Hungarian Management Consulting Industry in Highlights of European Trends

(By Dr. György Gonda, CMC, Professor of International Business School Budapest, member of Board of VTMSZ)

Summary: EU-membership means great structural changes in our national economy and huge amount of financial sources for development. The growth and development of almost each sector of economy ensures high growth for the MC industry from 2007 to 2013, hopefully. There will be great demand for new services and solutions from management consultants. Clients expect from consultants to find new profit sources without additional investments. Because of the growing competition, the fee system will be depressed, meanwhile, clients are demanding more and more not only in quality but in scope of services to be delivered too.

The MC industry continues to focus on solution consulting and smartconsulting.

Ladies and Gentlemen,

It is my pleasure to greet you in Budapest and to share with you the results, problems, achievements, experiences, challenges and trends of the Hungarian management consulting (MC) industry, market and profession. In my view this topic has an extra „flavor”, since Hungary is an emerging country, which was 20 years ago member of Comecom and the Warsaw Pact. Now this country is member of the EU and NATO. Less than two decades brought for Hungary enormous changes not only in the political and economic system, but in the MC industry too.

First, I would like to introduce briefly VTMSZ, the Association of Management Consultant in Hungary, founded in1990. Our association represents roughly half of the industry in turnover. We have almost 250 corporate and individual members. In 2005 the turnover of the whole MC industry in Hungary was 251 million Euros by 11 percent more than in 2004. Our contribution to the GDP was 0, 3 percent.

VTMSZ is member of FEACO since 1993, member of ICMCI since 1996. Among our members we have 180 CMCs.

The results, problems, directions, trends of the Hungarian MC industry in the last 10 years practically were the same as those of the European MC industry. It means that we integrated into Europe; our MC industry already is not an emerging one, and we are “flying” together with Europe as part of the main stream. The following table underpins this statement:

Table 1.

Growth of MC market turnover (%)

HUNGARY                                                                                   EUROPE                                         

1998:                                        15, 0                                                14,0

1999:                                        16, 0                                                16,0

2000:                                        15, 5                                                15,0

2001:                                        11, 5                                                 7,0

2002:                                        - 2, 0                                                 1,5 

2003:                                          3, 5                                                -2,0                                                    

2004:                                          3, 7                                                 5,0

2005:                                        14, 0                                               11,0     

Source: FEACO

As to the turnover per business services in 2005 we can see a lot of similarities between the European and Hungarian statistics: business consulting leads the services, IT Consulting is also an important source of income in the European and in the Hungarian MC industry. We can recognize a huge difference in the outsourcing service providing. While in Europe outsourcing represents 21 percent of the turnover of the industry, in Hungary the share of this service does not exceed 1 percent. This great gap means enormous challenge for the Hungarian MC industry in the very near future. This is the niche on the market where we have great avenue to expand.

From the company side, the Top 20 dominates the HUNGARIAN MC market. This category represents 55, 0 percent of the market, the small category’s share is about 10 percent. Comparing the data with the European statistics, it is obvious that in Hungary the role and weight of the medium size category is not substantial. We can see the related Hungarian and European trends from the next table:

Table 2.

Market share by size of consultancy in Hungary in 2005 (%)

                                       SMALL              35,0   (15,1 in Europe)

                                       MEDIUM           10,0   (28,8 in Europe)

                                       Top 20                55,0   (56,1 in Europe)  

Average growth rates by size of consultancy in Hungary in 2005 (%)

                                       SMALL                 9,8

                                       MEDIUM              5,2

                                       TOP 20               18,0      

Source: VTMSZ           

We don’t expect great changes in this respect; the Top 20 continues to lead the market and the market growth. The number of small companies will improve substantially as to our forecast; there will be no significant change in the medium sector.

Analyzing the role of industrial and service sectors in contribution to the turnover of Hungarian MC companies we can observe that the most important clients represent Energy and Utilities, Financial Services and Public Administration sector. Ranking the clients by sector we can see that the comparison of Hungarian and European tables shows almost the same order. (The Energy and Utilities sector is giant client in these years in Hungary, because of post-privatization activities and the liberalization of market.)

Although Hungary is an emerging market the service sector is rather developed and constant client of the MC industry. Ten years ago the comparison of European and Hungarian contribution to turnovers showed significant difference and the main clients of the MC industry in Hungary were the companies from different industries (chemical, pharmaceutical, machinery, etc.)

Table 3.

Contribution to turnover in 2005 (%)
    EUROPE              HUNGARY

 Industry                                        25,1                      20,2

 Financial Services                       20,5                      17,5

 Public Administration                 17,4                      11,5
 Telecom and Media                      9,5                        9,5

 Energy and Utilities                      8,8                      23,5

 Other                                             8,3                      11,0

 Transport and Travel                    5,4                        3,8

 Wholesale and retail                     5,1                        2,3

Source: FEACO, VTMSZ               

Hungary joined the EU in 2004; two and half years ago and we can – very cautiously – state some experiences, opinion. The Hungarian MC industry was a little bit afraid that because of market liberalization the domestic market would be the terrain of local and foreign competitors’ fight. Now we can announce that there was no extra competition and business as usual in the local MC industry and market. Neither foreign, nor Hungarian management consultants rush to work abroad in an unusual size. We have hundreds of projects with mixed (international) team as it happened before the EU membership. 

At this moment EU membership means more assignments for legal advisers, training companies, firms dealing with application for development sources and tender preparations, not for the management consultants. We would like to see more MC projects covering more than one EU country; these types of assignments are unfortunately missing in the other EU countries too.

VTMSZ is proud to announce that its corporate and individual members were “EU compatible” prior Hungary’s membership in the EU. It means that client management, ethical norms and standards, CMC system, fee structure, quality control, methodologies, etc. were harmonized with the European practice and standards already in the second part of the 90s.

In the last 2-3 years there is an indirect unpleasant feature of our EU membership in our profession. Number of local bunglers and “miracle doctors” is growing rapidly, hundreds of people try to sell themselves as management consultant, expert on EU issues, etc. These pseudo consultants –being not members of VTMSZ – deliver poor quality with depressed fee. They cause great damage to the profession and one of the main tasks of our Association is to filter out these “disposable” consultants. We make to our clients understandable that membership in VTMSZ means an ethical and quality guarantee since our entrance requirements are rather high.

Some other experiences since 2004:

•   few MC consulting assignments for the EU itself 
• the result of low domestic and EU demand for EU-related MC activity is that the    income from EU-related consulting assignments in Hungary is around 1 percent of total, the average of other FEACO members. 

• public procurement procedure is already more controlled and trans-

  parent. This is a great result because in Hungary in the previous years the list of     complaints of management consultants was led by the problems of public procurement.

The EU membership and the new developments of our profession mean new challenges for the Hungarian MC industry and for VTMSZ itself. Some challenges for the coming years:

· To get deeply acquainted with the operation and regulations of EU
· To establish new, EU-related competences in order to „export” to the future member countries of EU (Romania, Bulgaria, etc.)

· To improve the number of consultants with high quality competences and skills

· Professional support for universities and colleges in teaching and training postgraduate consultants

· To improve experience in outsourcing because there are huge opportunities in the market for domestic and international firms

· To improve outsourcing capacities urgently
· To participate in further improving transparency and 
extension of public procurement
· To strengthen lobby activity at domestic and EU institutions

· To establish and to operate efficient strategic alliances and cooperation between consultants and key clients’ institutions (e.g. public sector)

As to our forecast we are expecting in the turnover 10-12 percent average growth per year by the new FEACO grouping of services. In our view the main drivers of forecasted excellent growth will be the public administration and public sector, medium size client enterprises and EU related consulting assignments.

In the next few years in the Hungarian market there will be – as to our opinion – substantial clients’ demand for CRM, SCM, HRM and outsourcing, insourcing and sourcing services. From among the traditional MC services strategy and operational consulting will perform above the average.

From the clients side we expect many and large assignments from the public administration and public sector, financial services sector, telecom and media industry and again from the healthcare industry. Energy and utilities industry will remain among the largest clients of MC industry.

VTMSZ recently accepted new strategy focusing more on representing business, ethical and lobby interests of its members. 

Thank you for the attention.
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