same article, it mentioned that during the previous month ‘two members of Congress investigating generic drug price increases wrote to Valeant Pharmaceuticals’ after it increased the prices of Isuprel and Nitropress.100 Representative Elijah E. Cummings, Ranking Member of the House Committee on Oversight and Government Reform, stated that they ‘want to know why Valeant significantly raised the prices of these two vitally important drugs when the only thing that has changed about the drugs is the company that owns them’.101 The cat was out of the bag: Valeant was forced to admit publicly that it was under investigation by both the House and the Senate for its pricing strategies, and investors started to get spooked.102 Over the next year, the US Securities and Exchange Commission would also launch an investigation, the share price would plummet by 90 per cent, Pearson would resign, and investors would lose billions.

McKinsey and the other consultancies involved in the Valeant case were not solely responsible for the direction the company took. Valeant and its business model existed within a political and legal infrastructure that facilitated egregious value extraction, part of what the Law Professor Katharina Pistor calls ‘the code of capital’.103 The company’s strategy of maximizing shareholder value by price gouging was only possible because the United States does not regulate drug prices. McKinsey’s calls to slash R&D spending did not fall on deaf ears and were embraced wholeheartedly by its client – because shareholders are allowed to have short-term interests and suck companies dry without ever creating value through new treatments. But McKinsey nonetheless profited from the extractive direction the company took, and it did not face sanctions or repercussions beyond unfavourable headlines that ultimately have not affected the company’s overall growth. In the end, it was patients that paid the price of the strategy it promoted and legitimated.

The influence of the consulting industry, and the role it plays, is inseparable from the broader political economy and ideas about how value is created. The approach taken by former McKinsey consultants epitomizes the offering of consultancies contracting across the economy: that learning, whether organizational or for drug development, can be bought as though off the shelf, rather than developed over time through cumulative resource and knowledge investment. It is an attempt to take shortcuts. It also reveals how in the financialization of many industries, consultancies have served not as passive actors merely mediating between corporate, financial and managerial interests. Rather, they are active agents in the proliferation of ideas and practices of value extraction on a scale never witnessed in history.
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8. Colliding Interests: Consultancies and Democracy

In the autumn of 2017, when Hurricane Maria reached the Caribbean, no one anticipated how much devastation would be left in its wake. By the time it retreated from the territory of Puerto Rico, a few days after its arrival on 20 September, entire neighbourhoods had been razed to the ground. When the island’s electricity eventually returned, thousands of people would be reported missing. Maria was designated a Category 5 hurricane, and Puerto Rico’s official death toll from its destruction would be recorded as 2,975, though other estimates suggest it could be as high as 4,645.1 The victims included children and healthy adults, but the worst affected groups were those unable to leave their homes or access medical care. Hundreds of thousands more people would be displaced, many of them fleeing to the US mainland. The psychological trauma inflicted on young people who lost homes and family members during the hurricane led one researcher to call them ‘The Maria Generation’.2

The severity of Hurricane Maria in Puerto Rico was unprecedented. But as other ‘increasingly unfamiliar and unpredictable’3 weather events associated with climate breakdown have demonstrated in recent years, the damage and tragedy of a natural disaster also depends a great deal on the broader infrastructure across the economy and the capabilities of governing bodies. In Puerto Rico, the development of social and economic institutions had been hampered for many decades before Hurricane Maria. And in the final years before the hurricane’s arrival, McKinsey had provided external legitimacy for and advice on slashing government spending, retrenching welfare services and privatizing public enterprises. It should not have been surprising that hospitals quickly and tragically reached breaking point, as the hurricane spread across the island.4

Puerto Rico became a territory of the United States in 1917, after centuries of colonial domination and war within the Spanish Empire. A local government was established based on the American model. But its economic development has for most of the decades since then not tracked that of the mainland. In the wake of the Second World War, the federal government of the United States in collaboration with local representatives introduced several reforms to the territory with the goal of transforming it from an agriculture-based economy to an industrial powerhouse. The policies introduced at this time, known as ‘Operation Bootstrap’, were very much in line with reforms being implemented in lower income countries around the world.

Puerto Rico’s anticipated transition to a high-income territory of the United States never materialized. And by the 1970s, as a global recession exacerbated the growing economic challenges in the country, the government resorted to a fiscal approach that would cast a long shadow over the island for decades to come. The same law that had made Puerto Rico part of the United States also included the provision that the territory’s bonds could be purchased by investors in the other fifty states without them needing to pay tax on the income from interest. This led to soaring demand for the bonds – which the government of Puerto Rico continued to issue, particularly in hard times. By the later decades of the twentieth century, the government was using the money yielded from bond sales to balance its budget.

For many years, although the costs of debt servicing mounted considerably, a federal tax break meant that many technology and service companies moved their operations to the island. But by the mid-2000s, these advantages had all expired – and so had corporate interest in Puerto Rico. Firms fled back to the mainland, leaving citizens with empty office buildings and a dwindling tax base. As jobs dried up, young Puerto Ricans relocated to other states. The population aged, and the proportion needing welfare services swelled. Increasingly, the government was forced to borrow to keep healthcare afloat.

All this came to a head in 2014, when three credit rating agencies downgraded the territory’s bonds to ‘junk’ status – meaning that they became, overnight, close to worthless, as far as investors were concerned. The credit rating agencies believed Puerto Rico no longer had access to the cash needed to meet its debt obligations. In other words, the island’s economic crutch had shattered under the weight of its history. Before long, the territory’s governors moved to enter what amounted to bankruptcy, defaulting on debt, and effectively transferring responsibility for restructuring future obligations to the federal government. In 2016, President Obama signed into law the Puerto Rico Oversight, Management, and Economic Stability Act – or PROMESA, which means ‘promise’ in Spanish – that created an Oversight Board to supervise the bankruptcy process. Crucially, it was also tasked with determining a new fiscal blueprint for the territory.

From the outset, Congress’s handling of Puerto Rico’s latest economic crisis was met with accusations of federal overreach from campaigners and academics. Local activists and journalists, followed later by a dozen members of Congress and the Senate, accused the Oversight Board of treating Puerto Rico like a colony.5 In its attempts to allay claims of this nature, Congress opted to ensure that the majority of members appointed to the Oversight Board were of Puerto Rican heritage. A report by New York Magazine found that the Oversight Board itself also ‘decided not to hire a large staff, in part out of a desire, according to several sources, to avoid looking like it was setting up a parallel government’.6 Instead, it brought in consultants.

Privatizing bankruptcy, avoiding blame

Following a competitive tender, McKinsey was contracted as the Oversight Board’s ‘Strategic Consultant’.7 While advisory in principle, in practice this role saw McKinsey consultants at the wheel of various aspects of the economic restructuring process. Journalists on the ground described the interaction between Puerto Ricans and McKinsey consultants as ‘a shock – like an emergency airlift from Harvard Business School’:


The senior full-time consultant in Puerto Rico – acting as its ‘integrating thought leader’ – was a 31-year old graduate of Harvard and the School of Advanced International Studies at Johns Hopkins. A recent graduate of Harvard’s Kennedy School of Government was doing ‘deep dives’ into the education and tourism budgets as well as examining police-department pension projections. A 2016 graduate of Columbia University helmed the ‘rightsizing’ initiative and assisted with financial calculations to, for example, identify a date when the government ‘would run out of funding were it to defer reductions’ in personnel costs. The analyst handling hurricane ‘damage assessment analysis’ was from Yale’s class of 2017.8



McKinsey’s recommendations for Puerto Rico’s recovery included a roster of measures to privatize public enterprises, implement ‘value-based reforms’ across the healthcare system, slash scholarships and employment terms at the University of Puerto Rico, and close down a number of hospitals. It also advised the Oversight Board on ‘the proposed repeal of labour laws deemed too protective of workers’.9 This was an economic reform agenda inspired not by the threat of impending climate disaster or global pandemic, but by notions of productivity that ignore the longer-term consequences of knocking out the public capabilities and infrastructure on which Puerto Ricans rely. The austerity reforms that McKinsey has advocated have been unpopular locally, lending weight to the argument that, often, ‘external consultants are used as scapegoats in certain – likely unpopular – reform projects’.10 In other words, the motivation was not to privatize the process of decision-making. Rather, the use of McKinsey was a means of avoiding blame from the electorate and local politicians critical of the Oversight Board’s function. Much as consultancies are wielded by corporate managers for external legitimization in internal conflicts, they can also be used by politicians as a means of sidestepping democratic accountability.

Critics of McKinsey’s involvement in Puerto Rico have also identified a potential financial conflict of interest in the company’s involvement. In September 2018, a New York Times investigation discovered that McKinsey consultants, some of whom had by then been involved in meetings about how much money Puerto Rico’s creditors would receive, were set to profit from the very same debt they were helping to restructure. Through a subsidiary, MIO Partners (McKinsey Investment Office Partners), which manages approximately $25 billion of assets for McKinsey employees, alumni and pensioners, McKinsey owned $20 million worth of Puerto Rico’s bonds. The bonds were owned through various separately managed accounts and funds attached to MIO Partners, and had been purchased at a low price following the creditors’ downgrading of their investment potential in 2014. In buying bonds at a deep discount as the territory was plunged into economic crisis, MIO Partners joined dozens of other intermediaries with assets in what are popularly known as ‘vulture funds’ – financial actors that ‘prey’ on distressed debt and then use controversial methods to profit from it. The New York Times found that ‘if all goes according to plan, McKinsey’s hedge fund will more than double its money’,11 arguing the arrangement ‘creates a potential conflict of interest between McKinsey’s client, which wants to save as much money as possible, and McKinsey itself, which wants to make as much money as possible on the bonds’.12

Under normal bankruptcy rules, a potential conflict of interest such as this would need to be declared both in the courts and to the public. But for reasons that are unclear, these disclosure stipulations were left out of PROMESA’s legal framework. McKinsey has maintained that its consultants working to restructure Puerto Rico’s debt knew nothing about the firm’s investments in the country’s bonds. But while it may be true that no formal channels of communication exist between these branches of the company, a US Justice Department watchdog stated in 2019 that MIO Partners does not operate as a ‘blind trust’.13 And then, in November 2021, the US Securities and Exchange Commission, which regulates financial markets, fined MIO Partners $18 million, ‘alleging that it had inadequate controls to prevent them from misusing inside information they accessed through their consulting work’.14 It found that the fund was ‘investing hundreds of millions of dollars in companies that McKinsey was advising’, and that some McKinsey Partners overseeing the investments ‘also had access to material nonpublic information as a result of their McKinsey consulting work’ about issuers.15 Puerto Rico was among these clients. Specifically, the SEC found that in January and February 2017, while McKinsey was providing restructuring advice to the Oversight Board, active McKinsey Partners who had access to material nonpublic information were on the Investment Committee of MIO Partners, overseeing investments including the sale of $1 million worth of Puerto Rican bonds. Until at least June 2017, the fund also invested in the territory’s debt via its separately managed accounts and other funds. The SEC concluded that, ‘considering the nature of MIO’s business, including the Investment Committee’s oversight of MIO’s investment decisions, the risk of misuse of material nonpublic information was real and significant’.16 For its part, MIO Partners did not admit or deny these findings, though it accepted a cease-and-desist order, as well as the fine, stating that the two entities are ‘operationally separate and follow strict policies to limit information sharing between the two organisations’.17

Promises of tight-lipped employees – and the fact that McKinsey’s failure to disclose its investments were technically legal under PROMESA – did in any case not allay the concerns of local citizens. In Puerto Rico, the Oversight Board has been nicknamed ‘la junta’.18

McKinsey is alone in operating an investment fund on behalf of its current Partners and alumni; none of the other Big Four or Big Three have one. In any case, though they are more shocking and headline-grabbing, such potential direct conflicts of interest – where a consultancy stands to profit directly through investments from the choices its clients make – are only the tip of the partiality iceberg. Below the water are various tensions between the interests of consultancies, business clients and governments that are more systemic in nature and raise important questions about the costs for democracy of relying on the consulting industry to deliver core functions in government and business. Conflicts of interest – and the downright undermining of democratically contested standards – can take many forms that are so often overlooked. Tom Peters, the former McKinsey executive who co-authored In Search of Excellence, warned against the perils of a consultancy simultaneously providing advice to a company it has investments in. But he did not reflect publicly on why the advice that comes from a consultancy may otherwise be biased – for example, in favour of its other more lucrative clients or markets more generally.

Both sides of the street?

McKinsey has become a go-to in the world of macroeconomic restructuring. In 2021, it was reported that the Italian Ministry of Economy and Finance under the new Prime Minister Mario Draghi had hired McKinsey to help organize Italy’s share of the European Union’s €730 billion Recovery and Resilience Facility. These funds were launched in February 2021 with the goal of helping member states ‘repair the immediate economic and social damage brought about by the coronavirus pandemic’.19 Italy would be one of the leading recipients, securing around €191.5 billion for investment in transport infrastructure, digitalization, the environment and ‘structural reforms to modernize the Italian bureaucracy’.20 What the economic policies in these areas would entail was left up to the government to develop – though they would need to be signed off by the European Commission. Draghi was given until April 2021 to submit an economic strategy for review in exchange for the funds.

Draghi had been appointed as Prime Minister in February 2021. As President of the European Central Bank from 2011 to 2019, he had overseen the implementation of tough austerity measures in eurozone countries, including Italy and Greece, during the early years of Europe’s sovereign debt crisis. He had replaced the left-wing Giuseppe Conte; and the new government argued it was necessary to outsource the development of the recovery plan to McKinsey because they disagreed with work that had previously been carried out in relation to it during Conte’s tenure.21 A special COVID-19 taskforce established under Conte had also contracted external management consultants.

At just €25,000, the value of McKinsey’s contract with Draghi’s government was tiny, relative to the scale and scope of the work it would need to carry out. The upfront costs may have been so low because it enabled the government to assign the contract to McKinsey directly, sidestepping normal procurement processes, which would have taken a long time; Italy’s procurement code states that for contracts lower than €40,000, there is no need to publish a call for tenders.22

From McKinsey’s perspective, such contracts might not bring much in terms of upfront money, but taking pro bono or reduced rate contracts ‘often turns into further lucrative engagements, either with the institution initially supported or within the field’.23 In this case, the contracts also endowed McKinsey with unprecedented access to the heart of government.

There are always a variety of approaches a government can adopt during a crisis, with differing distributional implications for the future of its society and economy. The 2008 financial crisis, for example, was met with many different responses by governments, from nationalizing banks to quantitative easing, cuts to public sector spending, and strategies to bolster export-led growth. The combination of policies that a government adopts in its economic agenda creates a particular matrix of ‘winners’ and ‘losers’ – those who benefit the most, and those who do not benefit much, or in fact see their living conditions deteriorate. In the United States, for example, research has found that ‘the burden of the [2008 financial] crisis fell disproportionately on labour and the poorer segments of society and the power of the labour movement was further eroded, while capital recovered rapidly overall. What is more, some segments of capital were in fact able to gain from the situation.’24 The economic policy decisions that were taken by the US government and the Federal Reserve had the effect of protecting wealth (capital) above the livelihoods of those that do not derive much or any income from owning wealth. A different set of economic policies that prioritized, for example, job creation over rescuing the investors of failed banks would likely have produced very different distributional effects.

In the case of Puerto Rico, McKinsey’s Partners contracted to advise on the economic restructuring were alleged to have benefitted from the advice and information they gleaned via MIO Partners. This was identified as a potential conflict of interest. But across consultancies’ work with governments, a systemic conflict of interest also exists. Because most consultancies, including McKinsey, want to secure future contracts from clients in the private sector – which remains a far bigger market than government contracting – there is a disincentive to provide advice that may harm key clients and industries, even if this is the appropriate course of action to achieve the government’s goals or for society as a whole. Indeed, having a seat at the table of economic decision-making certainly in government is also likely to be viewed as a potential source of influence – and information – by future clients.

On the one hand, it is ironic that, soon after his appointment, Draghi issued a statement quoting the first Prime Minister of the post-war Italian republic, Alcide De Gasperi: ‘The work of renewal will fail … if there are not disinterested men ready to toil and sacrifice themselves for the common good.’25 But in the same way that the managers use consultants to secure external legitimacy, contracting McKinsey has helped to secure support for Draghi’s economic recovery plan, both in the European Commission, as well as with the Italian public and national media.

Multilateral organizations are not immune to consultancies’ involvement and influence themselves. One researcher has interviewed individuals working both as consultants and in global health policy bodies, where the consulting industry has come to play an increasingly prominent role in recent decades. The advice of consultancies in these organizations ultimately influences how governments collaborate with each other to meet common health challenges, and what strategies are adopted in the public health systems of developing countries. These institutions grew considerably in the wake of the AIDs crisis, as funding from nervous governments in the Global North and Silicon Valley philanthropists, such as Bill and Melinda Gates, increased. Initially, many global health institutions struggled to cope with the influx of cash and the pressure to scale up to deal with new health threats. Like so many other public and private organizations in the mid-2000s, they turned to consultancies – with their offers of pro bono work – for help. Very soon, the consultancies became embedded in the global health organizations.26

As far as one of the interviewees was concerned, just choosing for-profit consultancies to advise on health policy decisions constrains the potential outcomes for an organization: ‘From the start, you assume that there is a market-based solution.’ To exemplify how this might play out in practice, she notes how, following the advice of a consultancy, ‘the challenge of medicine pricing is addressed through PPPs or advanced market commitments, rather than by addressing issues related to the patent system, monopoly pricing or other issues’.27 Much like how shareholder value maximization has been found to shape managerial behaviour within a company, the need to appease existing and potential clientele – in this case, in the extractive pharmaceutical industry – may incentivize consultancies to offer a narrow, market-oriented range of solutions to other clients.

Poachers and gamekeepers

Beyond the potential for political influence when consultancies serve ‘both sides of the street’ – governments (or international governance organizations) and markets – there is also a risk that consultancies use government knowledge and information in ways that benefit business clients and undermine legislation.

Such cases are usually only revealed later through newspaper investigations or special government inquiries. In the UK, the apparently duplicitous role of the Big Four in developing and then selling insights about new tax rules became the subject of a 2013 inquiry by the parliamentary Public Accounts Committee. The Committee found that Deloitte, Ernst & Young, KPMG and PricewaterhouseCoopers had all seconded staff to the Treasury to ‘provide tax technical input and commercial experience’. In one complex and contested area of tax law – transfer pricing – there were ‘four times as many staff working for the four firms than for HMRC’. Transfer pricing is ‘a technique used by multinational corporations to shift profits out of the countries where they operate and into tax havens that involves a multinational selling itself goods and services at an artificially high price’.28 If the consultancies wanted to shape the rules to a particular end, they were certainly in a good position to do so.29

The Public Accounts Committee was however less concerned about the Big Four’s ability to influence tax rules through its involvement in drafting legislation than ‘by the way that the four firms appear to use their insider knowledge of legislation to sell clients advice on how to use those rules to pay less tax’. Its final report cited the example of KPMG, whose staff had been involved in developing ‘controlled foreign company’ and ‘patent box’ rules at the Treasury. Those same employees had then returned to KPMG and produced marketing brochures for potential business clients that highlighted the role they had played in developing the law.30 Responding to the findings, the Committee’s chair, Labour MP Margaret Hodge, declared the actions of the Big Four ‘tantamount to a scam’, saying they represented a ‘ridiculous conflict of interest’ and ‘poacher turned gamekeeper turned poacher syndrome’. As a former consultant at Price Waterhouse herself, who built a ministerial career under the Blair governments, Hodge was in a better position than most to make this analysis.

Consulting companies do not need to second individuals or even secure contracts with governments to gain knowledge about policy processes and legislative changes that they can then offer to other clients. In some countries, they can simply employ a politician to work for them directly – while that politician is still in office. This can also be an important avenue for influencing future contract decisions.

In many government bodies, including the British House of Commons, the European Parliament and the German Bundestag, there are no rules preventing Members of Parliament from also working for management consulting firms and other companies – and many of them do so.31 Historically, there have been high-profile instances of alleged conflict of interest resulting from politicians working simultaneously for a consulting company. In 2014, for example, the Conservative MP Stephen Dorrell was accused of conflict of interest for continuing to work as a consultant for KPMG six months before the general election – while the company was preparing a bid for a £1 billion contract from the NHS. His party was in government with the Liberal Democrats. A decade earlier, KPMG was embroiled in another striking case in the UK. The company was involved in government contracts worth more than £12 billion when it transpired that the governing Labour Party was accepting accounting services pro bono from KPMG. To make matters worse, the party’s finance director was technically on secondment from the company, which continued to pay his wages. News of this emerged shortly after the Labour leadership refused to review the government’s use of PFI, ‘despite an overwhelming vote at the party’s conference for an investigation into deals which critics argued gave taxpayers poor value for money but made vast sums for private firms’.32

It is not inevitable that politicians become captured by private interests – some governments have strict rules to prevent it, and there are many politicians who do not accept income from private sector companies that may create a conflict of interest. Politicians who take on roles with consultancies claim to be able to prevent any interests arising through their consulting work from affecting their political decisions, and vice versa. But the data on this is unambiguous: simultaneously working on behalf of and receiving payment from a third-party company that benefits from information on government policy is very likely to affect the choices a politician makes. One recent analysis using data on MPs in the House of Commons found, for example, that there is a 60 per cent increase in the number of written parliamentary questions that Conservative MPs ask when holding a private sector job. The author concluded:


[T]here is a pattern where MPs who have leading company roles and who work in industries in which information on government policy is more important ask more questions; they ask about details of policies such as plans for and the state of departmental projects; and they do so for ministries that are larger and have greater financial links to the private sector. This targeted pattern in terms of who asks, whom they ask, and what they ask about is more consistent with a scenario in which MPs in private sector positions where information is especially important, consciously or unconsciously, ask more parliamentary questions to elicit information that is potentially useful for their job in the private sector, and thus by extension for the companies they work for.33



Why else would consultancies be at such pains to recruit politicians into these jobs in the first place? Indeed, the evidence across countries indicates that, when permitted, ‘firms’ political connections are associated with improved operation (for example, returns on equity and investment) and stock market performance’.34 This phenomenon is also present when former consultants move into other areas of the economy. At least, many consultancies believe that people who have previously worked for their company can be a potential source of influence in their new line of work – hence the ‘alumni’ networks of former employees who go on to become potential clients. In this way, the consulting industry can maintain networks of friendly faces across government, the private sector and NGOs who they can turn to when a contract is out for tender. Beyond these formal networks, the managerial and economic ideas that individuals become accustomed to in their work as management consultants can continue to influence their thinking when they leave the consulting industry.35 There are many instances of consulting norms and practices spilling into other areas of the economy via former consultants: the CEO of Valeant Pharma, J. Michael Pearson, for example, claimed the company’s strategy under his watch was ‘basically the education I had through McKinsey’.36

It is normal, of course, that people’s work experiences influence their future employment behaviour. In the consulting industry, as in many other professional services firms, companies often invest significant money and effort in inculcating a sense of belief in the value of the organization and the identity of the ‘consultant’ among employees.37 Indeed, although there are many current and former consultants who are sceptical about the role and practices of their industry, various studies on consultants suggest they perceive their work as overwhelmingly positive, or that when a project fails, the client is to blame.38 One study found that management consultants in the US public sector believe their ideas are more innovative than those of their civil servant counterparts, for example.39 The scepticism that consultants encounter from both clients and wider societal narratives may in fact reinforce their sense of identity and value.40 Relatedly, the intensive and fast-paced nature of consulting work, with sixty-hour weeks sandwiched between drinks with colleagues and hotel stays away to finalize projects, may leave individuals feeling alienated,41 but it may also paradoxically help to create a feeling of commitment and purpose – even a collective identity – among many consultants that is not common to all types of work.42 Perhaps because consultants are so often recruited early on in their careers, the norms and practices of the consulting industry are more likely to be formative, shaping workplace behaviour for years to come.

This type of influence is again more challenging to quantify or qualify than the overt conflicts of interest in cases such as McKinsey’s investments in Puerto Rico or KPMG’s apparent marketing of tax system-undermining information that it gleaned through its work with the UK Treasury. But it nonetheless reveals the considerable and often obscure economic power of the consulting industry.

Hidden capital, minimized taxes

The example of KPMG apparently using its knowledge of tax legislation to assist private sector clients with tax avoidance – or, as it euphemistically put it in its marketing brochure, the ‘preparation of defendable expense allocation’43 – points to how consultancies’ work can also undermine democratic rules governing companies. The consulting industry has influenced trends in corporate governance, with consultants securing new contracts with the promise that their novel approaches will best enable shareholders and executives to maximize profits. The consulting industry’s means of influencing corporate governance can be at odds with national economic policies, regulatory standards or business norms. Markets do not simply ‘exist’; in democracies, they are shaped by governing rules created through political contestation and popular pressure for social protection.44 Democratic institutions – from electoral systems to trade unions and organized campaigns – have long constrained the extent to which the economy is skewed towards private gain in markets. Nonetheless, market actors throughout the history of capitalism have sought to find ways of subverting standards in the pursuit of profit.

In contemporary advanced economies, taxation is widely viewed not just as a source of government revenue, but as a means of redistributing value in society. In some countries, such as those in Scandinavia, taxation is viewed through the principle of fairness: those who have more, for whatever reason, should share their bounty.

While some large companies recognize the societal importance of paying taxes, many others view them as a cost burden that constrains profits, and seek to minimize the amount they pay, using what is known in business as a ‘tax strategy’. Couched in the language of management science, this term in practice refers to activities that enable a company to pay less in taxation than would normally be expected of it through means that may be legal or illegal. Rather confusingly, the correct legal terminology for the former is ‘tax avoidance’ and the latter is ‘tax evasion’. Companies, law firms and accountancies that are found to have committed or assisted with tax evasion are subject to strict penalties.

But there are many ways that companies can minimize the amount of tax they pay that are technically legal – though nonetheless at odds with the principles on which tax rules are based. Often, the lines of legality in tax avoidance are blurred, with even regulators and corporate internal compliance teams finding themselves uncertain about whether a crime has been committed. Tax havens are jurisdictions that levy taxes at a low rate, and usually offer other tax benefits such as credit mechanisms or deductions. They are used by companies to reduce tax liabilities in ways that are both illegal and technically legal. The creation of ‘shell companies’ registered in these territories is one illegal method; the multinational firm will establish a subsidiary in a tax haven that has no or minimal productive activity, and transfer profits there from a jurisdiction with a higher tax rate. There are, however, various legal ways that companies can use tax havens. As Deloitte itself recognizes in a briefing note on ‘Tax Havens and Legitimate Planning’, ‘one of the most popular ways tax havens is [sic] being used by multinationals is for the protection and exploitation of intellectual property’.45 In these instances, R&D-intensive companies, including many digital technology firms, hold all or some of their intellectual property in subsidiaries registered in tax havens. For these companies, the licensing and sale of intellectual property is an important source of profit, and by ‘offshoring’ it, the parent company is able to reduce the amount of tax paid on it because licensing fees or foreign sales are only subject to the local tax rate. The Tax Justice Network estimates that between $21 trillion and $32 trillion in financial assets are held in tax havens, and that $427 billion in tax is lost every year to them.46

But accounting consultancies in particular have played an even more direct role in the facilitation of ‘corporate tax minimization’, including in tax havens.47 Over the past decade, a series of investigations by the International Consortium of Investigative Journalists including the Panama Papers and LuxLeaks have revealed the scale of companies, trusts and foundations connected with tax havens. Probing these revelations further, in 2017 two academics found that the Big Four have offices in forty-three of the fifty-three recognized ‘secrecy jurisdictions’, with more staff in Luxembourg, the Cayman Islands and Bermuda as a proportion of the total population than any other country.48 Although the researchers were unable to establish the total revenue that these companies earned through this work, they nonetheless identified that over 80,000 people worked for the four companies across the secrecy jurisdictions where the number of staff employed could be discerned at all. As the researchers pointed out, if the trillions of dollars estimated to be held in tax havens ‘is only possible because the apparent depositories for this illicit wealth can secure the local tax and audit services of the Big Four … then it follows that [they] are at the heart of the tax haven world’. It follows, in other words, that they are engaged in practices that are not only antithetical to democratic rules governing companies, but also constrain those democracies’ access to the resources (taxation) that underpin public sector capacity in services, administration, regulation and innovation.

Arresting development

In their book On the Trail of Capital Flight from Africa, the economists Léonce Ndikumana and James K. Boyce unpack the role that global management consulting firms play in capital flight from Africa, which is often done in the attempt to minimize tax payments locally. Drawing on evidence from Angola, South Africa and Côte d’Ivoire, they describe how the ‘transnational plunder networks’ ‘are aided and abetted by enablers’, which include consulting firms, along with global banks and financial institutions, auditors and accounting firms, and lawyers for hire. They note how these ‘enablers, too, are essential parts of the transnational plunder networks, along with the corporate and government officials they serve, and they share commensurately in the loot’.49 In the three countries they studied, a total of $487 billion was estimated to have been lost in capital flight over the past four decades – a process in which the role of consultancies and other multinational actors have been systemically critical as enablers and legitimators of their clients’ actions.

In few places has the coalescence of corrupt politicians, incapacitated public sectors and consultancies had such dire consequences for economic development, popular disillusionment and democracy as in Angola. Angola is an oil-rich country in southern Africa, facing the Atlantic Ocean to the west and bordering Namibia, Zambia and the Democratic Republic of the Congo. Between 2002 and 2014, following a brutal civil war, the country exported more than half a trillion dollars of oil – a figure that, as the financial journalist Nicholas Shaxson notes in his analysis in the book, could have transformed the lives of the country’s population through investments in public infrastructure and services. Instead, much of it ended up in the pockets of the nation’s political and business elite via overseas intermediaries and tax havens.50 Today, Angola remains one of the most unequal countries in the world, with widespread poverty and relatively low literacy.

Capital flight has been disastrous for Angola. It has eroded the tax base that underpins public services and the state bureaucracy, which, in turn, further exacerbates the risks of corruption as the constraining potential of civil servants is undermined. Management consultants from large global firms have served both sides of the street in Angola, enabling capital flight and benefitting from the resultant public sector incapacity and culture of outsourcing, reaping contracts for advice and management that have entrenched the interests of corrupt politicians. They have not driven capital flight, but they have surfed the waves it has created.

Capital flight became particularly egregious in the final years of the dictatorship of José Eduardo dos Santos, with tens of millions of dollars flowing to shell companies of those linked to the regime.51 Throughout his dictatorship, the state-owned oil and gas company Sonangol had been used as a key vehicle through which to extract wealth. In May 2016, dos Santos appointed his daughter, Isabel, as chairwoman of the company’s board in a move that was widely criticized as a last-ditch attempt to maximize revenues and transfer public funds to the dos Santos family network. Once in post, Isabel dos Santos promptly contracted a host of global consulting firms including Boston Consulting Group, McKinsey and PwC to ‘restructure’ Sonangol.52 A New York Times investigation subsequently revealed that not only had Sonangol also contracted a Maltese company she owned to serve as ‘project manager’ for the restructuring project, but that the global consulting firms had agreed to be paid by it, rather than by the Angolan government, enabling the obfuscation of value transferred to a shell company linked to dos Santos.53

The widespread contracting of consultancies in the Angolan state as a source of legitimation for elite corruption may have ‘sapped rather than increased Angola’s own technical capacity’. Management consultants have also been contracted as ‘extras’ in expensive bids to achieve results quickly for genuine tasks: ‘the Angolan side of these arrangements seldom seems interested in “concrete, technical learning” or transfer of knowledge … For their part, foreigners are in no hurry to [be] making themselves redundant.’54

Bargaining against labour

Beyond the laws that constrain how they operate, companies in many countries are also subject to laws to ensure that those working within them are able to do so in safe conditions, are compensated fairly and have the means to organize to improve their terms. In Europe and North America, early labour laws were the result of action by trade unions grappling with dire – and often deadly – conditions in factories during the industrial revolutions of the nineteenth and early twentieth centuries. British trade unions were at the centre of struggles that eventually led to the Factory Act in 1833, which introduced some basic conditions for children working in factories. Today, trade union movements from Bangladesh to Gabon continue to campaign for the abolition of child labour.55 Later rules, also championed through trade union organizing, sought to go beyond merely providing workers with a basic level of protection from harm, and instead improve their quality of life more generally. Though widely taken as given today in many countries, the two-day weekend via legislation such as the 1938 Fair Labor Standards Act in the United States was in fact only won through extensive campaigning by organized employees. In many countries, a minimum wage was only introduced following widespread strikes demanding it. In 1912, nearly one million miners joined a national strike in the United Kingdom aiming to secure a minimum wage. The strike only ended after thirty-seven days with the passing of the Coal Mines (Minimum Wage) Act, which secured a wage of 6 shillings and 6 pence a day – equal to £25.40 in today’s money.

Particularly in their contracts with businesses, consultancies are often enablers and legitimators of executive decisions that undermine the conditions and incomes of workers. We’ve seen examples of this in the book already – it is an issue that cuts across sectors and the history of consulting. The corporate restructuring processes that consultancies are frequently contracted to advise on often not only deplete capacity, but can also lead to mass job losses, changes in the terms of employment, or wage cuts. During downsizing workers can experience ‘emotional exhaustion’ as an outcome of the higher levels of job uncertainty and lack of personal control.56 After downsizing, surviving workers cite adverse changes in working conditions, including higher levels of work demands, lower levels of friendship formation, and supervisor aggression, and it is also adversely associated with an inability to unwind after work and lower job satisfaction.57

Labour counsel Damon Silvers has held senior positions within the American trade union movement since the 1990s and also serves as a Visiting Professor of Practice at the UCL Institute for Innovation and Public Purpose, researching labour issues. According to him, the use of management consultants to provide external legitimacy and mitigate potential action by workers for redundancies and job condition changes is far more widespread than is usually recognized in academic literature or the media.58 Silvers also highlighted how ‘cost-cutting’ is in many instances achieved by reducing the salaries or wages of those at the lower end of the company hierarchy with the least bargaining power. Even in the absence of collective bargaining agreements, this again can have consequences for the resources underpinning governments, because when employers reduce incomes, there is usually greater demand for publicly provided welfare services.

In 2019, media outlets in the United States reported how, a decade earlier, the United States Postal Service (USPS) had contracted consultants from McKinsey to provide financial advice after posting losses over consecutive years. Included in the raft of proposals drawn up by the team of consultants for slashing operating costs was the suggestion to replace unionized, career employees with non-unionized, non-career employees. Its report described the ‘risk’ to the USPS of this proposal should the government introduce ‘legislation to require provision of full medical benefits to non-career employees’ – because, in narrow cost-benefit terms, providing healthcare insurance to non-career employees would increase their cost.59 The Huffington Post reported that ‘Another of McKinsey’s proposals, to cut costs by establishing public-private partnerships, replaced unionized Postal Service workers with staff at retail stores like Staples.’60 The National Labor Relations Board subsequently ruled that it had violated the collective bargaining agreement between the American Postal Workers Union and the USPS.61

According to a union with 600,000 active and retired members, although proposed changes to contracts and conditions are often developed by consultancies, it can be challenging to pinpoint their involvement, and the assumptions that underpin their proposals can be misleading. In one example involving these union members in the early 2010s, an aerospace manufacturer presented a proposal developed by a large multinational consultancy to freeze the defined benefit pensions for employees at the facility who had been working there for less than 15 years.62 New hires would also be offered a 401(k) savings plan instead. In recent decades, defined benefit pension schemes, which employers contribute to and guarantee a certain amount of income via annuity at retirement, have been increasingly replaced by 401(k) savings plans in the private sector in the United States, which ‘has placed the burden of saving and investing for retirement – and the risk involved – on employees.’63 At the bargaining table, the aerospace company presented the consultancy’s projections suggesting that the 401(k) savings plan would amount to the same value as the existing defined benefits pension scheme over the course of an employee’s career. But when the union began to question these estimates, it transpired that the models rested on shaky grounds. For one, it assumed the employee would have a thirty-year career with the company, when in reality new contracts were only for three years. It also did not take into account the high fees associated with 401(k) savings plans. The union ‘fought the proposal, but didn’t get it off the table. It ended up in a strike. It was pretty long actually, it was rough, and we ended up having to pretty much accept the proposal.’

Company managers have also contracted management consultants directly for advice in collective bargaining agreements and negotiations. Studies from the later decades of the twentieth century ‘have suggested that management consultants counsel the use of strategies, including illegal strategies, designed to undermine employees’ choice of collective bargaining … Anecdotal evidence supports the contention that employer consultants advise strategic implementation even though this would violate the law.’64 Recently, one legal scholar has made the case for ‘more robust regulation to ensure that management consultants are made directly responsible for their actions where the effect of those actions is to cause a violation of employees’ rights’. She explores a case where the government of Saskatchewan in Canada contracted an American boutique health consultancy to develop and implement a form of management known as ‘Lean’ across the province as the public sector looked to reduce spending in the wake of the financial crisis. Although trade union groups were initially supportive of the reform, tensions quickly arose. Consultants were not merely providing ‘leadership, strategic alignment, training and the creation of a supportive infrastructure’ but were often on the ground ‘involved in day-to-day operations’.65 The New Democratic Party criticized how processes were standardized by the management consultants; a step-by-step guide for making coffee was circulated, for example, and nurses’ movements were tracked using a stopwatch. All this suggested that ‘consultants had great influence on the [Health] Ministry and were authorized to use systems and methods as they saw fit, and further that they interacted directly with workers, all of which could lead to workplace health and safety and other infringements’.66 As it stands, however, employment legislation does not recognize this relationship, and so management consultants are not legally responsible for infringements in the way that internal line managers would be.

Democracy dies in the shadow government

Often, when communities find out about the role that consultants have played in the politics of their country, or the restructuring of the company they work for, they are less than pleased. In Puerto Rico, locals have campaigned hard against ‘la junta’ and the influence of McKinsey in it, which they view as ‘just another vulture’67 among a kettle of extractive multinational companies. In England, the very public involvement of consultancies such as Deloitte in the country’s pandemic response has been met with criticism from across civil society, including the British Medical Association, which represents doctors.68 The American Postal Workers Union successfully fought against the changes McKinsey had proposed to USPS. From Enron to Carillion, and from Valeant Pharma to the Nya Karolinska Solna in Stockholm, former employees have lambasted the role of consulting firms in their organization’s undoing. Although very little publicly available data on public opinion about the consulting industry specifically exists, broader polling data on auditing and big business suggests popular views about it are unlikely to be favourable. In 2002, Gallup conducted a poll that found just 3 per cent of American citizens were very confident that the reports provided by an accounting firm following an audit provide an accurate assessment of the corporation’s financial situation. For a country famed for its historical aversion to state intervention in the economy, in 2021, only one third of people were satisfied with government regulation of businesses and industries. A 2014 survey found that just 5 per cent of Americans believe that large US companies are doing a ‘very good’ job of balancing the best interests of the US and its citizens with the best interests of the company.69

The consulting industry is very often put to uses that are at odds with the democratic rules that exist to protect the public. But the ubiquity of management consultants in decision-making and operations across the global economy represents a challenge for democracy for an even simpler reason: most people do not know they are there. Today, McKinsey perhaps comes closest among the large consultancies to being a household name. But even then, many whose lives are affected by the company’s decisions and actions in government and business haven’t heard of it.

The opacity of the consulting industry is nothing new. In 1976, Daniel Guttman and Barry Willner published a book called The Shadow Government, which sought to highlight not only the influence of management consultancies and think-tanks in federal government decision-making, but also the fact that this was largely happening without public knowledge. As the scale and scope of contracting to consultancies has increased, it seems transparency has not.

Although there are undoubtedly instances where politicians have employed consultancies with the goal of rolling back the state over time, so often today politicians, civil servants and even managers in business aren’t even aware of the consequences of relying on them to deliver core functions. The public’s ‘visibility of effects’70 is obfuscated not necessarily because politicians and civil servants try to conceal those effects, but because the individuals overseeing the contract also fail to recognize them. In part, as we saw in the case of Denmark’s gradual loss of IT capabilities through digitalization reforms, this is because of the incremental nature of the ‘systemic retrenchment’ that results; a loss in state capacity resulting from stunted learning in the public sector occurs slowly when consultancies are contracted over many years.71

More generally, this speaks to the wider shortcomings of how consultancies are currently regulated. In the cases explored in this chapter, it has taken expensive government inquiries or newspaper investigations to unearth details of how the companies were influencing and using sensitive legal information. The same level of scrutiny is not mounted against most contracts between public sector bodies and the consulting industry. Indeed, doing so would require an exceptional amount of resources.

As important as they can be for raising awareness among both publics and politicians (it was the New York Times that shed light on the scale of MIO Partners’ investments in Puerto Rico, for example), post hoc investigations are not a substitute for regulatory bodies. Journalistic investigations will always be necessary, but there is a limit to what newspapers can and are willing to explore – not least because a lot of what happens within government continues to be regarded in the popular imagination as the workings of mundane bureaucracy. The disgrace of Valeant Pharmaceuticals and McKinsey’s double dealings in Puerto Rico made for sensational headlines, replete with beguiling baddies and criticism from campaigners. But the backroom contract with an IT consultancy that gradually transfers responsibility for managing a government department’s IT networks to a handful of consulting graduates is unlikely to receive the same attention, even if there is a serious conflict of interest.

And in few areas will contracts with the consulting industry have greater consequences for our collective welfare and democratic purposes than in the need to transition to a green economy.
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9. Climate Consulting: An Existential Threat?

There are no biographies or history books about Godwin Olu Patrick Obasi. There is no Wikipedia page, no biopic. Just six Tweets mention his name. Beyond a handful of obituaries and commentaries of his professional activities, newspaper archives do not reveal much about his life. But it is in large part thanks to him that people and politicians across the world grasp the ongoing climate breakdown. In 1933, the year that he was born in Ogori, Kogi State, Nigeria, global temperatures were almost two degrees cooler than they are today. The research that Professor Obasi would go on to conduct at universities in North America and Kenya and with the Nigerian Meteorological Service would lead to breakthroughs in our understanding of why the planet is warming and what the role of human activity is in that process.

It was his twenty-year service as Secretary General of the World Meteorological Organization (WMO) that would have the greatest impact. Under his leadership, working with the United Nations Environment Programme, then directed by the Egyptian scientist Mostafa Tolba, the WMO established the Intergovernmental Panel on Climate Change (IPCC) in 1988. Bringing together climate scientists from around the world to review huge quantities of data and existing research, the IPCC published its first report assessing the effects of climate change in 1990. Its authors hoped that with its findings, ‘appropriate strategies in response to the issue of climate change can now be firmly based on the scientific foundation that the Report provides’. And that scientific foundation was clear: emissions resulting from human activities were substantially increasing the atmospheric concentrations of greenhouse gases that would ‘enhance the greenhouse effect, resulting in additional warming of the earth’s surface’. Without a drastic change during the next century, the world would experience a rate of increase in global temperatures that was ‘greater than that seen over the past 10,000 years’.1

The report did not offer concrete policy recommendations – the objective of the IPCC is not to advise politicians on how to respond to the climate crisis, but to provide governments at all levels with scientific information that they can use to develop climate policies.2 In various conference proceedings, interviews and articles where he was asked to share his evidence-based expert opinion on the climate crisis, Professor Obasi was nonetheless unequivocal.3 He knew his role was not to determine the exact actions governments should take, but he did not shy away from emphasizing the scale of systemic efforts that were needed.

In one special issue of the Proceedings of the Indian Academy of Sciences, published in 1993, three years after the first IPCC report, Professor Obasi wrote:


We have gone beyond the point where sustainable use of the atmosphere as a highly mobile dump for man’s waste is possible, without serious consequences … Basic changes will be needed if we are to move towards nationally and globally sustainable development. Among others, in the industrially developed countries, there will be a need to evolve economic systems that use resources more sparingly and efficiently, as well as minimizing waste discharge. In developing countries, it will be necessary to ensure socio-economic growth to meet the rising expectations of growing populations and that this takes place in a manner that will minimize resource depletion and environmental stress.4



These comments are unsettling not least because they are a reminder of how long we have known about the existential risks of climate breakdown.

In 2018, thirty years after it was founded, the IPCC published its Special Report on Global Warming of 1.5°C. The point at which climate breakdown ceased to be a future likelihood described in numbers and instead became a day-to-day reality for many communities around the world had long passed by the time the report was launched. Rising sea levels, coral death and typhoons have for decades threatened the ability to live on many Pacific islands, for example. In the second half of the twentieth century, entire areas of farmland disappeared under the sea and water salination rendered some staple crops impossible to harvest.5 In some regions of the world, the frequency and intensity of extreme weather events have increased with growing carbon emissions. Notably, although these consequences are felt disproportionately in the Global South, emissions have been disproportionately produced by countries in the Global North. One recent study using figures dating back to 1850 found that, as of 2015, the USA alone was responsible for 40 per cent of CO2 emissions in excess of the safe planetary boundary of 350 parts per million of atmospheric CO2. The most industrialized countries were collectively responsible for 90 per cent of the excess emissions.6

Like the organization’s first report published in 1990, the 2018 IPCC publication was explicit about the extent of climate breakdown and the role of human activity in that process. Human activity, the report noted, is estimated to have caused approximately 1°C of global warming above pre-industrial levels. Global warming was two to three times higher in the Arctic than the global annual average, and the consequences of anthropogenic emissions to the present will persist for centuries to millennia. The report also described what the likely consequences would be if no action was taken to limit global warming to 1.5°C and temperatures instead rose to 2°C. In the former scenario, extreme heat waves would be experienced by 14 per cent of the world’s population at least once every five years; in the latter, that figure would rise to over one third of the planet. Global sea levels would rise higher – and do so faster. With a temperature increase of 1.5°C, many species would become extinct, but three times as many insects (18 per cent), twice as many plants (16 per cent) and twice as many vertebrates (8 per cent) would likely become extinct at 2°C warming. The scientists projected that coral reefs would decline by a further 70–90 per cent at 1.5°C; but at 2°C, they would disappear almost entirely. The reality is that future generations in many parts of the planet will face very uncomfortable and even unliveable conditions if warming is not kept far below 1.5°C. At present, the scientists explained, we are nonetheless a long way from successfully limiting temperature increases even to this level.

But the report also did something unprecedented: it set a deadline for action. And in doing so, it held future politicians and businesses accountable for failing to act now.

The turning point

For the first time in the IPCC’s history, the report’s authors warned that ‘without increased and urgent mitigation ambition in the coming years, leading to a sharp decline in greenhouse gas emissions by 2030, global warming will surpass 1.5°C in the following decades, leading to irreversible loss of the most fragile ecosystems, and crisis after crisis for the most vulnerable people and societies’.7 In other words, as would be repeated across newspaper headlines and protest placards around the world following the report’s publication, ‘we have 12 years to limit climate change catastrophe’.8

The twelve-year deadline lent weight to the burgeoning global climate movements made up increasingly of Gen Z citizens, anxious not just about the future of an abstract ‘humanity’, but of the ability of themselves, their children and their grandchildren to live comfortably on the planet. Youth-led campaigns, such as the Rise Up Movement, founded by Vanessa Nakate, and Greta Thunberg’s School Strike for Climate, helped others to learn that tinkering around the edges of our planetary boundaries would not be enough. They taught their parents’ generation that individual action such as recycling paper and opting for public transport was futile; to limit the excesses of contemporary capitalism’s biggest emitters in mining, industrial agriculture and transport, we needed intervention. The next IPCC reports, published in 2021 and 2022, only reinforced their calls, showing that climate change was now ‘widespread, rapid, and intensifying’.9

Where once environmental issues were confined to the manifestos of green parties, today they are at the forefront of political campaigns across the party spectrum. Opinion polling suggests that more people are becoming increasingly concerned about climate change than ever before. One survey conducted by Pew Research Center in 2020 found that two thirds of US adults think that the federal government should do more on climate, with 60 per cent viewing climate change as ‘a major threat to the well-being of the United States’. This was as high a share taking this view as in any Pew Research Center study going back to 2009.10 A YouGov poll commissioned in October 2021 found that 60 per cent of American adults believe oil and gas companies are ‘completely or mostly responsible’.11 The COVID-19 pandemic has not diverted attention away from the climate crisis. Also in 2021, academics from the University of Oxford and the United Nations Development Programme conducted the world’s largest ever survey on climate change. It found that 64 per cent of people globally ‘believe climate change is a global emergency, despite the ongoing Covid-19 pandemic’. It also found that those aged under eighteen were ‘more likely to say climate change is an emergency than older people’.12

It is safe to say that we are living in unprecedented times – not just in terms of the extent of climate breakdown, but also popular concern about it. Demand for radical transformation is high across populations around the world. A consensus has emerged on the need to reverse our existential trajectory: the mission is set.13 No longer can party leaders and chief executives claim that responsibility for averting the crisis lies at the feet of those who preceded or came after them. The 2018 IPCC report made visible not only the effects of climate change but also the actions of those in power today. It is precisely because the unprecedented growth in concern for the climate poses a threat to the status quo in our economies that the consulting industry has become a key actor in the battle for the future. The consulting industry is riding a new wave – one that rolls over dying coral reefs and the shores of disappearing islands.

The dawn of climate consulting

Globally, the climate change consulting market is predicted to be worth more than $8.5 billion by the end of 2028.14 Consultancies including KPMG, PwC and McKinsey established environment advisory arms in the 1990s, but for a long time these remained relatively marginal activities. In the past few years, all the world’s largest consulting firms have established or significantly increased spending on their sustainability divisions. New service areas such as adaptation policy, corporate climate risk strategies and the development of metrics for analysing environmental impact have proven to be particularly lucrative: ‘Consultancy firms of different hues – management, economic, engineering, and environmental – have all been quick to repurpose existing calculative tools and products to evaluate climate risks and adaptation options.’15 In the UK, since 2011 more than 10 per cent of UK aid for climate development projects has been channelled through consultancies.16

In 2021 alone there were unparalleled investments by consultancies seeking to capture a share of the sustainability boom. In March of that year, BCG expanded its existing Center for Climate Action to become the BCG Center for Climate and Sustainability, with specialist teams joining existing offices around the world. The move came as the company was announced as the official ‘Consultancy Partner’ of the twenty-sixth ‘Conference of Parties’ meeting of the United Nations Framework Convention on Climate Change (UNFCCC), also known as COP26, which would be held in Glasgow and hosted by the government of the United Kingdom in November.17 This was the very first time a UNFCCC meeting had had a formal partnership with a consulting firm, which in itself attests to the deep involvement of consultancies in climate policy today. April 2021 saw the launch of McKinsey Sustainability, an entirely new practice, which aims ‘to be the largest private sector catalyst for decarbonization’, according to one global managing Partner.18 One month earlier, McKinsey also acquired the boutique consultancy Vivid Economics, which specializes in economic policy for sustainability topics.19 PwC recently announced a $12 billion investment in ‘recruitment, training, technology and deals designed to capture a booming market for environmental, social and governance advice’.20 Capgemini launched a ‘Sustainable IT’ service, offering support to companies looking to reduce their e-waste – outdated hardware and energy lost through digital technologies. (The use of IT in businesses accounts for 4 per cent of the world’s total carbon footprint.)21 In Canada, EY appointed its first ever chief sustainability officer, promoting someone who had previously served as managing Partner of its energy division, serving oil and gas companies.22 Large consultancies have ‘arguably been one of the earliest “winners” from the rapidly emerging and hugely contested domain of climate policy’.23 Their growth in this area is also giving rise to a new type of consultancy; companies that have historically provided specialist engineering services, such as Arup and AECOM, have reaped huge profits from providing climate adaptation advice.24

These figures and developments likely do not even capture the full scale of consultancies’ involvement in the climate strategies of both governments and businesses. Beyond the usual reasons for lowballing as a way to secure future contracts, two key features of the climate crisis render it an even safer bet for consultancies in search of future profits. For one, the climate crisis is not going anywhere any time soon. It is not a business fad or a government reform that will be replaced with the next round of restructuring or elections; it is a threat that societies will have to reckon with for as long as humanity exists. It is also not confined to a particular geography or sector; the climate crisis is systemic and affects everything, everywhere. The scale and scope of climate-related challenges that governments and businesses will encounter over coming decades will be unpredictably vast and complex.25 Because the challenges they face are often shared, organizations within particular sectors or geographies are likely to develop coordinated climate responses. This is true, for example, in development banks, which increasingly provide loans for green infrastructure investments and have sought to ensure that the metrics for evaluating the effectiveness of loans are common across institutions. For consultancies, such approaches create markets with fewer, larger buyers, and are thus a source of fierce competition; a network of banks that adopts a joined-up framework for measuring the environmental impact of its loans is a far more profitable client than a single bank, but securing contracts with these clients before they develop or adopt alternative approaches is key.

Among consultancies large and small, the battle for climate clients has become fierce. Where once environmental considerations were buried within broader ‘corporate social responsibility’ services, today they are front and centre of consultancies’ marketing material. Their websites are replete with beautifully designed free reports on sustainability issues for every sector, from oil and gas to healthcare, and from government to luxury goods. The language that these companies use to describe the climate crisis wouldn’t be out of place in a Greenpeace report. Briefing papers have titles such as ‘The time for climate action is now’26 and ‘Sustainable finance: it’s decision time’.27 ‘We are in the middle of a climate emergency,’ says PwC. ‘Urgent action is needed to reduce the emissions gap and build resilience to the current and accelerating impacts of climate change.’28 Every report, every blog post, every pamphlet includes a call to action. BCG urges in one that we ‘turn the trajectory of greenhouse gas emissions around to ensure that global warming stays within safe limits’.29 Elsewhere it calls on companies ‘to move aggressively in support of biodiversity’.30 We are told repeatedly that ‘radical transformation’31 and ‘radical bets’32 are needed – whether to achieve net zero or in the green transition more generally. The implication – and frequently the explicit offering – is that the services of the consulting firm are precisely the ‘radical’ tool that is needed. Deloitte describes, for example, how ‘with our sustainability and climate change consulting services on board, you can be part of a financial revolution that puts the planet first’.33 There are also ‘revolutions’ in sustainability,34 in ESG,35 in sustainable finance,36 in ‘zero-emission transportation’37 and in manufacturing.

So, is the consulting industry emerging as a vanguard in our collective mission to save the planet? The marketing narratives would suggest so. A brief look at the history of climate governance, however, suggests something else is at play.

A brief history of (market-driven) climate governance

The publication of the first IPCC report in 1990 was followed by a flurry of other scientific papers attesting to how the carbon-intensive modes of industrialization pursued by rich countries since the nineteenth century had been catastrophic for the planet. But the sectors responsible for the biggest emissions, and the fossil fuel companies that enabled them, showed no intention of slowing down, instead establishing new markets and trading partners around the world, often with the help of public subsidies and other forms of financial support. Consultancies were also ever-present, assisting these clients in their expansion. It was during this period that they began promoting the idea to clients that adopting a sustainability strategy would not only help to stave off the growing pressure from environmental activist groups, but also give clients ‘an edge’ over competitors. For example, in the wake of campaigns surrounding the disposal of its Brent Spar oil platform that included a consumer boycott, in 1997 Dutch Shell contracted Arthur D. Little along with a boutique environmental consultancy for advice on its sustainable development. In the words of one manager at Shell, the companies were contracted to ‘develop tools and performance indicators in order to “identify stakeholders and the risks and opportunities associated with that. How do you report on it and how do you learn from it.”’38 But at the same time that they began to adopt these early sustainability strategies, companies involved in oil and gas exploration, development and production in countries such as the United States became powerful sources of domestic opposition to nationally and internationally binding measures to reduce greenhouse gas emissions.39 And their emissions grew and grew.

Governments in the Global North did increasingly recognize the need to adopt climate change policies, but the impact of these proved to be wanting. Their policies constituted an approach to climate governance that was fundamentally resistant to systemic change and action by governments, which we define here as ‘market-driven climate governance’. Others have described this approach as ‘neoliberal’, insofar as it ‘favors the least intervention in the decision making of relevant stakeholders’ and ‘promotes the development of institutions that provide a framework for individualized private decision making in responding to climate change [original italics]’.40

Owing to the power of the United States in the global political economy, market-driven climate governance manifested in the response of multilateral institutions. The first IPCC report formed the basis of the UNFCCC in 1995, the first international commitment to combat ‘dangerous anthropogenic interferences with the climate system’.41 From the outset of negotiations on the UNFCCC, the United States under George H.W. Bush successfully challenged the inclusion of legally binding targets and timetables for countries to reduce emissions, advocating instead for countries to develop their own domestic goals and programmes.42 In the years that followed, countries were free to pursue climate policies that did not harm the profit interests of high-emitting sectors, even if this meant in practice that they also did not reduce emissions significantly – or at all.

During the 1990s and 2000s, the reforms included new financial tools that it was hoped would incentivize good corporate behaviour. The Kyoto Protocol of 1997 was an international treaty that sought to extend the UNFCCC. In the negotiations, the Clinton administration successfully argued for the inclusion of ‘market-based flexibility mechanisms, namely international emissions trading’. In this system, industrialized countries could emit beyond internationally agreed limits by buying ‘credits’ from other countries that emitted less than their targeted amount of carbon.43 The resulting birth of global carbon trading created a booming market in carbon credits and related financial instruments across primary and secondary markets that in 2021 were estimated to be worth $277 billion globally,44 and effectively ensured industrial interests could continue to emit to their shareholders’ content. In 2001, the United States ultimately withdrew from the Kyoto Protocol under George W. Bush, citing concerns about its impact on the economy. In his letter to Congress explaining the decision, Bush emphasized his commitment to an approach that limited both international cooperation and government intervention in the United States’ response to the climate crisis: ‘I am very optimistic that, with the proper focus and working with our friends and allies, we will be able to develop technologies, market incentives, and other creative ways to address global climate change.’45 In the decade that followed, the only emissions targets adopted by the United States were those developed nationally and determined relative to economic activity, effectively ensuring that actual greenhouse gas intensity would not decrease. One analysis suggested that the target of 18 per cent reduction in emissions relative to economic growth that was adopted through Bush’s Climate Change Initiative was in fact ‘likely to result in a 32 per cent increase in US greenhouse gas emissions in 2012 compared to the 1990 levels’. The authors also noted that the Climate Change Initiative ‘falls considerably short of efforts of the EU, Japan and Canada under the Kyoto Protocol’.46

The development of new technologies that reduce demand for fossil fuels and capture emissions will be essential for preventing climate breakdown. But government measures to foster innovation in green technologies during this period were also notably lacking; the dominant assumption was that an eventual demand for reduced emissions would naturally spur private actors to invent climate-friendly technologies – and thus that profit would be the key driver of technological change. Market-driven climate governance instead ‘trust[ed] producers to develop new technologies that will incidentally provide a public benefit of a global reduction in greenhouse gas emissions’.47 Owing to the dominance of this view, governments throughout the 1990s and 2000s for the most part did not introduce economic strategies explicitly to foster the development of green technologies in the private sector. Governments’ resistance to shaping green technology markets has resulted in innovation systems in which government is both often the source of demand – the consumer – that procures green technologies, and provides the investments necessary for the early-stage development. The failure to recognize this has created huge opportunities for rent extraction, whereby technology companies profit by commercializing knowledge developed through public investments in research; historical data from the past thirty years suggests that key developments in green technological innovation, from renewable energy to transport and the emerging field of carbon sequestration have been driven by public investments and policies.48 It has also meant that progress in developing carbon-reducing technologies has been far slower than the urgency of the climate crisis demands.

Instead of intervening to constrain the emissions of carbon-intensive industries directly, the United States government adopted – and became a forceful advocate of – self-regulation initiatives. This approach was very much in line with the ideologies shaping government behaviour across industrialized economies at the time. One form of self-regulation that emerged at the turn of the millennium was climate change risk disclosure. Climate change risk disclosure frameworks were developed to encourage companies to report to investors the risks they are facing from both the physical impacts of climate change and the transition to lower emissions. Advocates argue that this is both fairer to existing and potential shareholders, and could also incentivize companies to behave in ways that reduce their exposure to these risks, such as by transitioning their business models to reduce emissions.49 Publicly traded companies are already mandated by law to provide information about their anticipated material risks. This form of self-regulation emerged ‘almost exclusively from within non-elected coalitions of multinationals operating through private, not-for-profit entities’.50 The Climate Disclosure Standards Board (CDSB), for example, was one of the most prominent advocates and developers of climate change risk disclosure. Established in 2007, the CDSB was a consortium of businesses and environmental NGOs, including some funded by fossil fuel firms, that ‘offer[ed] companies a framework for reporting environmental information with the same rigour as financial information’.51 Board members included a body called the International Emissions Trading Association, which in 2021 was chaired by an executive of global mining giant Rio Tinto.52 Previous chairs have included a Senior Climate Change Advisor for Shell.53

Ultimately, self-regulation, the promise of planet-saving technologies and the creation of new financial incentives have ‘held the need for mandatory regulations at bay’.54 Market-driven climate governance is premised on a belief that the market mechanism can serve as a corrective to climate breakdown. Maintaining this approach has been ‘an important part of private sector strategy’,55 insofar as it ensures that companies are not forced to reconfigure operations to reduce emissions in ways that could affect their short-term profits if no other option is viable. In this way, the past thirty years of climate policy have constituted perhaps the greatest experiment in market-driven economics that the world has ever seen.

The 2018, 2021 and 2022 IPCC reports have made abundantly clear that this approach is not working; the planetary impact of human industrial activity has only become worse. The climate battle will only be won when emissions are properly constrained through systemic intervention, including regulation, public investment and market-shaping policies. Despite the huge costs to the planet, many companies whose profits rely on fossil fuel extraction are refusing to curb their emissions. But since 2018, these companies are facing more scrutiny from governments and the public than ever before. This is where the consulting industry comes in.

Manipulating models

Given what we know about the history of the consulting industry – how it benefits from new markets for governance transformations across business and government, in the process also shaping them – and given what we know about the history of climate governance – how certain industries and governments have resisted systemic intervention ever since the first IPCC report in 1990 – it would be naïve to take for granted either demand for genuinely transformative climate advice or the existence of genuinely expert advice as the key drivers of growth across the climate consulting market. There certainly are many companies and governments that want to reduce their climate impact, and there are consultancies that house expertise that is potentially useful for climate action. There are also many, many consultants who would like to use their skills and knowledge in the fight against climate breakdown.

However, governments and businesses may also hire consultancies not to reduce their climate footprint, but to convince others of their commitment to mitigating the climate crisis, even if this is not matched with action. A number of recent cases and developments lend weight to this hypothesis.

The Australian government’s contract with McKinsey to help develop its plan for reaching net zero emissions by 2050 is an important example. Australia is the fourteenth biggest emitter of CO2 in the world, and has one of the highest total emissions of CO2 per capita, ahead of the United States, China and Saudi Arabia; key sources of emissions within the country include agriculture, transport and consumer electricity. Although consumption of renewable energy has increased in recent years, 30 per cent of the country’s emissions come from coal; a report by the British think-tank Ember launched at COP26 found in fact that Australia has the highest greenhouse gas emissions from coal in the world on a per capita basis.56 Australia is also one of the world’s largest exporters of coal and natural gas; these exports are responsible for roughly three times Australia’s annual domestic emissions. In addition, the country produces aluminium for export, which is a significant contributor of carbon dioxide, and is also not included in measures of domestic CO2 emissions. How Australia responds to the climate crisis will matter for everyone. Australia’s actions – or lack thereof – will be consequential for our collective ability to save the planet.

The scale of the country’s carbon footprint and the urgency of shrinking it have unfortunately not, however, translated into meaningful action. Political parties and business bodies have long resisted moves to constrain the oil and gas industry, and measures to transition other sectors, such as agriculture, have similarly left much to be desired. In fact, in 2021, there were over 100 oil and gas exploration projects ongoing in the country. In November 2021, the country, under Prime Minister Scott Morrison, was ranked last out of sixty countries and the European Union in the Climate Change Performance Index for its response to the climate crisis.57 The government has nonetheless been facing some pressure to introduce serious climate mitigation policies from both civil society and scientific groups domestically, as well as multilateral bodies internationally, and in 2021 it contracted McKinsey to help develop the Long-Term Emissions Reduction Plan. The report sets out a strategy for reaching net zero by 2050, using modelling carried out by McKinsey as part of a AUD$6 million contract.

Upon its launch, the report was met with widespread criticism that transcended borders and party lines, as analysts reviewing the models discovered that the government’s plan wouldn’t achieve the net zero target by 2050 that the government itself has agreed to. The shadow climate change minister described the report as a ‘scamphlet on net zero’, with the leader of the Greens declaring it ‘a recipe for climate collapse in Australia’.58 According to the modelling, the plan would ‘fall 215 metric tons short of reaching only an 85% reduction [in emissions] by 2050’.59 The remaining 15 per cent reduction in emissions would be achieved through ‘further technology breakthroughs’ emerging from some unspecified place in the world, at some unspecified point in time before 2050.60 Although the coal sector would be reduced by 51 per cent, according to the modelling, emissions from the gas industry could be 13 per cent higher in 2050 than they are today. A whopping 10–20 per cent of the reduction would come from ‘offsets’ achieved through a variety of questionable methods, including abatement payments to landowners to incentivize them to manage their soils and plant trees that temporarily store carbon. This is viewed in the report as a cheap form of offsets, because the costs to landowners are far lower than the financial losses that polluting actors would face by directly reducing their emissions, even if doing so would be more effective in the long term.61 In other words, the economic value that a farmer would lose by not cutting down trees to plant new crops is lower than what a mining company would lose by not producing aluminium. The former is the Australian government’s preferred offsetting strategy, even though the latter is far more damaging for the environment. Crucially, the modelling also doesn’t account for the physical consequences of climate change,62 which are likely to be very costly for key industries as well as government-funded infrastructure in Australia. The country has already experienced some of the highest temperature increases linked to climate change in the world.

In January 2022, McKinsey published a report that estimated ‘the changes in demand, capital spending, costs, and jobs, to 2050’ for high-emitting sectors across sixty-nine countries.63 Concluding that the transition to net zero by 2050 would cost $275 trillion over thirty years, the report was pessimistic, emphasizing the losses that industries and governments dependent on fossil fuel extraction would experience. But analysts quickly identified problems with the methods consultants had used. For one, the report’s most alarming figure – that the countries faced costs of $9.2 trillion per year – did not take the current trajectory as a baseline: ‘Business as usual would cost $250 trillion. So based on McKinsey’s analysis, the real incremental cost is less than $1 trillion per year in additional investments.’64 The models that McKinsey used to reach the report’s top line figure also assumed no increase in clean energy use, vastly underestimating the growth of solar and wind energy consumption and overestimating the costs of its deployment.

So why did the Australian government recruit McKinsey to help develop its net zero strategy? The company has clearly not been able to do so effectively. Perhaps, then, we have to consider that this was never the government’s intention, and that, as others have suggested, McKinsey was instead contracted to create ‘the illusion of ambitious climate action’,65 with its models intended ‘to lend the plan credibility’.66 Australia’s national science agency CSIRO also applied for the tender to conduct analyses and develop models for the government’s net zero strategy. Perhaps it lost out on the tender because it might have been more willing to ruffle feathers among policymakers. One thing is clear: in this case, the consulting industry did not play the role that functional theorists give as the reason for consultancies to exist – unless the function was protecting profits in carbon-intensive industries, and not reducing emissions after all.

Conflicting interests: Running democracy on fumes

Indeed, the writer Ketan Joshi has pointed to another reason why we might doubt whether McKinsey provided advice that was genuinely impartial and aimed first and foremost to help the government achieve net zero by 2050: that many of the consultancy’s biggest clients are in the fossil fuel industry.67 A New York Times investigation revealed that in recent years, McKinsey has advised at least forty-three of the hundred biggest polluters, ‘including BP, Exxon Mobil, Gazprom and Saudi Aramco, generating hundreds of millions of dollars in fees for the firm’.68

In another case that has been the subject of intense scrutiny by both campaigning groups and academics, McKinsey was found to have provided climate advice to the UNFCCC itself that protected the interests of large timber companies and other industrial actors that it had also advised, while promoting measures that harmed the cultural practices of indigenous groups. Globally, ‘deforestation and forest degradation account for approximately 11 percent of carbon emissions, more than the entire global transportation sector and second only to the energy sector’.69 In response to this, during the 2000s, the UNFCCC developed the ‘Reducing emissions from deforestation and forest degradation’ (REDD) mechanism, which aimed to create a means of offering financial incentives to developing countries to maintain, conserve and manage forests that might otherwise be cut down for profit. Countries that were party to the mechanisms would be able to access funds to compensate groups and businesses for losses incurred by more sustainable uses of forests.

In 2007, the UNFCCC contracted McKinsey to develop a metric for estimating the financial value of maintaining, conserving and managing forests as a source of carbon capture, vis-à-vis other uses of the land, through an extension of REDD known as REDD+. The tool that McKinsey created was based on a Marginal Abatement Curve (MAC), a technique that has long been used by governments to evaluate the cost-effectiveness of different climate strategies.70 It sought to understand how governments could reduce deforestation for the least cost. Using its MAC tool, McKinsey advocated the reduction of deforestation to be achieved through stopping what is known as ‘slash and burn’ agriculture by indigenous communities, because this tradition was deemed to create low financial value, and so the communities would require less compensation for the loss of habitats and ways of life.71 Large timber companies, in contrast, would require higher compensation because the costs of not cutting down forests for them were deemed high. The latter was of course a far greater contributor to deforestation. The approach that McKinsey embedded in the metric it developed for REDD+ and the UNFCCC valued the profits of logging companies far more than the cultural farming practices of indigenous communities, which did not contribute to deforestation on anything like the scale of the logging companies. Crucially, at the time (as environmental groups pointed out), McKinsey’s clients included logging companies that operated in the forests of the countries involved in REDD+. The indigenous communities affected most by the mechanism, from Brazil to Bangladesh and Papua New Guinea, were not clients of McKinsey, and did not have direct access to its consultants. In this way, the quantitative tool in which McKinsey embedded its advice once again lent credibility to an approach that protected the interests of lucrative clients. The most effective means of reducing deforestation was not recommended. How impartial was McKinsey’s advice?

McKinsey was serving both sides of the street. There was a direct conflict of interest because McKinsey was receiving money from companies that would be affected by the deforestation reduction policies it was helping to develop. In recent years, consultancies large and small have also helped to develop a form of disclosure across powerful industries that have long been significant contributors of CO2 emissions.

Resisting accountability: The case of ESG

Environmental, social and governance criteria (ESG) are standards that companies can use to demonstrate that their operations do not harm the environment, that they support positive relationships with employees and other communities, and have effective governance structures. Advocates of ESG claim that by encouraging companies to disclose this information, good corporate behaviour is incentivized, because it is rewarded with higher value:72 ‘The pitch that companies should focus on “doing good” is sweetened with the promise that it will also be good for their bottom line and for shareholders.’73 Depending on the framework the company uses, it will report figures across the three criteria; for example, the number of women employed in senior roles, the amount of electricity its offices use and how many employees cycle to work. Institutional investment funds also increasingly use ESG criteria to make decisions about where to invest.

Demand for corporate ESG frameworks and financial ESG investing metrics has exploded in the past few years. The number of multinational companies that now use ESG when determining executive pay, for example, doubled between 2018 and 2021.74 The Business Roundtable, a lobbying group made up of the chief executives of large companies in the United States, ‘supercharged the ESG movement’75 following its 2019 meeting, when it endorsed the view that businesses exist to serve stakeholders, and not just shareholders.76 In February 2021, Bloomberg reported that ESG-designated assets are ‘on track to exceed $53 trillion by 2025’, representing more than a third of projected total assets under management.77 Investors with $100 trillion of assets under management have signed on to the United Nations Principles for Responsible Investment, which were ‘developed by investors, for investors’,78 and advocate greater use of ESG frameworks in investing.79

The consulting industry has been a key supplier of ESG frameworks and related services, advocating their adoption across marketing material. The Big Four, and notably EY, have been particularly vociferous in their efforts to secure ESG clients, owing to the potential for cross-selling ESG services beyond financial reporting advice, such as in executive remuneration.80 Many smaller sustainability-focused consultancies have also joined the fray, selling frameworks they have developed in-house, or providing advice on how to improve within other frameworks.

Already in 2018, there were over 600 different ESG ratings in play across business.81 The frameworks on offer ‘differ not only in how to measure the various ESG criteria, but also with respect to what criteria are deemed worthy of measurement’ in the first place.82 Despite the proliferation of ESG criteria, however, there is no single definition of ‘good’ ESG, and the many frameworks in use are not regulated by any single public body. There are different private sector reporting standards for some criteria, including the Sustainability Accounting Standards Board and the Global Reporting Initiative. In 2021, the G7 group of nations and EU central banks endorsed a framework developed by the Task Force on Climate-Related Financial Disclosures (TCFD) to force banks and companies to disclose their exposure to climate-related risks.83 Members of the Task Force include Partners from Deloitte, EY, PwC and KPMG.84 In the same year, all of the Big Four, and many other smaller consultancies, launched services offering advice to companies that will be forced to comply with the TCFD framework.

Efforts to standardize corporate ESG metrics have been met with resistance across business. The repudiation of the World Economic Forum’s ESG framework among many of its own members is perhaps telling. In January 2020, the Forum launched the ‘Stakeholder Capitalism Metrics’, a framework using twenty-one ESG metrics that aimed to ‘promote alignment among existing ESG frameworks’. Deloitte, EY, KPMG and PwC were all contracted to help ‘identify a set of universal, material ESG metrics and recommended disclosures that could be reflected in the mainstream annual reports of companies on a consistent basis across industry sectors and countries’.85 But by the group’s meeting in September 2021, fewer than sixty companies had adopted them.86 By May 2022, although 150 companies had ‘shown their support for the Stakeholder Capitalism Metrics’, still only 70 firms had adopted them.87 The World Economic Forum has a membership of 390 firms, and over 1,000 companies attend the events in-person.

The theory that suggests ESG criteria can incentivize businesses to behave in environmentally and socially responsible ways fundamentally relies on the ability to accurately compare businesses against each other; ESG, according to its advocates, facilitates market competition by providing access to information about accurate estimates of risk that may affect future share value and profitability. If demand for ESG was driven by a widespread commitment to this theory among companies, then there would be much greater support for a universal standard than there has been. Without it, the information that metrics provide is unintelligible, and the whole system flawed. The absence of a universal standard, despite the apparent enthusiasm for ESG, thus suggests other motivations may be at work.

The consequences of this absence are reminiscent of the opinion shopping that client companies were able to do in the years before auditing became standardized. When there are many ESG frameworks to choose from, companies can shop around for the one that best presents the existing practices of the company or at least does not suggest that measures need to be implemented that could undermine other objectives, such as profitability.

But even if universal climate disclosure reporting standards in finance and business were adopted, even if investors and governments could accurately compare information about risks between companies, there remains a critical issue with the information itself – and the ability to accurately quantify it in market terms. Climate risks are ‘subject to radical or “Knightian” uncertainty, whereby the probabilities of different outcomes are impossible to calculate. This means sufficient “intellectual capacity” for policy action will potentially never be reached in advance.’88 In other words, the climate crisis is so complicated that, even if the frameworks are standardized and mandated across business, the methods for assessing criteria are unlikely to provide accurate information about the risks facing companies across different markets. The market conditions necessary for ESG therefore cannot be met, even on its own terms, and are consequently more liable to gaming by participants. Indeed, if the TCFD provides a straightforward and objective measure of climate risk, why do so many consultancies offer related services? Surely there should be no further value to such advice from the perspective of clients.

In August 2021, BlackRock’s former sustainable investing chief officer, Tariq Fancy, made headlines after calling ESG frameworks a ‘dangerous distraction’, stating unequivocally that they do not produce ‘any real-world environmental or social impact’. BlackRock is responsible for some of the biggest ESG funds in the world – and has been influential in the TCFD’s development – and so Fancy’s decision to whistleblow was significant. Crucially, he also highlighted the broader political implications of ESG criteria, arguing that they create ‘a giant societal placebo where we think we’re making progress even though we’re not’. In the end, as he told the Financial Times, this ‘is going to slow government action’.89 Viewed from the perspective of business and financial markets, ESG frameworks stave off democratic government intervention by creating the impression that standards are being upheld. By providing these frameworks and advising businesses on how to fulfil their criteria, consultancies large and small play a critical role in stalling meaningful, impactful and accountable responses to the climate crisis – and thus must be recognized as a source of political opposition to our collective interest to transition to a green economy. As one recent study of ESG frameworks concluded, ‘when all is said and done, a lot of money will have been spent, a few people (consultants, ESG experts, ESG measurers) will have benefitted, but companies will not be any more socially responsible than they were before ESG was invented’.90

Future-proofing: Commitment with action

Since the publication of the first IPCC report in 1990, it has been public knowledge that the climate crisis represents the greatest, most existential challenge of our time. But for thirty years, concerted and collective action to confront it was resisted by governments and businesses who believed that markets driven by profit and shareholder value would provide solutions instead. The IPCC’s 2018 Special Report on Global Warming of 1.5°C proved that market-driven climate governance had not worked. In the face of the report’s conclusions, and growing popular awareness of them, governments and business actors whose growth depends on the continued extraction and consumption of fossil fuels have doubled down, promising citizens and international observers that they will do better – by enlisting the services of market actors paraded as credible experts: the consulting industry. In championing the consulting industry in this way, scientific evidence and the voices of actual experts who do not have anything like the same backing of resources and power are crowded out. The Professor Obasis of today are ignored. This actively harms the planet – because the longer we wait to develop a system that lives within our planetary means, the worse the impacts of climate breakdown will be.

Climate consulting is a burgeoning source of economic rents. Although it is a relatively new growth area for consultancies, and so research on its impacts and variety is thin, there are many indications that in the era of climate crisis, the consulting industry is playing the same roles it has throughout the history of industrial capitalism. In the climate crisis, big consultancies are riding a new governance wave, and in so doing are providing a veil of commitment without the mandate for action. Yet today’s governments and firms will be the difference between a world where humans are able to live comfortably and equitably, or one where many cannot survive. The next decade will decide the struggles that future generations will face – of extreme temperatures, calamitous weather events, the erosion of land. Many more people will lose the means to farm and provide sustenance. This generation will be the last to experience the historic biodiversity of the planet’s land and sea.

The scale of the challenge, and the obfuscating and rent-seeking role the consulting industry has played in it, have even been a source of resistance within one of the biggest consulting companies. Consultants are not known for collective organizing efforts that contradict top company management. But in October 2021, the New York Times reported how, in the previous spring, over 1,100 consultants at McKinsey had signed an open letter asking the firm to disclose how much carbon the company’s clients emit into the atmosphere.91

‘The climate crisis is the defining issue of our generation,’ they wrote. ‘Our positive impact in other realms will mean nothing if we do not act as our clients alter the earth irrevocably.’ Responding to the letter, two managing Partners circulated an internal memo, stating that they ‘share your view that the climate issue is the defining issue for our planet and all generations’, and would host a companywide ‘ask me anything’ event on Earth Day. Some signatories were unhappy with this response and resigned, reiterating concerns about clients’ emissions.

One of the letter’s authors, a consultant who managed contracts related to energy transition and ESG services, published his resignation internally. ‘Having looked at the actual hours billed to the world’s largest polluters,’ he wrote, ‘it is very hard to argue today that McKinsey is the “greatest private sector catalyst for decarbonization”. It may well be the exact opposite.’92
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10. Conclusion: A Government That Rows So It Can Steer

Over the past thirty years, market-driven economics has dominated societies around the world. It would be foolish to blame consultancies for all the problems that advanced capitalism has created, from the financialization of our economies and the hollowing out of public organizations, to exacerbating inequality and the climate crisis. The consulting industry has nonetheless simultaneously shaped and benefited from it, surfing the waves of the underlying trends. The huge rents accrued match neither the value of its overall contribution nor the distribution of the risks.

The Big Con is preventing governments and businesses from evolving the capabilities they need to transform our economies for the common good and accelerate the green transition. This is a critical issue for democracy, as well as for innovation – the ability of organizations to respond to the needs and wants of citizens. As we have seen during the pandemic, and as we will see as the climate crisis continues to unfold in the coming years, we need the organizations that make up our economies to do the unprecedented, and take bold steps to mitigate the breakdown of our ways of life.

The Big Con enables decisions to be taken in business that undermine value creation, for example through long-term investments in productive capabilities, and facilitate value extraction. Public sector organizations in particular face challenges in overcoming the Big Con. The financial pressures that result from budget cuts and austerity programmes mean that public sector capacity is often limited. A government official responsible for delivering a new initiative within a short time frame may feel forced to contract an external consultancy that promises value for money and a quick turnaround. Contracting out is rarely the only option, but where it has become a default response to meeting new needs, alternatives are often met with resistance. Visionary calls to invest internally to build up internal capacity over time are viewed as heretical.

Democratically elected governments are the key actors with both the scale of resources and the legitimacy needed to shape economies to solve these large economic and societal problems. Shaping does not mean they must do everything. But they must learn to invest internally, help coordinate other actors and crowd in business investment, taking bold steps at the local, regional and national level to innovate systems and infrastructures, and ultimately achieve democratically mandated programmes.

Innovating from within

Although the UK’s National Health Service has in recent decades been subject to increased outsourcing, its early history is a good example of the kind of ambition that must be re-established within governments. The NHS was an organization that evolved and learned in response to changing political and social needs. After the Second World War, millions of young men and women were returning home after a bloody conflict that had torn apart many lives. They wanted security – a safety net – in the new society that they were promised would be built in the ruins. Politicians also realized that economic recovery after the war required a healthy workforce. Healthcare had previously been provided by a patchwork of religious organizations, charities, private physicians and family members. While there had been some improvements in living conditions and life expectancy, progress had been slow. The establishment of the NHS was the cornerstone of the new welfare safety net. But it also made possible the innovation that would lead to key developments in medicine and public health by bringing together a huge workforce with a common mission. With the provision of universal healthcare more people would gain access to and receive medical treatment than ever before.

To achieve this mission, entirely new ways of providing healthcare were needed. Medical professionals had to be trained. Hospitals had to be managed. Administrative systems capable of dealing with population-wide health records had to be established. Radical organizational and public health transformations took place, drawing on the knowledge and experience of public and private actors across society. In the ensuing decades, as most physicians and nurses were now working across the same organization, treatments and techniques could more readily be shared. Important advances in medical research had been made in the UK before the NHS, but the new health system created better ways of monitoring treatments and provided facilities for research on patients being treated. Investigation and diagnostic services improved, leading to key breakthroughs across medicine, from hip replacement surgery to IVF technology and the world’s first combined heart, liver and lung transplant.1

Today, the role of the NHS in medical breakthroughs is often ignored. The fact that many developments were possible because of the shared learning by medical professionals and administrators working towards a common goal is all but forgotten. Instead, we hear that the welfare states of the twentieth century were sluggish and bureaucratic, that they hindered rather than helped innovation. They were not perfect of course. Communication between parts of the NHS was often slow – and twentieth-century civil servants certainly used a lot of paper (how else could administrators maintain medical records before the proliferation of computers?). But compared to the public sectors of today, where, as one British Conservative politician recently put it, the ‘challenging, fulfilling and crunchy issues’ are siphoned off for consultants to work on in silos,2 and where, as a Danish public official noted, digital expertise often ‘rests in the minds of a few vendors’ and consultants,3 the organizational thinking that gave us the NHS seems more important than ever.

Meeting today’s great challenges of course requires that governments also work in partnership with businesses, but doing so effectively requires that public sector organizations are able to understand their landscape, decide who best to collaborate with, and manage the necessary contracts. None of this is possible without dynamic internal capacity and capabilities. Already in the 1960s, during the Apollo programme, NASA’s director of procurement, Ernest Brackett, warned that NASA would lose its intelligence if it kept outsourcing; it would become ‘captured by brochuremanship’ – to the point that it would not know who to work with or how to write the terms of reference. Public sector organizations around the world have been captured by the Big Con, losing not only capabilities, but also their sense of public purpose and direction, succumbing to the conviction that they can at best fix markets and entering into opaque contracts at scale and scope.

We conclude this book with four proposals for liberating organizations in both the public and private sectors from an over-reliance on the consulting industry and fostering value-creating interactions across the economy. The first two are aimed at governments, addressing the fundamental issue of how public sector organizations can be value creators in the economy, not only fixers, and why this requires rebuilding their internal organizational capabilities. The other proposals are intended to steer the operations of both business and government organizations, addressing how they can ensure that partnerships foster learning and are truly value-creating, and why mandating transparency about consultancies’ client interests is critical.

1. A new vision, narrative and remit for the civil service

Rebuilding capabilities in public sector organizations must begin with recognizing government as a value creator in the economy – rather than a wasteful and inefficient value extractor at worst, or a market fixer at best. For this to happen, it must put into place processes and investments that allow it to learn and adapt. This is essential to the development of what one of us has written about and labelled as the ‘entrepreneurial state’: a network of dynamic public institutions that co-invest along the entire innovation chain, sharing risks in the value-creation process.4 We would not have the internet or GPS without the risk-taking public institution DARPA (the Defense Advanced Research Projects Agency) in the United States. The same level of public sector investment, creativity and mission-orientation is needed to meet today’s social and environmental challenges.5

Evidence from the COVID-19 pandemic shows that earlier investments in public organizations often became important sources of capacity and knowledge in the public health response. COVID-19 was not only a health crisis but also a governance crisis, which soon tested the resilience of governing systems and the ability of public sector institutions to adapt, function and innovate in their delivery of public services. In a recent policy paper one of us co-authored with the United Nations Development Programme, we found the pandemic revealed ‘core government functions’.6 These included:


	Adapting and learning in the face of incomplete, at times conflicting, information and radical uncertainty;

	Aligning public services and citizen needs;

	Governing resilient production systems and capabilities to foster symbiotic public-private collaborations and tapping into citizen innovation;

	Capacity to govern data and digital infrastructures, including handling the ‘infodemic’ while balancing human rights protection; and

	Inter- and intra-governmental learning and coordination (including at different levels of government, e.g. federal and local, inter-ministerial and international).



Even in regions operating under relatively constrained public budgets, from Rwanda to Vietnam and Kerala in India, successful responses to the pandemic at both the local and national level of government so often involved repurposing and reconfiguring systems and knowledge developed through earlier investments in the public sector, whether these were responses to environmental catastrophes or prior health emergencies such as Ebola.7 In this way, the capacity that is developed when governments don’t outsource can ‘spill over’ as resources for unforeseeable future challenges.

For governments to create value in this way, however, it is also critical that public sector organizations are empowered to take risks. Consultancies are often used by governments (as well as businesses) seeking to avoid blame for failures. Of course, the irony is that even if the reputational damage does land with the consultancy – which it often does not – the financial costs of failure remain the responsibility of the government, as cases from HealthCare.gov to Sweden’s Nya Karolinska Solna hospital show. And the greatest cost of outsourcing is that in the end it is much harder to learn from failures when they are the fault of third-party actions – the blame may be outsourced, but so is the learning-by-doing. The broader costs are similarly borne by society; it was UK citizens that ultimately faced the health and economic consequences of the government’s decision to outsource to consultancies so much of the early COVID-19 response.

In practical terms, recognizing the state as a value creator – and a risk taker – requires policymakers and the media to evolve the narratives they use when describing the role of the government in the economy. They will be key to creating a new consensus in society that understands the public sector as a critical actor in our economies. Governments are producers, too, and to be innovative requires that they take risks – as every successful entrepreneur would also say about innovative companies in the private sector. Public sector managers and organizations should develop tools that enable them to experiment and take risks in ways that foster learning, such as through ‘sandboxing’ – an approach that supports organizations to test policy programmes within a controlled environment and at a relatively small scale.

A critical reform that follows from recognizing the state as a value creator and risk taker would be to move away from all large-scale prime contracting altogether. Prime contracting is paradoxical because where the costs of failure would be great, risk is transferred to the contracting public sector body in order to incentivize third parties to bid on the tender in the first place. This constitutes an insurmountable contradiction: if the risk of failure remained with the prime contractor, no company would bid for the contract. The only logical response to it, therefore, is to reduce the scale of contracts in order to reduce the potential costs of failure, so that risk is also reduced and can be shared appropriately between the public sector body and its contractor. Mandating that, when a government body does enter into a contract, it is managed internally is also important for helping the public sector to absorb the lessons that invariably emerge from the contracted task.

Eliminating the intermediation by consultancies that prime contracting creates also helps to ensure that governments are able to develop purposeful, direct relationships with businesses, and are able to recognize when that partnership is no longer valuable. The lessons of the Apollo mission are again useful here: public-private contracts were designed with explicit ‘no excess profits’ clauses and used a fixed-price model with incentives for quality improvement and innovation to prevent the public sector from paying for mediocrity or becoming dependent on a single business (the higher the standards and innovative targets, the more opportunities for innovation from below).8

Creating ambitious and strategic visions and building capacity for effective governance cannot be conjured up overnight and is especially a challenge for countries that have ignored investments in long-term capacities. To assist public sector organizations to take up previously outsourced tasks once again, therefore, governments must actively rebuild public sector capabilities.

2. Invest in internal capacity and capability creation

Ensuring that public sector careers attract competent, purpose-oriented and curious individuals is critical. Public sector employees in many countries have neither access to valuable training nor opportunities to develop their skills and knowledge by taking on new challenges. This also has many consequences. If the role of the civil servant is reduced to simply managing contracts with consultants, those keen to add value in the public sector might consider themselves better able to do this in the consulting industry, where salaries are higher. Smart graduates are not only drawn to consulting careers because of the higher salaries, but the fact that consultancies present themselves confidently as value creators; public sector organizations have come to be seen as the opposite. Transforming the role of government to be a successful market shaper, not only a market fixer; a risk taker, not only a de-risker; and a creator of wealth, not only a redistributor, is therefore also important for creating meaningful civil service careers.9 Providing opportunities for learning through taking on new challenges also helps to retain employees, whether because they see themselves developing a career within the organization, or because they feel valued and empowered to apply new knowledge to new situations in their role. But ultimately, both the development of employees’ knowledge and the attractiveness of remaining in an organization are also key for an organization’s evolution. Learning is supported – and the capabilities of the government evolve – because existing employees have know-how and longer-term experiences that can be building blocks of innovation.

Digital infrastructure can also be a valuable dimension of public sector capacity. The ability to access data readily and communicate effectively both across departments and with citizens and businesses aids learning because policymakers can more easily respond to changing needs. This was made clear during the COVID-19 pandemic, where reducing infection rates required access to citizen data and trusted channels for communicating with citizens. Around the world, public sector digital infrastructure has been slowly privatized, and its management outsourced through successive e-government and digitalization reforms. This has undermined the value-creating potential of digital infrastructure as a learning resource. To maximize the role that digital infrastructure plays in the evolution of public sector capabilities, therefore, governments can seek to re-establish the in-house IT expertise necessary for managing digital infrastructural and procurement contracts. In 2011, the UK government established a specialist IT unit, Government Digital Service (GDS), that is responsible for both building and maintaining government products and services, and supporting central government departments, devolved administrations and local authorities with specialist digital advice. The success of GDS in building an award-winning public web platform – Gov.uk – inspired similar units around the world, in countries including Canada, the United States and Germany.10 Notably, it was civil servants involved in the development of the BBC’s ground-breaking online streaming platform iPlayer that were able to harness the knowledge they had previously developed within one public organization to meet other needs.

Relatedly, in recent years, several governments have developed public labs, creating safe places to ‘sandbox’ new instruments and policies and create a more innovative civil service – innovating within government, not only through government. This includes MindLab in Denmark, and Laboratorio de Gobierno in Chile. They have also developed public sector units that provide the functions that management consultancies had come to be used for. In Denmark, for example, the government elected in 2019 recognized that its widespread use of consultancies had undermined capabilities in the public sector. By 2021, it had slashed public sector spending on external management consultants in half, establishing an in-house public sector body responsible for providing data and analysis to government departments that had become reliant on them. Although the empirical evidence on the long-term advantages and challenges of public sector consultancies is limited at the time of writing, there are indications that they may be a useful tool in the protection and rebuilding of core capabilities. Germany’s public sector consulting firm, established in 2016, has, for example, been cited as an important factor in the country’s relatively low use of the consulting industry in federal, state and local government.

Particularly in public sector organizations operating under a constrained budget, interactions and partnerships with other organizations across the economy may be a key means of evolving public sector capabilities. It may be necessary to contract third parties for services defined clearly in advance to meet capacity demands. In one of its broadest functions, consulting should enable the transfer of knowledge from one organization to another organization as part of a learning process. Across our economies, however, a much narrower definition of consulting reigns, which understands those organizations capable of providing valuable knowledge largely as commercial entities with insights sold as products.

It is critical that we recalibrate the role that the consulting industry plays in our economies, particularly big consultancies, which would invariably result in the scaling down of economic rents that they are able to earn. Those working within these companies can be an important driver of change within them. While large multinational consultancies can create value, in adopting a narrow definition of consulting, we have not only embedded learning processes strictly within market dynamics, but we also don’t value or make the most of the knowledge that exists elsewhere across the economy.

Partnerships with research organizations with the explicit goal of sharing knowledge can be important for building public sector capabilities. There are many organizations whose purpose it is to develop knowledge by conducting research in areas that are critical to the functioning of society, whether in health and medicine, the environment or public policy. These include public university departments and the research divisions of charities, trade unions and public sector ministries. While in some countries, public research institutions are key sources of research, such as with DARPA in the United States, their objectives are so often confined to military technology development and commercialization, with no investment in innovation for social uses. Even where public research institutions do exist, they are not widely utilized by government as sources of knowledge. In an economy that values learning and democracy, governments should nonetheless find ways to foster knowledge sharing across all organizations and support a diversity of research institutions that can constitute a source of knowledge for businesses, public sector bodies and other organizations.

Our own academic department, the UCL Institute for Innovation and Public Purpose, for example, hosts a network of ‘mission-oriented’11 public organizations, from public banks to innovation agencies, that learn from each other, sharing the challenges and opportunities that emerge when they move away from market-fixing forms of governance.12 We are also developing a new curriculum for civil servants, based on the underlying principle of collective value creation and purpose-oriented creative bureaucracies. The skills and tools taught in this programme differ immensely from those underpinned by public choice theory that have long haunted civil servants.13

At the level of local and municipal government, where politicians and public managers have in many countries faced increasing budget squeezes since the 1980s, forms of ‘progressive procurement’ have been developed, such as in Preston in the north of England. Throughout the 2010s, the local authority created a set of rules to ensure that the procurement of goods and services was open, fair and transparent, meaning that citizens could access quality services at a competitive price.14 Rooted in principles of Community Wealth Building, these approaches recognize that the spending power of local government can be a means to foster dynamic ecosystems of responsible businesses rooted in the community. Proponents of this approach argue that it ensures the wealth that is created through procurement then remains within the community, rather than lining the pockets of shareholders far away. As a result, contracts ‘are more likely to support local employment and have a greater tendency to recirculate wealth and surplus locally’.15 In this kind of partnership, because the contractor is not a rent-seeking multinational consultancy, but a business that depends mutualistically on the prosperity of the community in which it is based, the sharing of knowledge between government and contractor is incentivized, fostering learning and capacity – a much broader definition of ‘community wealth’.

Crucially, however, for all types of partnership, whether in business or government, learning cannot be assumed. Rather, to ensure it is achieved, it should be embedded explicitly within contracts and the evaluation of projects, included those delivered in-house.

3. Embed learning – and an end-point – into contract evaluations

In existing contracting processes, value is often viewed in transactional terms: capacity or expertise is provided in exchange for money. But when knowledge-sharing agreements are included in the terms of reference with contractors, procurement and other forms of partnership can also be a source of learning. The self-fulfilling process of weak organizations needing to contract consultants who, in turn, come to rely on those contract relationships must end. That is only possible if learning to become independent is built into capability-building contracts.

Due to the inherently uncertain nature of innovation, it is not always possible to state at the outset what the contractor can learn from procurement, or what new knowledge will emerge from a partnership. How a contract is evaluated can nonetheless both help an organization to identify the lessons learned, and encourage processes of reflection and ‘codification’ that ensure those lessons become a resource for the future. Rather than evaluating projects using cost-benefit analyses, success can also be understood based on how the organization and ecosystem it exists within benefit over time and across multiple parts of the organization and wider economy. The Apollo mission resulted in an enormous amount of ‘spillovers’ across many technological sectors – from software, to nutrition and camera phones. Evaluation of public programmes should be understood as a dynamic process that requires ongoing and reflexive assessment of whether the system is moving in the right direction via achievement of intermediate milestones and user engagement. A report that one of us co-authored for the BBC proposed that the public value of its television programmes in this way should not only be measured in terms of their direct impact – defined in terms of their immediate scale, audience reach and value for money – but also the indirect impact of contributions that were not immediately visible for individuals, businesses and for society at large.16 In practical terms this required the BBC to continue reflecting on the impact and lessons learned from various projects at different points in time and across areas.

Governments and businesses could adopt a similar approach for evaluating partnership contracts. Beyond judging simply whether a contract between a municipal government and an environmental consultancy succeeded in developing a strategy for investing in green infrastructure projects locally, the contract evaluation might also assess what employees internally learned from the contracting process. Was that knowledge then applied in subsequent environment-related activities, perhaps even in the implementation of the green infrastructure fund? Did the employees feel more confident or empowered in their roles from the learning process? Key here is whether the consultancy created new local capacity, supporting the public actor to become independent from future consulting needs. For this to happen, the municipal government would, for example, need to recognize gaps in its internal capabilities and bring green infrastructure investment expertise in-house over time. By embedding learning into evaluations, even when it is not clear in the beginning what the ‘spillovers’ will be, those involved on either side of the contract are forced to consider what the lessons are, and in the process record them in ways that ensure they do become part of the capabilities of the contracting organization.

Big consultancies in particular are nonetheless often influenced by client interests in ways that ultimately inhibit knowledge sharing – or indeed any value creation. Our final proposal therefore redresses the fundamental issue of conflicting interests that undermines not just learning, but also democracy.

4. Mandate transparency and conflicting interests disclosure

Big consultancies are often on both sides of the street – advising, for example, both the leading fossil fuel polluters and the government mandated to reduce national emissions, or auditing a large prime contractor while bidding for similar contracts, or writing national tax legislation at the same time as advising clients on how to sidestep it. In democratic societies, it is important for both business and government organizations – and their employees – to know about the conflicting interests another organization has when it enters into a contract with them. This is so that they can be addressed and mitigated – if that is possible. The client may also assess that the risk of a conflicting interest undermining the potential for value creation is so great that it is not worth engaging with a particular organization or group of organizations, even if they appear to be able to provide what is desired. Throughout this book, we have seen many instances where consulting firms are providing advice that is not necessarily in the client’s best interest – but happens to benefit other companies they are working for. This is a critical issue in the consulting industry, and any reforms to it will need to confront conflicting interests head on using tools that are appropriate to the specific governance structure or even contract type.

As it stands, there are no rules mandating consulting companies to disclose information about who they work for. Some companies’ financial reports describe the amount of revenue that is received within a particular industry, such as pharmaceuticals, or a geographic region, such as North America. But details of particular clients and the nature and value of work that is being carried out are allowed to remain under wraps. Knowledge about conflicting interests is critical for clients seeking to make informed decisions about which company to contract for a service.

Citizens and businesses concerned that politicians and civil servants could abuse public money when contracting have long lobbied for governments to publish information about their contracts with third parties, and many now do this. In the United Kingdom, access to information about contracts during the COVID-19 pandemic has enabled civil society groups and journalists to scrutinize potential relationships between politicians and the company that has been contracted and identify possible ‘cronyism’. To fully understand how a consulting firm’s clientele might affect the advice it provides, consultancies’ contracts should no longer be allowed to operate under a veil of secrecy. In the same way that publicly traded companies are mandated to provide information about their material risks to potential investors via financial reports, companies that provide consulting advice should be mandated to provide clear information about ‘conflicting interest’ risks to potential clients.

Relatedly, throughout this book we have learned that big consultancies often provide services to governments pro bono or for a fee that is far below market rates because they believe doing so will lead to profitable contracts in the future, whether from the contracting public sector body, or from private sector clients who value the access that working for the government brings. Smaller consultancies are usually unable to lowball in this way, because it essentially entails a huge upfront investment in the salaries of consultants who deliver work the company is not paid for. Fundamentally, this is an issue for democratic accountability, as well as for competition, because when contracts are undervalued to the extent they so often have been in governments like the United Kingdom’s over the past decade, it is impossible to assess the influence of consultancies in the public sector. The value of contracts becomes completely disembedded from changes in their scale and scope.

When seeking advice from other organizations, governments should of course try to find the best price for a contract. But rather than turn to the market to determine the lowest bidder, public sector clients should instead calculate an appropriate economic value for the contract in advance, so that it is not possible to factor lowballing into contracting decisions. Ultimately, because there is no such thing as free advice – pro bono contracts usually carry costs for accountability and impartiality in the long term – contracting processes also need to encourage public sector bodies to reject offers of a free lunch.

A government that rows so it can steer

David Osborne and Ted Gaebler’s 1992 book Reinventing Government, which influenced the policies of Third Way leaders including Bill Clinton and Tony Blair, offered a vision for how politicians and public sectors could direct the economy to achieve collective needs. It outlined a theory that sought to harness the democratic mechanisms of the state and the efficiency-maximizing dynamics of markets. In so doing, it provided a justification for the continued growth in consulting contracts and ultimately the hollowing out of organizations across governments and the wider economy.

But in calling for a government that ‘steers more, rows less’, it fundamentally failed to recognize how these two functions are related. The less a government rows, the less it learns, the less productive it becomes: the less it can steer. And when governments cease to deliver a function that still needs to be delivered, they struggle to govern its delivery. This view of government also ignored the shifts in power that emerge when the government stops rowing, and hands over the oars to other actors. In this situation, ultimately, it doesn’t matter how much the government yells directions from the cox: if the actors that hold the oars decide they do not want to row, the boat will not go anywhere. If they decide they want to row in a different direction, they can. There are all sorts of reasons why our rowers might decide to stop the boat or change course. Perhaps we are in a race, and they have placed a bet on another team winning. Perhaps they want to join another team, and so are providing them with favours by stalling our own progress. Perhaps they are simply protesting the government’s directions and using their rowing power as leverage to change them. Governments, then, need to row so that they can steer the ship as it progresses through inevitably stormy waters.

Around the world, governments, citizens and businesses have begun to recognize the implications of relying on consultancies. From Puerto Rico to Sweden, and the United Kingdom to Australia, politicians and citizens are also organizing to challenge their governments’ uses of consultancies where they are contributing to harm. Employees in business and government are becoming frustrated with being reduced to consultancy contract managers and are proposing alternative models of delivery within their organizations. Even within the large, opaque and notoriously hierarchical companies that have for so long dominated the consulting industry, consultants are dissenting, recognizing that the companies they hoped could be a force for good are in fact undermining progress.

But this is only the beginning, and criticizing the current situation alone will achieve little. We must also develop alternatives to the status quo, drawing lessons from successful cases, from Kerala’s hospitals to Preston City Council. Learning how to scale up those alternatives is in our interest if we want an economy capable of creating value collectively, with able and purpose-oriented institutions. The challenges we face today demand ambitious responses, from the climate crisis to population health. We can do this if governments, businesses and civil society foster collective intelligence and mutualistic capacity. Only then will our societies begin rowing towards those goals.
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Footnotes

2. What is the Consulting Industry?


fn1 Calculated using publicly available company financial data.


3. Where Consulting Came From: A Brief History


fn1 A lesser-known fact about IBM is that through its contracts with Nazi Germany it provided a technology that was used in the Holocaust. The scope of IBM’s involvement with the Third Reich has been contested. For example, ‘it is not entirely clear that IBM’s New York executives knew the ultimate use to which their machines were being put’. Nonetheless, according to the Guardian, IBM ‘has not denied the role of its subsidiaries in aiding the Nazis’ management of the Holocaust’ (Burkeman, 2002), and there is no doubt that the IBM Hollerith machine, a punch card tabulating device, was used in the tracking of people, trains and logistics during it (Black, 2012).


4. The Outsourcing Turn: Government by Consultancy and the Third Way


fn1 Two former executives at the company who had been charged with defrauding the Ministry of Justice between 2011 and 2013 subsequently had their charges of fraud relating to the electronic tagging contract dropped (BBC, 2021).
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