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ONE
Leading Your Clients

Developing Knowledge-Based 
Client Relationships



In , the U.S. economy was worth $. trillion, producing .
billion tons of goods. Fast forward  years to , and the U.S.
economy had almost doubled in size to $. trillion, yet the weight of
goods produced had only edged up by a few percent to . billion
tons. The economic activity that accounted for this near doubling in
size of the economy was associated with almost nothing of substance,
nothing that you could see. This massive growth in the economy was
driven by information, ideas, services, and knowledge — things that
weighed nothing. The value is in knowledge.

At the same time, the most powerful trend in business today is com-
moditization. This is apparent across every industry in every country,
as our connected world enables global search and availability. The one
element that really makes a difference is the relationship. Without a
relationship you become a commodity. With a relationship, everything
is possible. You can create far greater value for your clients than your
competitors can, and as a result lock your clients into longstanding,
mutually profitable, collaboration.

The heart of being able to create this extremely high level of 
differentiation is what I call knowledge-based relationships. These are
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relationships founded on knowledge — knowledge of your clients,
your clients’ knowledge of you, and the ability to create knowledge
together. In our increasingly virtualized world, knowledge is the
primary source of value.

Professional services provide a sound foundational model for 
our knowledge-intensive economy. They are based purely on the 
application of highly specialized knowledge. In Chapter  I will
explore in detail the nature of professional services, and how the pro-
fessional services model is applicable across all aspects of the global
economy. The key issue is that this deep specialist knowledge is
applied to create value for a client. That client can be either inside or
outside the organization. Either way, the knowledge is applied within
a relationship.

Knowledge and relationships are inextricably linked in today’s
economy. Understanding that fully and acting on it is essential for
success in every aspect of business. Some of the key issues of 
knowledge-based relationships I examine in this book are

• Why it is an imperative to engage in knowledge-based
relationships

• How to add the greatest value with knowledge in client
engagements

• How to structure your firm and professionals to develop
deeper, more loyal, and more profitable client relationships

• How to shift clients to partners and create maximum shared
value

Since the first edition of this book was published in January ,
there has been substantial progress in the practice of knowledge-based
relationships. Professionals have become more externally focused,
firms have recognized that they need to transfer knowledge to clients,
and most professional firms have invested in shifting their structures,
processes, and skills to support more effective client relationships.
I hope that these trends will accelerate.

 D K-B C R
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K-B R

The guilds of yesteryear are the predecessors of today’s professions.
Their role was largely to protect the commercial privileges of those
who held valuable skills or knowledge. Among the rules protecting
elite professionals, who gained their mastery through a long process
of apprenticeship, were regulations — sometimes commanding very
harsh penalties — against disclosing knowledge to any non-guild
members. Although regulations often prohibited anyone outside a
guild from practicing a particular profession, the focus was on pro-
tecting the specialist knowledge at the core of privileged social posi-
tions. Some of the same attitudes have lasted over the centuries, where
professionals want to protect their knowledge. However, in a world in
which vast amounts of information flow freely this can no longer be
the case. Approaches to delivering professional services can be divided
into two categories: black box and knowledge based.

• Black box: Many professional service firms deliver services in
such a way that the client receives an outcome, but does not
see the process involved, and is literally none the wiser as a
result of the engagement. These black-box services are opaque
to the client. Since the only reference point the client has is
the result, it is relatively easy for other firms to replicate that
result and then compete primarily on price. In other words,
they are commoditizing the service. In addition, the only
opportunities for interaction with the client in a black-box
engagement are during the briefing and the presentation of
outcomes, leaving little scope for personal or organizational
relationships to develop.

• Knowledge based: All professional services are based on
specialized knowledge. When professionals engage with their
clients to make them more knowledgeable, they are
implementing knowledge-based services. The outcome is that
clients are more knowledgeable, are able to make better
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decisions, and have enhanced capabilities. In short, the client
is different as a result of the engagement. Professional firms
and clients are pooling their capabilities to create results they
could not achieve individually. This makes it impossible for
competitors to replicate these outcomes. The entire
engagement is based on rich interaction, meaning there are
many opportunities to develop a valuable and lasting
relationship.

An example of the distinction between these two types of relation-
ships we are all familiar with is how your doctor relates to you. When
I lived in Japan, I found doctors stuck firmly to the black-box style of
interacting with their patients. The culture was one of great respect
and deference to doctors, who told their patients what to do but gave
no background or information on what was wrong. I was repeatedly
dispensed unlabelled drugs without being told what they were or what
was wrong with me. I found it a great relief to visit a doctor during a
brief return home, who treated me to a long discussion on current
medical knowledge on the background and cause of my ailment, and
asked if I had any questions for clarification on what I should be doing
to get better and how to avoid similar issues happening again.
However, in Western medical centers as well (where doctors are
rewarded for high throughput), patients end up with prescriptions but
no greater knowledge of what is wrong or how to prevent the ailment
from happening in the future. The black-box model often prevails, but
the ready availability of medical information on the Internet is start-
ing to shift doctors to a more knowledge-based style of interaction. A
very similar dynamic is at play in most professions.

Some professions are more compatible with a black-box style of
engagement. For example, litigation is often an issue of getting the
best courtroom representation. Yet even in this case there can be strat-
egy implications of the process of litigation, and certainly the litiga-
tors will be most effective with deep knowledge of their client. More
to the point, one of the most valuable services a law firm can deliver
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to its clients is enabling them to avoid expensive and risky litigation.
This requires ongoing knowledge-based interaction with the client in
order to shift processes and skills and add knowledge.

More often professional services can be delivered in a variety of
ways along the spectrum from black-box to knowledge-based services.
The strategy consulting industry exemplifies this. On the one hand
you still find firms that quietly gather and digest information about
the client’s situation, and then deliver their recommendations with
great ceremony, leaving the client with the options of either follow-
ing or rejecting the loftily priced recommendation. Yet there are also
firms that engage with their clients purely with the intention of assist-
ing their clients to develop the most effective strategies for themselves,
and that design and implement analytical work to provide input to the
client’s decision making rather than their own.

In every industry across the globe, clients have increasing access to
information, are getting smarter, and are more demanding with their
professional service providers. The old paradigm of deferring to the
superiority of the professional now rarely holds. Clients seek real value
to be added.

The Virtuous Circle of Knowledge-Based Relationships

Developing effective knowledge-based relationships with clients is not
a one-shot effort. There is no magic wand, no single action you can
take, that will transform your relationship, enabling the deeper client
knowledge, superior value creation, intimacy, loyalty, and profitability
you seek. Rather, it is a process where efforts build on themselves over
time to create ever-improving results.

One of the single most important aspects of developing relation-
ships is understanding that it is a process. There is no such thing as a
static relationship. In Chapter Two I will examine some of the indus-
try forces that are continually tending to erode relationships. The
result is that if a key client relationship is not moving forward it is
going backward. You need to keep building, gradually creating a
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deeper, more mutually valuable, relationship. This is done through a
“virtuous circle,” in which you cycle through continuously in deepen-
ing the client relationship, as illustrated in Figure –.

The four key components of this virtuous circle are:

• Adding value with knowledge: Increasingly, clients value
knowledge-based outcomes. They seek to gain greater
knowledge, be able to make better business decisions, and to
have enhanced capabilities.

• Client openness: Demonstrating the ability to add value with
knowledge means that clients are willing to give you more of
their scarce attention, listen to what you have to say, take your
calls, and spend time with you. They are also more open in
telling you about themselves, their operations, and their issues
and concerns, because you have proven to them the benefits of
doing so.

• Greater client knowledge: It is critical to use greater client
openness not just to sell more projects but to gain a deeper
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understanding of their internal processes, how key executives
think, and how they use information regarding changes in the
business environment to adjust their strategies. You want to
understand how they engage with knowledge and the external
world in making business decisions.

• Enhanced customization: One of the most challenging aspects
of the virtuous circle of knowledge-based relationships is
applying the deep client knowledge you have gained to
customize how you communicate with key clients, how you
provide information about projects and issues that are relevant
to them, and how you tailor service delivery so that it
integrates smoothly into their internal processes. This is at the
heart of creating true knowledge-based relationships, closing
the loop by demonstrating the ability to create vastly more
value with knowledge than your competitors can.

To progress, you must be engaged in the virtuous circle of knowledge-
based relationships, gaining deeper client knowledge, and applying 
it to creating greater value. If you fail to continuously enhance your
relationships in this way, increasing competition and transparency will
gradually erode them, leaving you struggling as a commoditized
provider.

Locking In Your Clients

Wouldn’t it be wonderful if you could lock in your clients, making
them yours forever? It is a nice idea. However, the reality is that we
live in an increasingly open world. Back in the early s, when you
purchased a computer application to run your business it was certainly
based on a proprietary operating system, which in turn only ran on
one company’s computer system. If you wanted to keep the same
application, you were locked in to that computer vendor. Changing
vendors often meant having to reengineer your business around a new
application. Today, it is almost impossible to get clients to buy closed
systems that would mean substantial switching costs if they choose to
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move to another supplier. Given a choice, clients will always go for
the option that gives them more flexibility. The trick is to create lock-
in in a business environment in which systems and standards are more
and more open.

In this world, the only way to lock in clients is by consistently being
able to create more value for them than your competitors can. This is
a positive form of lock-in, in contrast to the negative lock-in of trying
to make it expensive for clients to leave you. There are three key foun-
dations for how professional service firms can keep clients coming
back through positive lock-in.

• You know your client better. It is nothing new for professionals
to have to know their clients well. It is just that these days
doing this better than your competitors is the primary field 
of competition. Today, it is important not just to know your
client better but to apply this knowledge in customizing your
communication and service delivery, as discussed above. If you
do, this creates a very powerful form of lock-in through the
unique value you can create.

• Your client knows you better. If your clients understand the way
you work, your people, your processes, and your capabilities,
they can get more value from you. They can align their
processes with yours, and more easily apply your services
internally. In order to switch suppliers, they would have to
start from scratch in learning about how another company
works to achieve these benefits.

• You are embedded in your clients’ processes. The fact that 
business processes can now be readily allocated across
organizational boundaries has uncovered a whole new 
domain for professional service firms to embed themselves 
in their clients’ workflow. Once you have put in the effort
required to become an intrinsic part of your clients’ work
processes, they can experience how much more value you can
create for them.

 D K-B C R
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It is not enough to generate these three foundations of lock-in,
however. You must take each one that critical step further in creating
greater value for clients. For example, some professionals know their
clients very well, yet they fail on two scores: first in effectively apply-
ing that deep client knowledge to tailoring absolutely every aspect of
client interaction and service delivery, and second in continuously
working to enhance that client knowledge. As such, their knowledge
can have little practical value.

Through this decade, the field of play in professional services will
be largely about gaining and applying ever-deeper mutual knowledge
with clients. However, now that online technologies increasingly allow
professional firms to embed themselves in their clients’ processes
entirely new ways of creating lock-in and superior value for clients are
unfolding. These issues are examined in detail in Chapter .

C L

Knowledge-based relationships are at the heart of being able to create
powerful, differentiated relationships with high-value clients. Yet
unless your clients recognize the value of this style of working and
interaction it has little value. You need to lead your clients into these
rich, highly interactive, collaborative styles of working.

Relationship Styles

What do you do when a highly desirable client presents you with a
tender document, with every issue specified in excruciating detail, and
announces that they will engage the firm that offers them the lowest
price? At that point there is little you can do other than choose
whether or not you want to play on those terms, and if you do go for
the business, sharpen your pencil and put in a frighteningly low price.
This increasingly common situation represents a commoditized rela-
tionship style on the part of the client. It intrinsically believes that the
service it is seeking is a commodity, essentially the same from each
vendor, and that the lower the price the better.
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Other firms actively seek to build partnership-style relationships
with their suppliers. Shell’s Clyde Refinery in Australia chose to con-
solidate its many service suppliers to one firm, Transfield, and built a
relationship based on shared value creation. On one key performance
indicator, the refinery moved from lowest quartile among major oil
refineries to number two in the world, with Shell executives pointing
to their collaborative supplier relationship with Transfield as a major
driver. Figure – shows the spectrum of relationship styles that exist
between service providers and their clients.

Organizations will demonstrate a certain relationship style with
regard to their suppliers, ranging from treating suppliers as replace-
able commodities to trying to build true partnerships. This will vary
depending on the situation and the supplier, and can change over time.
Indeed, organizations are very rarely monolithic, and different people
or instances can reflect quite different stances. Yet you can generalize
about where organizations stand in any particular context on the spec-
trum of relationship styles.

Similarly, professional service firms will tend to deal with their
clients with a range of relationship styles. All too often, and far more
than they believe they are, firms present themselves to their clients as
commoditized suppliers. They offer black-box services, and do not
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seek partnering opportunities and ways of creating value together.
Sometimes with a few long-established clients they find themselves
in deep partner relationships, while with others they still effectively
work as commoditized providers.

The Path of Client Leadership

In , DuPont, tired of dealing with a plethora of legal firms that
did not understand its business, established what it calls the DuPont
Legal Model. This consolidated its legal firm relationships from
several hundred to , and provided clear guidelines as to how it would
work with them and remunerate them. This single example typifies
what has been happening for the last decade: clients are leading pro-
fessional service firms into new ways of working. Professional firms
must turn the tables, and lead their clients.

How the relationship styles of clients and professionals mesh is
shown in Figure –. If your client wants a partner relationship and
you are acting as a commoditized provider, not actively seeking to col-
laborate with them, at best you will lose opportunities, and most likely
you will lose the client. If your client treats its professional service
providers as commodities and you are spending all of your energy
trying to work with them as a partner, it will probably be an unprof-
itable relationship, as you are getting minimal return on a large effort.
What professional service firms must do is to lead their clients into
partner relationships, by over time demonstrating the value of greater
interaction and collaboration, where both parties share in the value
creation process.

Think of your key contacts at one of your significant clients. Con-
sider where they currently stand in their relationship style relative to
your firm, on the spectrum from treating you as a commoditized
provider to a partner. Also consider your firm’s relationship style with
regard to your client. It is important to be honest, because the reality
is that the way many firms interact with their clients in fact positions
them more as commodities than as partners. If you are not currently
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in a true partnership with this client, and would like to be, there are
three questions you have to consider.

• Is it possible to lead the client into a partner-style
relationship?

• If yes, how much investment of energy, time, and resources is
it likely to take to shift the client to a partner relationship
style?

• Are the potential rewards of leading the client to a partner-
style relationship worth the likely investment?

These are some of the most important questions you can ask in rela-
tionship development.The bulk of the rewards is in building true part-
nerships with your clients, which give you the opportunity to create
massive value for you and your clients. However, your client has to be
open to this for it to be possible. If your client is likely to continue
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treating you as a commoditized provider, however much effort you put
into demonstrating the value of a more collaborative relationship,
there is no point in trying. It is possible to have a worthwhile rela-
tionship when being treated as a commoditized provider, but what is
critical is recognizing when this is the case, and not wasting a signif-
icant investment of resources when there is likely to be no or little
payback.

Indeed, return on relationship investment is one of the most critical
considerations at every level of the firm. From the chief executive to
the individual relationship leaders, professionals must consider where
their investment of relationship effort will bear the richest fruit. The
reality is that relationship investment should not be focused solely on
the largest clients who spend the most. If they do not respond to your
efforts to lead the relationship into one that is more mutually benefi-
cial, and insist on maintaining you as a commodity, it is preferable to
concentrate your efforts on firms that may not be as large or presti-
gious but are open to giving you greater scope to create value.

A key implication is that clients are often not doing themselves a
favor by indiscriminately treating their providers as commodities, for
example by using standard procurement procedures across all services.
If you are able to create substantially greater value for clients in a more
open relationship and they do not respond, both sides lose. Organi-
zations need the flexibility to shift their relationship style, when war-
ranted, to allow collaborative approaches to engagements. Those that
do not will find that some of the best providers are not investing them-
selves fully in developing and exploring those opportunities with
them. Although the balance of power usually rests firmly with the
client, professional firms should be seeking to position themselves to
be able to select their clients.

In the bigger picture, one of the key issues for professional firms 
is how to balance and integrate commoditized and partner aspects 
into their portfolio of client relationships. I will cover issues regard-
ing business strategy relative to client relationships in Chapters 
and .
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C  K

Over the last decade the concepts of knowledge and knowledge man-
agement in business have been up and down the sinuous curves of the
hype cycle. Now they have settled into an accepted place in business.
We have been through the era of generating definitions of knowledge
to the point of nausea, appending it to every other term in the busi-
ness lexicon from knowledge worker to knowledge economy, and of tech-
nology vendors proclaiming themselves to be knowledge management
specialists. Now with a more balanced view of where the global
economy is going, we can recognize that knowledge as a management
theme is a fundamental part of our present and future.

Yet we still need to gain clarity on the import of knowledge to busi-
ness, and as importantly on its characteristics in a pragmatic business
environment. The hype and confusion surrounding these topics have
muddied the waters, and so it is useful to step back for a moment and
see the big picture.

Information and Knowledge

One of the best ways of understanding knowledge is to bring out the
distinctions between information and knowledge. The most useful
distinction is to note that information is anything that can be digitized.
As such, if you can store it in a database or attach it to an e-mail it is
information.

In contrast, knowledge is the capacity to act effectively. In the world
of business, knowledge only has any value or meaning if it results 
in action. Knowledge pioneer Karl-Erik Sveiby offers a working 
definition of knowledge as “a capacity to act.” Similarly, Tom 
Davenport and Larry Prusak contend that “knowledge can and should 
be evaluated by the decisions or actions to which it leads,” while
Donald Schön notes of professionals that “our knowledge is in our
action.”

This capacity to act effectively in complex and uncertain environ-
ments requires the understanding and consideration of a broad array
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of factors, making effective decisions, and acting on them. For the time
being, we can usefully consider this to be the exclusive domain of
human beings. As artificial intelligence efforts gain further ground, we
may have to readjust this perception, but for now it holds.

Tacit and Explicit Knowledge

Michael Polanyi, previously a fairly obscure philosopher of science, has
been rediscovered by the business community over the last years. In
, Polanyi offered a distinction between tacit knowledge and explicit
knowledge. Polanyi pointed out that we can know more than we can
tell or explain to others. Explicit knowledge is what we can express
to others, while tacit knowledge comprises the rest of our knowledge
— that which we cannot communicate in words or symbols.

Much of our knowledge is tacit. That is, we do not even necessar-
ily know what we know, and what we do know can be very difficult
to explain or communicate to others. I always like using the example
of surfing. A surfer’s ability to watch the patterns of swells in the
ocean, to see where and how the waves are likely to break, and to catch
and ride one into shore is based on long experience. Little of that
knowledge can be readily captured or communicated to others. What-
ever that surfer can capture in a document, description, or demon-
stration is explicit knowledge. Reading a document titled How to Surf
gives you information on how to ride waves, but it is completely dif-
ferent from knowledge, in the sense of having the ability to do it for
yourself. That requires going out in the waves, experiencing it, and
gaining your own skills in action.

The analogy of surfing is in fact very apt in business. Business-
people endeavor to pick up on emerging trends, catch them as they
break, and ride them to a successful outcome. In professional services,
we try to help our clients be more effective at riding the rough and
unpredictable waves of our business environment.

Explicit knowledge, conversely, can be put in a form that can be
communicated to others through language, visuals, models, or other
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representations. Whatever the surfer could say, write, or draw about
his knowledge of the wave patterns, or the businessperson could com-
municate about her ability to write letters, would be explicit knowl-
edge. In most business situations, especially in the professions, the
bulk of an individual’s valuable and useful knowledge is tacit rather
than explicit.

Polanyi’s critical distinction was to frame explicit knowledge as that
portion of a person’s knowledge that can be communicated by being
made explicit, and tacit knowledge as that which cannot be commu-
nicated directly. However, when knowledge is made explicit by putting
it into words, diagrams, or other representations, it can then be digi-
tized, copied, stored, and communicated electronically. In other words,
it has become information. What is commonly termed explicit knowl-
edge is nothing more nor less than information, while tacit knowledge
is simply knowledge.

Knowledge Conversion

In the TV series Star Trek, Dr. Spock could simply touch someone’s
temples with his fingers to perform the “Vulcan Mind Meld,” directly
communicating their thoughts to each other. Until the day when we
can all do this, we have to rely on less direct means of transferring our
knowledge to others, including written and spoken words, diagrams,
and demonstration.

In fact, even if we could transfer our thoughts directly that would
not constitute a full transfer of knowledge. Our ability to act effec-
tively in any particular circumstance is based on all of our experiences
through our lifetime, and the way we have chosen to make sense of
these. Anyone that has not been through the same experiences cannot
have exactly the same knowledge and responses. When we acquire new
knowledge, we have to relate it to our existing experience and ways of
thinking, and integrate it into these models. No two people will under-
stand an idea in exactly the same way, because they interpret it in rela-
tion to different sets of experience. The Appendix goes into more
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detail on how we acquire knowledge in relation to our existing models
of understanding the world.

One way we can share our tacit knowledge with others is socializa-
tion, where we converse directly, share experiences, and together work
toward enhancing another person’s knowledge. We can also convert
our personal knowledge into information through the process of exter-
nalization — by making it explicit and rendering it as information, as
in the form of written documents or structured business processes.
However, information in digital form in itself is often words or dia-
grams in a document. These are meaningless and valueless without a
person to use it or make sense of it. This information must go through
the process of internalization to become part of someone’s knowledge,
or “capacity to act effectively.” Having a document on your server or
bookshelf does not make you knowledgeable, nor even does reading
it. Rather, knowledge comes from understanding the document by
integrating the ideas into existing experience and knowledge, thus
providing the capacity to act usefully in new ways. In the case of
written documents, language and diagrams are the media by which
the knowledge is transferred. The information presented must be
actively interpreted and internalized, however, before it becomes new
knowledge to the reader.

This process of internalization is essentially that of knowledge
acquisition, which is central to the entire field of knowledge manage-
ment and knowledge transfer. Understanding the nature of this
process is extremely valuable in implementing effective business 
initiatives and in adding greater value to clients. These issues are
examined in detail in the Appendix.

Socialization refers to the transfer of one person’s knowledge to
another person, without being intermediated by captured information
such as documents. It is the most powerful form of knowledge trans-
fer. People learn from other people far more profoundly than they
learn from books and documents, in both obvious and subtle ways.
Despite technological advances that allow people to telecommute and
work in different locations, organizations function effectively chiefly
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because people who work closely together have the opportunity for
rich interaction and learning on an ongoing and often informal basis.

The Knowledge Management Cycle

One of the classic ways of thinking about knowledge management is
found in the dynamic cycle from tacit knowledge to explicit knowl-
edge and back to tacit knowledge. In other words, people’s knowledge
is externalized into information, which to be useful must then be inter-
nalized by others to become part of their knowledge, as illustrated in
Figure –. This flow from knowledge to information and back to
knowledge constitutes the heart of organizational knowledge man-
agement. Direct sharing of knowledge through socialization is also
vital. However, in large organizations capturing whatever is possible
in the form of documents and other digitized representations means
that information can be stored, duplicated, shared, and made available
to workers on whatever scale desired.

The field of knowledge management encompasses all of the 
human issues of effective externalization, internalization, and social-
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ization of knowledge. As subsets of that field, information manage-
ment and document management address the middle part of the 
cycle, in which information is stored, disseminated, and made easily
available on demand. It is a misnomer to refer to information-sharing
technology, however advanced, as knowledge management. Effective
implementation of those systems must address how people interact
with technology in an organizational context, which only then is
beginning to address the real issues of knowledge.

Knowledge Transfer

The idea of knowledge transfer sounds fairly straightforward: knowl-
edge is transferred from one person or organization to another.
However, as we have seen, knowledge depends on its context. There
are two key types of knowledge transfer.

• Knowledge communication: This refers to what most people
think of as knowledge transfer. It suggests that a person or
group has knowledge, and communicates that knowledge so
that another person or group has the same or similar
knowledge. We have already seen that because personal
knowledge is necessarily intermediated by our communication
and interaction, the knowledge received will never be the same
as the knowledge transmitted.

• Knowledge elicitation: This describes assisting others in
generating their own knowledge. It suggests that the 
potential for knowledge is inherent in clients, and that 
specific types of interaction can result in their creating their
own knowledge and understanding its value. This happens
more often than many people realize. Attempts to
communicate knowledge often result in insights and learning,
just not those that were intended! Increasingly, clients value
suppliers that can help them generate their own knowledge
and learning.
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We acquire knowledge throughout our lives, both on the basis of
reflecting on direct personal experience and by learning from others.
Sir Isaac Newton did not acquire knowledge about gravity from
outside when the proverbial apple fell on his head. He generated it by
combining a new perspective with his existing understanding. It is not
just through the communication of existing knowledge that we can
add value.

Knowledge transfer is often considered an issue of sending 
documents. This is certainly one component of knowledge transfer.
However, this means that the knowledge — the capacity to act effec-
tively — has to go through the medium of information. For this inter-
mediated transfer to work, it requires that the original knowledge be
effectively and as completely as possible externalized into information,
and on the other side that the information be internalized into 
more effective thinking and business processes. If either of these 
elements is not effective, knowledge transfer cannot be successful.
When knowledge transfer is not intermediated through the medium
of information, you are using socialized transfer, which requires direct
personal contact and interaction.

Both methods of knowledge communication have advantages and
disadvantages. I will cover these in more detail in chapters  and .
Knowledge communication is necessarily mediated either by infor-
mation or personal interaction, and any comprehensive strategy for
knowledge communication will include both approaches. Effective
communication must be based on a solid understanding of the dynam-
ics of externalization, internalization, and socialization.

One illustration of this principle is found in management games,
which are intended far more to get participants to gain insights and
think in new ways about their particular situation than to impart spe-
cific knowledge or information. Another example is the tendency of
fund managers to deliberately seek out research and opinions on finan-
cial markets that challenge their thinking. Even if they disagree with
the conclusions of the research, they can find the logic or analysis
behind it valuable in developing their own thinking, and they are
usually more than willing to pay for stimulating ideas.
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Effective knowledge communication and knowledge elicitation are
based on rich two-way interaction and dialogue. Engaging in discus-
sion — essentially a process of socialization — is central to the 
process of knowledge communication, which can rarely be accom-
plished effectively through the mere exchange of files or documents.
Knowledge elicitation is even more dependent on interaction. People
generate their own knowledge most effectively in a stimulating envi-
ronment involving discussion of ideas and perspectives. To a great
extent the value and quality of knowledge transfer is a function of the
richness of interactions with clients. Alan Webber, founding editor of
Fast Company magazine, writes in Harvard Business Review that
knowledge workers create relationships with customers through 
conversations.

In communications technology, bandwidth refers to the amount of
information that can be communicated in a given period of time. The
growth of the Internet, for example, is predicated on steadily increas-
ing bandwidth, allowing the flow of richer forms of information (such
as sound and video) rather than just text and pictures.

The concept of bandwidth is also applicable in interaction between
people. Telephone conversations allow for the expression of subtleties
of emphasis and emotion far exceeding that of the content and
meaning of the words themselves, though this can be limited by the
relatively low audio quality of the connection. Video conferencing, in
turn, gives far greater bandwidth in interaction between people, by
allowing visual as well as auditory information to be conveyed. Even
so, the bandwidth achievable by any current technology — in terms
of information flow between participants — is many orders of mag-
nitude less than that of face-to-face meetings. Despite the very rapid
growth in quality and uptake of videoconferencing, business travel is
not likely to diminish. There is no substitute for being in the same
room.

In practical terms, maximizing bandwidth means developing the
greatest degree of interactivity with clients, by engaging in dialogue
through all available means of communication. This principle is vital,
not just in individual interactions with clients but in designing the
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overall structure of client relationships, as you will see in chapters 
and .

K  R

A large natural resources company drilling for offshore oil and gas was
seeking a contractor to design, build, and operate platforms to exploit
the large reserves under its control. However, there were a number of
new and specific challenges in the project the company had not
encountered before. In its request for tender for the contracting ser-
vices, it specified knowledge transfer as a key element in the decision
process. It wanted to be sure that the knowledge generated in the
course of the project would be captured and available to be applied in
future projects, and that the skills of its contractor would be effectively
embedded in its organization at the end of the multi-year multi-
billion-dollar project.

It is an increasing characteristic of professional services that clients
are explicitly demanding knowledge transfer. Firms that wish to
compete for this work have to respond. More generally, differentia-
tion between competitors is frequently centered on effective knowl-
edge transfer. As you have seen, black-box services are readily
commoditized. Knowledge-based relationships enable and encourage
the rich interaction out of which deeper, more valuable, and more
profitable relationships emerge.

These issues of knowledge in relationships are increasingly impor-
tant across every type of business-to-business relationship. Clients not
only seek to maximize knowledge transfer from their suppliers but
want to assess what knowledge they need to make available to sup-
pliers to ensure best value and effectiveness.

The role of knowledge has come to the forefront in outsourcing.
The first major wave of outsourcing business processes began in the
mid s. At this time, decisions were made to place business func-
tions outside the company without considering the role of knowledge.
In the process, many firms lost valuable people and their knowledge,
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and established systems in which they were not able to tap the knowl-
edge generated in business functions close to their core processes.
In all types of business-to-business relationships, there are five key
aspects of knowledge flow that need to be considered.

• Knowledge to: Knowledge being transferred from your firm to
another firm, often a client or alliance members

• Knowledge from: Importing knowledge from other parties, such
as suppliers or research and development partners

• Knowledge about: Gaining deeper knowledge about clients and
other partners that enables more effective service and
interaction

• Knowledge blending: Bringing together existing 
knowledge from your firm and other firms to create business
value

• Knowledge cocreation: Creating new knowledge in collaboration
with others that has value in tangible intellectual property or
enhancing capabilities

Each of these issues will be addressed through this book. The primary
focus of this book is on client relationships, which means that the most
important of these five aspects of knowledge flows are knowledge to,
knowledge about, and knowledge cocreation. However, all five issues are
potentially relevant in all relationships. As such, executives dealing
with supplier, alliance, and outsourcing relationships need only slightly
adapt the content of this book for it to be directly relevant to their 
situations.

Adding Value with Knowledge

Professional services firms, by their very nature, add value to clients
through their knowledge. The central issue for these firms is how to
apply this knowledge to create the greatest value for clients and 
to build the deepest, most differentiated, relationships in the 
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process. There are three key ways to apply knowledge to add value to
a client.

• Providing high-value information
• Enabling the client to make better business decisions
• Enhancing the client’s business capabilities

These topics are dealt with in depth in Chapters  through  respec-
tively. However, I will introduce them here to provide a preliminary
frame for these ideas.

High-Value Information
When the Internet grew to become a standard medium for business
communication by the mid s, people proclaimed that information
would no longer have any value. It would flow freely, and no one would
be prepared to pay for it anymore. The last decade has given the lie
to that idea. Certainly many classes of information have become
highly commoditized, and that trend will continue. However, there
remain many types of information that retain very high prices. The
critical issue is identifying information that is relevant to the user. If
information is highly relevant to an individual’s or organization’s
pressing concerns and issues, and can be readily internalized as useful
knowledge, it will be valuable, and price will not be an issue. This is
primarily generated through the process of customization. Informa-
tion must be customized to individual clients, both in content and
delivery. These issues are covered in more detail in Chapter .

Better Decision Making
Making decisions and implementing them is where the greatest value
is created in an organization. Information and knowledge have value
only insofar as they result in better business decisions, in terms of
increased shareholder or stakeholder value, or alternatively increased
profitability with lower risk. Decisions are the final and critical step
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in the chain of adding value to information and knowledge. For the
purposes of a service provider adding value from outside, decisions in
an organization can most usefully be classified into strategic, line, and
portfolio decisions.

• Strategic decisions: Strategic decisions are those that determine
the direction and positioning of the organization. Unless
prescribed by the organization’s charter, there are no
boundaries on strategic decision making. Although there is
often input from many levels of the organization, these
decisions are usually made by the board of directors or most
senior managers, and are based on the broadest scope of
information and knowledge about the organization, its
business environment, and the relationship between them.

• Line decisions: Line decisions can be made at any level of the
organization, from top executives to production workers. They
are distinguished from strategic decisions in that they are
made within a bounded scope, determined at the strategic
level by the allocation of responsibility within the
organizational structure. All knowledge workers make line
decisions in performing their functions.

• Portfolio decisions: Portfolio decisions are those made in the
ongoing management of a portfolio of assets, liabilities, or
risks. This set of decisions most obviously applies to financial
markets, though it is also relevant to a host of corporate-level
functions.

Enhanced Capabilities
An organization’s competitiveness is based on its business capabilities.
That is, how well it performs the activities that impact its perfor-
mance. Those capabilities are based on a fusion of effective business
processes and skills, both of which are forms of knowledge. An 
organization’s processes are an institutionalized form of knowledge,

L Y C 

H7871-Ch001.qxd  4/16/05  9:51 PM  Page 27



sometimes partially documented but more typically simply “the way
things are done.” Individual skills are also critical in effectively imple-
menting processes, and developing specific skills within the context of
an organization’s capabilities can add substantial value. Firms that can
effectively contribute to enhanced capabilities in their clients are in a
prime competitive position.

The concept of knowledge transfer to clients can be expressed in
many ways, and is by no means a new idea. In , Arthur Turner of
the Harvard Business School identified eight levels of value in con-
sulting engagements. The top two levels were permanently improving
organizational effectiveness and facilitating client learning. Another
formulation is found in differentiating between prescriptive and facil-
itative consulting. Prescriptive consulting is telling clients what to do,
while facilitative consulting is helping them to do it for themselves.
Demand for the latter is increasing.

Internal Clients

While knowledge-based relationships are usually associated with
external organizations, the concept is equally applicable internally.
One of the strongest shifts in organizational practice over the last
decade has been for the support divisions of companies — such as
information technology, finance, human resources, and internal con-
sulting — to be chartered with providing services to clients in other
parts of the company. These relationships mimic external commercial
relationships to varying degrees.These divisions usually charge or allo-
cate costs to their clients, and it is common to implement service-level
agreements (SLAs) that specify acceptable levels of service. Some-
times the divisions are profit centers, and also provide services to
clients outside the firm. It is not at all unusual for company divisions
to have the choice of using the internal service provider or going
outside the firm.

As such, virtually all of the issues of knowledge-based relationships
covered in this book apply equally to servicing internal clients. The
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key dynamic here is that clearly the internal service division should
have significantly greater knowledge of its clients than external
providers. The issue is applying this greater knowledge to create dif-
ferentiated service. An internal service division will rarely have the
breadth of expertise of a large external firm. However, if it uses its
knowledge advantage effectively it can provide in most cases signifi-
cantly greater value to its clients.

T F S  R D

In my work with professional services relationship leaders, perhaps the
most common problem I encounter is the mentality that a significant
client relationship is going just fine and does not need further devel-
opment. The reality is, if a relationship is not progressing it is going
backward. To improve their client relationships, professionals need to
understand that relationships are never static but are a process.
Solid forward momentum is the only way to stop a client relation-
ship eroding, driven by manifold pressures, including ever-stiffer 
competition.

Imagine a path leading over a hill, with a ball that has been rolled
up the hill to be perched right on the crest. One way or another, it is
not going to stay there, comfortably perched in stasis. Either it will
start to roll forward along the path, picking up pace as it goes and
gaining momentum, or it will start to roll back down the hill from
where it came. Client relationships are the same. They will not remain
static. They will always have some type of momentum, either positive
or negative. The relationship leader’s role is to ensure that relationship
momentum is positive. In building positive relationship momentum,
it is valuable to recognize the four stages in the client relationship
development process, as shown in Figure –.

• Engaging: In this stage the firm and client begin to engage 
and explore the potential benefits of a deeper relation-
ship. This is usually characterized by initial contacts and 
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discussions, qualifying, proposals, and possibly small-scale
engagements.

• Aligning: The next stage is for firms and clients to begin to
align their objectives, relationship styles, processes, language,
and culture. Knowledge about clients is applied to customizing
interaction and service delivery. Discussion of high-level
relationship objectives shifts the basis for the relationship.

• Deepening: Here firms focus on both deepening and
broadening the relationship; gaining more client contacts
across levels of seniority, functions, divisions, and locations;
and introducing more of its executives to create a true
organization-wide relationship.

• Partnering: A small proportion of business-to-business
relationships move beyond the buy/sell relationship to one of 
partnership. This entails jointly creating and sharing value,
and is characterized by value-sharing contracts, deep mutual 
disclosure of objectives, and joint initiatives that draw on the
resources of both organizations.

Typical activities of each of the stages of relationship development
are shown in Table –. These activities will vary depending on the
particular industry and type of relationship. Details regarding the
variety of relationships are explored in Chapter . Relationship leaders
must identify at which stage they are with any specific client, and how
to take the relationship to the next stage. If you are not actively
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Engaging Aligning Deepening Partnering

F – The four stages of relationship development. Copyright ©  Advanced
Human Technologies. Reprinted with permission.
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working to move the relationship to the next stage, it is in strong
danger of moving backward.

These relationship stages can be applied equally to other types of
business relationships, including supplier and alliance relationships.
The alliance process is one of moving to partnership, where firms
jointly create value. This is often not an immediate process. To unlock
the potential of an alliance, trust and value creation need to build over
time. It is only then that the greatest potential benefits of combining
the firms’ resources and assets come to light.

Indian technology services company Satyam Computer Services
began working for equipment manufacturer Caterpillar in . The
following year Satyam executive Bipin Thomas was assigned full time
to coordinate the many projects being run for the client. The 
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T – Typical activities at each stage of the relationship development process.

Engaging • Initial contact
• Explore compatibility/qualifying
• Proposal
• Provide ideas
• Small-scale engagements/transactions

Aligning • Align technology
• Establish objectives, expectations, parameters
• Discuss relationship strategies
• Map a path forward
• Establish a trust development program

Deepening • Develop deeper client knowledge
• Gain varied mutual experience
• More diverse projects and lines of business
• Broader contacts across both organizations
• Knowledge transfer and sharing

Partnering • Process integration
• Value-based pricing
• Share exclusive information
• Joint development and marketing of intellectual property
• Joint ventures
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relationship gradually developed, and by  Satyam was performing
$ million of work annually for Caterpillar, and had  employees
working on its projects. This is when Thomas began to apply in
earnest the client knowledge and solid relationships he had developed
over the years working with Caterpillar. Thomas approached 
Caterpillar to propose working more collaboratively, providing a
sophisticated framework for how they could work together. The trust
developed over five years of working together made Caterpillar very
receptive.

A key platform for moving the relationship forward was a joint IT
strategic planning process. Out of this came a framework that clearly
identified the competencies required to assist Caterpillar to achieve
competitive advantage, and a host of associated initiatives, including
jointly established key performance indicators for the relationship.
Over the next four years, Caterpillar’s business with Satyam leaped to
$ million annually, with  Satyam employees working on the
account and measures such as responsiveness and customer satisfac-
tion reaching record levels. Thomas never rested on his laurels,
however, and continually pushed to take the relationship further.

T I  K-B R

In my experience, the importance of knowledge-based relationships is
by now fairly broadly accepted by professionals. There has been a
strong shift in even the last five years, since the first edition of this
book came out, and older styles of professional relationships are grad-
ually eroding. However, there is still substantial push-back, and the
reality is that stated acceptance of the ideas may bear little correlation
to actual behaviors in client meetings and engagements. There remain
some key issues that need to be understood and addressed in order to
obtain traction within organizations.

Doing Great Work Is Not Enough

“Do great work, and your clients will come back.” Undoubtedly you
have heard this axiom or some variation on it, as it is often repeated
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by professionals and their advisors. This is a half-truth. It is essential
to do good or even outstanding work in order for your clients to come
back. However, it is no longer enough. Clients’ expectations have
changed. They now want service providers that can create exceptional
value, make them more knowledgeable, and be true partners.

When you examine the manifold surveys of how clients perceive
their professional services providers, a pattern often emerges. There
are many leading professional firms that are rated very highly by their
clients in terms of technical expertise, but rather poorly in terms of
their capabilities at relationships, including understanding their clients
business, communicating effectively, being a pleasure to deal with, and
creating broad business outcomes. These same clients indicate that the
importance of these relationship factors is increasing. Even if they are
seeking the professional with the best technical expertise, this is by no
means the only criterion, and if they do not have the same knowledge
of the client as their competitors or the ability or inclination to apply
it to provide differentiated service they increasingly lose the business.
In short, doing great work is not enough.

Professional Knowledge Cultures

In his novel The Bonfire of the Vanities, Tom Wolfe brought to life the
“Master of the Universe” syndrome. Professionals pride themselves
on their knowledge, their talent, and their power of influence. Indeed,
the advice and action of top professionals can sometimes change 
the shape of industries or entire economies in massive transactions.
The result is that the leading professions are known as much for the
massive egos of their key players as for the work they do.

Without underplaying the talent and value of the best profession-
als, it is important to see the trap. Clients want the best expertise
applied to their situation, but they do not appreciate the attitude that
often goes with it. Professionals sometimes think that their clients
want them to be clever. They do, but this is not enough. They must
be willing to engage with their clients in a way that can create mutual
value. Chris Argyris’ classic Harvard Business Review article 
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“Teaching Smart People How to Learn” is essential reading for pro-
fessional services leaders. It uncovers how incredibly bright and suc-
cessful professionals very often have problems relating to clients and
shifting to a position of joint engagement on an issue.

Knowledge-based relationships require an underlying attitude of
client respect. Without respect for your clients, it is impossible to work
collaboratively with them and to tap their knowledge of their business
to create outcomes for them. The antithesis of client respect is arro-
gance. No client will seek out arrogant professionals. Not only is it an
unpleasant experience to deal with them but it makes them incapable
of moving beyond a black-box relationship. The essence of arrogance
is an unwillingness to learn from others.

The other key cultural issue is that professionals see their 
knowledge as their source of wealth. They are very reluctant to part
with it, and eager to promote themselves as experts for hire. Knowl-
edge management is largely about getting people to want to share
knowledge. It is useless putting in elaborate intranets and other
sharing technology and systems unless users are motivated to share
their knowledge. Considering the difficulty in getting people to 
share their knowledge inside their organizations, it is not surprising
that many professionals are reluctant to share knowledge with their
clients.

Why Should I Teach My Clients to Do What I Do?

The great fear of professionals is that if they make their clients more
knowledgeable they are giving away their key productive asset from
which they make money. In many instances this is a misunderstand-
ing of the nature of knowledge-based relationships. This is often not
about teaching your clients to do what you do but making them better
at what they do, which is very far from doing yourself out of a job.

In other cases, it is true that knowledge-based relationships result
in clients becoming more self-sufficient. In some situations it is pos-
sible that this means they will rely less on you in the future. More
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often their increased self-sufficiency will allow you to move to higher
value and more profitable types of engagements.

Either way, refusing to engage in knowledge-based relationships
with clients is an unsustainable position. In professional services, the
far greater risk is that competitors will offer more value to your clients
than you do, so that you will lose all their business. In the past, most
professions have effectively closed ranks to ensure none of their
members revealed professional secrets, and they maintained their her-
metic and privileged knowledge. Today’s competitive pressures mean
that there will always be participants who break ranks to make clients
more knowledgeable, and win business away from others. Those are
the firms that will build sustained client relationships. Black-box rela-
tionships are quickly commoditized, and increasingly mobile clients
will gradually navigate their way to firms that engage in true knowl-
edge-based relationships, based on transparency, development of
mutual knowledge, and the uncovering of opportunities for superior
value creation.

S: K  C R

Commoditization is a powerful driver in today’s economy. For pro-
fessional services firms, continuing to provide black-box relationships
to clients, in which services are provided at arm’s length, will simply
aggravate this trend. The only sustainable way to escape commoditi-
zation is to engage in what I called knowledge-based relationships,
in which knowledge exchange is the foundation of the relationship.
Creating a self-reinforcing circle of knowledge-based relationships,
involving deeper customer knowledge, greater openness, and service
customization, can enable positive client lock-in through superior
value creation.

While this approach can create greater value for clients as well as
their service providers, clients need to have the benefits of these
approaches shown to them. Professionals must demonstrate leadership
to take their clients on the challenging journey into deep, knowledge-
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based relationships. It is critical to understand the distinction 
between information and knowledge in developing client relation-
ships, including considering how knowledge is applied to create value
for the client.

Professionals must focus on getting positive momentum in their
client relationships. Those firms that do not successfully engage in
knowledge-based relationships will find business very challenging
moving forward. Building on the idea of the knowledge-based rela-
tionship, in Chapter  I will explore the quintessential knowledge
organizations — professional service firms — and the challenges they
are currently facing.
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