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Introduction 

 This paper provides a plan for applying systems theory management philosophy to 

address a McKinsey and Company: Managing Knowledge and Learning case study scenario. 

Moreover, this paper outlines the key aspects of systems theory and describes how McKinsey 

and Company could be affected positively by each aspect. Finally, this paper assesses the 

positive and negative outcomes of systems theory implementation and shares recommendations 

for changing, supporting, or enhancing these outcomes.  

 Management philosophers have traditionally subdivided management theories into 

foundational and a contemporary perspectives (McNamara, 2008). The foundational 

management philosophers contributed to three primary theories. The first is scientific 

management theory, which Fredrick Taylor developed during the industrial revolution as a top-

down management approach starting in the late 19th century (Hoopes, 2003). Moreover, Max 

Weber’s bureaucratic management theory, popular from 1930 through 1950, included scientific 

management, but divided organizations into hierarchical structures, added rigid authority lines, 

and employed controlling functions (McNamara, 2008). Finally, Elton Mayo established the 

human relations theory, by adding a human resources department to organizational structures in 

the 1950s, in response to unions’ reports of inhumane workers treatment (McNamara, 2008). 

Consequently, as part of the human relations movement, several other behavioral science 

theories became popular, such as theory X, Y, and Z; which later combined with the 

contemporary theories.  
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 The contemporary theories include the chaos, contingency, and systems theories. 

According to McNamara (2008), the contemporary theories help managers understand the 

volatile environment of 21st century organizations, by adopting a systematic approach that 

allows managers operating in unpredictable environment (chaos theory), make situation-based 

decisions (contingency theory), but using a systematic approach (systems theory). Consequently, 

because of the rapid changes in technology, the effects of globalization, outsourcing, and recent 

volatile economic conditions, managers in this early part of the 21st century need to understand 

how to operate in a seemly chaotic and often uncontrollable environment. Moreover, managers 

must have as much information as possible regarding all aspects of the current situation, in order 

to make the best on-the-spot decision.  

 Finally, in order for 21st century managers to make the best situation-based decision 

possible, he or she must rely on a structured system, often supported by information and 

communications technology. However, because the 21st century organizations are increasingly 

virtual (that is, employees work from home or from another continent), leaders must have the 

managerial ability and technological capability to manage information and more important, 

knowledge required to support training. Therefore, 21st century leaders being capable of 

managing data and information must learn how to manage knowledge and knowledge 

management systems. 

McKinsey and Company background 

 McKinsey and Company is a highly successful consulting firm worth over 1.8 billion 

dollars.  However, its leader Rajat Gupta wondered if the company could better using the 

knowledge of its employees to better serve its worldwide clients. It was obvious that McKinsey 

and Company had a strong base of core competencies among its employees, but Gupta was 
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unsure if knowledge development was meeting its clients' needs in an information and 

knowledge driven age. Clients hired McKinsey and Company expecting leading edge 

information from to assist them in their decision-making processes. Gupta felt a process was 

needed to develop, capture, and leverage this information which he considered an asset to the 

company. So, the task lay before them on how to accumulate and store the information quickly 

and make it readily available to consultants on a global scale.  

 McKinsey and Company desired to provide state of the art knowledge to its clients but 

currently had no means of measuring exactly how well they were doing in developing their 

knowledge. Employees were not being properly developed for the new direction of the 

McKinsey and Company. McKinsey and Company still could provide excellent advice to its 

Clients. However, they were not as prepared as their competitors for dealing with the upcoming 

technologies of the future. McKinsey and Company had experienced rapid growth. McKinsey 

and Company had 3,800 consultants in 69 offices worldwide. In its present state, the large 

number of employees and offices it managed hindered McKinsey from effectively performing its 

operations worldwide. Essentially, McKinsey and Company had become too large for itself 

under its current architecture.   

Systems Theory Key Aspects 

McKinsey and Company use knowledge and learning as a system for production. The 

organization uses knowledge as a guideline to measure performance within the company such as: 

• distinguish themselves from/amongst their peers 

• gain promotion and progress upwards through the organization 

• Share to create ideas for new products 



McKinsey and Company Case Study Analysis   5 

 
Some characteristics of knowledge management include the design of effective 

communication systems. The differences in requirements for communicating and transferring 

explicit and tacit knowledge demand this as well as the dynamics of planned and emergent 

knowledge and their effects on knowledge management procedures must also be taken into 

account in system design.  As a result, knowledge is managed in a number of ways in McKinsey.   

Comparable to the more common principles for strategy design (planned and emergent) 

knowledge is also produced in a clear calculated manner or may be formed as an outcome of 

normal business.  A clear example of this being the new systems design and development which 

describes how the application of knowledge creates opportunities for learning that increase the 

stock of knowledge.  With McKinsey this is considered and influenced by the numerous attempts 

the organization made to provide mechanisms for knowledge management and the increasing 

importance that is placed upon them. 

Not only is McKinsey managing its knowledge product, also constantly redesigning the 

manner in which it creates its knowledge – its knowledge production system. In order to do this, 

the firm operates a management control system which helps continually to assess the changing 

business environment in which it operates and the evolving demands (client expectations) that 

this environment places upon it.  Without such a tracking mechanism, knowledge would go out 

of date and the firm would become obsolete. 

McKinsey’s competitive advantage is contained within its wealth of tacit knowledge. 

This is the global network of expertise which can be called upon to generate creative advice on 

strategic problems. The only way for a competitor to imitate this advantage is to poach 

consultants from the company. The evidence to suggest that McKinsey itself cannot capture the 
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full wealth of this knowledge either as the case refers to ‘deep seated suspicion’ with regard to 

packaged ideas. In order to meet these challenges, McKinsey should continue to invest the time 

and attention that it has to date in taking care of its knowledge assets. It must ensure that despite 

any change it undergoes, the organization updates systems to allow it to continue generating and 

applying knowledge across the company. It should be prepared to modify its activities in 

response to new insights and knowledge as they arise. 

 Some of the key aspects of systems theory include. One technique managers can use to 

plan for the implementation of systems theory in an organization is to approach the planning 

from a systems engineering perspective. However, the first step before discussing planning and 

implementation should be an understanding of a system’s composition. Thus, Harold Chestnut 

(1967), in his book titled Systems Engineering Methods, explains that a system includes an 

input, an environment, and an output generated by functions. Moreover, the functions include 

performance, cost, reliability, time, and flexibility. Consequently, the combination of input, 

environment, and output determine the system’s value. Additionally, Chestnut (1967) explains 

that system planners should consider systems elements as part of the planning process. Namely, 

determining the system’s need and value; system cost; time required to implement the system; 

determine the system’s structure required for producing the desired output; and performing the 

actions necessary to ensure system reliability. Finally, because 21st century organizations depend 

heavily on information systems and communications technology for day-to-day operations, 

especially virtual and telecommuting organizations, systems theory appears to be the most 

appropriate management theory to meet organizational and workers’ needs.  



McKinsey and Company Case Study Analysis   7 

 
For instance, a two-year study the Common Wealth of Massachusetts (2014) conducted 

from 1994 through 1996 regarding telecommuters, revealed that telecommuters are:  “as 

productive as, or more productive than, their non-telecommuting workers;  happier, more 

dedicated employees; better able to balance the pressures of their work and family lives, and;  

reduced vehicular air pollution, highway congestion and transportation fuel use.” Additionally, 

because workers need to interact with office coworkers while in the physical office, the 

interaction strengthens the community and cohesive team spirit. Furthermore, since the 

telecommuter works from home, he or she can attend to important home issues, such as taking 

care of children or elderly parents, while still meeting organizational objectives. Consequently, 

because telecommuting provides flexibility, eliminates travel time, and reduces travel costs, 

organizations provide workers indirect benefits. In addition to creating a cohesive virtual team 

environment, when workers return to the office, more than likely, the same team spirit continues 

in the office, because the workers feel as part of a community with mutual needs. Finally, based 

on the internet portals popularity, such as Facebook.com, MySpace.com, and other similar 

portals, telecommuters reinforce virtual community behavior by interacting with family, friends, 

and coworkers by using the portals. For example, according to Facebook.com, the portal 

connects over 250 million users from all over the world (Facebook.com, 2014). 

Additionally, because 21st century organizations are increasingly virtual and many 

employees telecommute, leaders should have the abilities and technological tools to manage 

knowledge worker. Therefore, today’s leaders must be capable of managing information and 

knowledge. Furthermore, because of the information and knowledge intensive nature of 21
st 

century organizations, managers should develop plans to address changes required to manage 

intellectual property, intellectual capital, outsourcing, personnel downsizing, worker’s resistance 
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to share knowledge, and the information management systems infrastructure. For instance, show 

the demand for knowledge worker, the Bureau of Labor Statistics (2006), reports that 

“Employment of computer and information systems managers is expected to grow faster than the 

average for all occupations through the year 2016,” at a rate of 53.4%. As a result, the computer 

and information systems management occupation (knowledge workers) is among the top seven 

best-paid occupations out of the 427 ranked by the Bureau of Labor Statistics (2006).  Finally, 

organizations should consider implementing systems theory, because, according to Laudon and 

Laudon (2003, p. 413), the knowledge management workforce includes “researchers, designers, 

architects, scientists, and engineers,” which are primarily responsible for generating knowledge 

in organizations. 

Systems Theory Positive Aspects and Positive Effects  

 McKinsey and Company must implement a system of knowledge management in which 

the entire organization is able to benefit from the sharing of knowledge between employees. This 

will allow the company to benefit internally.  Managers must be reoriented to reshape the 

decision-making systems that are now centralized.  The hub must remain centralized and the sub 

units both locally and globally must be decentralized.  This will allow for more on the spot 

decision-making and less dependence upon the hub, which slows down the entire operation.  

McKinsey must develop a transnational mindset.   

  The sharing of knowledge between employees is cost effective given that it does not 

require paid personnel to train others, which is a factor cost benefit.  Sharing knowledge is also 

efficient because using existing employees to train others increases employee productivity at the 

same cost. In addition, the sharing of knowledge between employees also diminishes the learning 

curve as employees can get hands on training as well as get to view all work in progress, which 
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also facilitates in reducing the learning curve.  These competencies are free of charge, as "value" 

in each employee. The benefits gained from the use of this value will greatly benefit McKinsey 

and Company, as it will have better serve its clients with the finest and most recent information 

available.   

Systems Theory Positive and Negative Outcomes 

  McKinsey and Company faced three primary challenges during the initial stages of the 

knowledge management implementation that generated negative outcomes; namely, 

organizational culture, resistance to change, and reluctance to accept functional subject matter 

experts as an integral part of the organization (Mintzberg, 2003). For instance, the Firm’s 

organizational culture placed generalists with MBA degrees at a much higher status than 

functional experts, such as engineers or other specialists. Consequently, some partners believed 

that specialist did not add value to the organization. Moreover, the Firm’s partners were reluctant 

and resisted initiatives related with “anything that smacked of packaging ideas or creating 

proprietary concepts” (Mintzberg, 2003, p. 323). However, the Firm’s managing director (the 

most senior partner position) new that the organization had to be redesigned and restructured in 

order to change the organization’s culture. Thus, the managing director’s vision was to transform 

the organization from a decentralized generalist culture, to an integrated organization with 

generalists augmented by specialists. Finally, the managing directors wanted to leave the 

organization better than when they received it, by implementing a successful knowledge 

management and learning system, with the aim of preparing partners and specialist staff for 21st 

century challenges and opportunities.  

In order to minimize effectively or eliminate negative outcomes, support and enhance the 

positive, organizations (such as McKinsey and Company) planning to implement systems theory, 
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should prepare for resistance from inside and outside the organization. Additionally, because of 

the information and knowledge intensive nature of modern organizations, McKinsey and  

Company managers should develop strategies to address changes required to manage intellectual 

property, intellectual capital, outsourcing, personnel downsizing, partner’s resistance to share 

knowledge, and should determine the information management systems infrastructure required to 

meet organizational objectives. Furthermore, McKinsey and Company managers responsible for 

implementing systems theory should plan for the transition from traditional Management 

Information Systems (MIS), to Knowledge Management Systems (KMS). Consequently, one 

strategy for transitioning from MIS to KMS is to outsource the systems design and 

implementation to subject matter experts. However, if the Firm has sufficient systems experts 

within the organization, then the managers should first conduct a cost benefit analysis to 

determine if the organization should implement the KMS with internal resources instead of 

outsourcing. Moreover, McKinsey and Company managers should understand the difference 

between MIS and KMS. Because, unlike traditional MIS, the KMS architecture integrates a 

variety of disciplines, such as anthropology, cognitive psychology, human resource management, 

administration, sociology, artificial intelligence, and library science (Maier, 2008). Finally, as an 

integral component of the implementation strategy, McKinsey and Company managers should 

include an information campaign that explains what a KMS is and how the system will support 

organizational goals and objectives.    

McKinsey and Company may not generate additional costs because of systems theory 

implementation beyond the financial resources required to inform the organization about the 

changes and costs associated with specialized knowledge management software. In most cases, 

however, organizations already possess most of the software required to support systems theory. 
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Additionally, the organization may be able to realize savings by reducing administrative 

personnel costs, because many of the tasks administrative personnel traditionally execute, 

specialized software applications can perform at a lower cost. Finally, based on the above 

discussions regarding implementation of systems theory to support knowledge management and 

learning, the McKinsey and Company implementation strategy should first determine if the 

change would bring additional value. Then, if the organization decides the change will bring 

additional value and the implementation is cost effective, the organization should develop and 

implement the strategy. Moreover, the strategy should address the determination of the system’s 

need and value; system cost; time required to implement the system; determine the system’s 

structure required for producing the desired output; and performing the actions necessary to 

ensure system reliability.    

 Thus, as stated earlier in this paper, McKinsey and Company’s managing directors (Fred 

Gluck in 1987 and later Rajat Gupta in 1996) wanted to transform the Firm’s culture. The 

directors’ new vision was that of a functionally structured firm, where generalists (partners) and 

specialists (staff) had equal status and equally contributed to organizational objectives 

(Mintzberg, 2003). For instance, in 1987 the managing director stated, “the firm’s organizational 

infrastructure needed major overhaul” (Mintzberg, 2003, p. 323) and implemented a knowledge 

management project However, as previously mentioned, in order to effectively minimize or 

eliminate negative outcomes, support and enhance the positive, the strategy should address how 

the organization will be redesigned.   

Finally, according to Jones (2007), organizational culture is formed by a “set of shared 

values and norms that controls organizational members’ interactions with each other and with 

people outside the organization” (p. 8). Additionally, Jones (2007) explains that leaders can 
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change organizational culture by changing the organization’s design. Consequently, an 

organizations design includes organizational vision, goals, objectives, and environment that in 

turn create organizational cultures. Therefore, in order for a leader to change organizational 

culture, the leader must have sufficient authority or influence to redesign the organization with a 

structure that will reshape organizational culture. Furthermore, leaders should reshape the 

organization with the aim of changing the culture and therefore, the organizational design should 

consider such factors as coordination, motivations, behavior modification, and organizational 

growth objectives (Jones, 2007). In conclusion, the new design should consider contingencies 

that will respond to the organization’s environment, human resources, and technology required to 

support the new organizational structure.  

Conclusion  

This paper provided a word plan for applying systems theory management philosophy to 

address a McKinsey and Company: Managing Knowledge and Learning case study scenario. 

Moreover, this paper outlined the key aspects of systems theory and described how McKinsey 

and Company could be affected positively by each aspect. Finally, this paper assessed the 

positive and negative outcomes of systems theory implementation and shared recommendations 

for changing, supporting, or enhancing these outcomes. Finally, because 21st century 

organizations are increasingly virtual and many employees telecommute, leaders should have the 

abilities and technological tools to manage knowledge worker. Therefore, today’s leaders must 

be capable of managing information and knowledge management systems.  

McKinsey and Company must implement procedures that modify their hiring practices. 

McKinsey and Company currently hires employees who have specialized skills. Their hires excel 

in their specific area of expertise. However, they know little about areas outside their areas of 
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specialization. This does not add value to McKinsey and Company nor does it ready the 

company for change.  The goal is for McKinsey and Company to be prepared for imminent 

changes in an information and knowledge-driven age.  McKinsey must hire multi-faceted 

employees who will increase the value of the company through their additional competencies 

while allowing McKinsey to respond to the marketplace before its competition does. McKinsey 

and Company must actively seek employees who not only display the current competencies 

McKinsey currently desires, but they must also actively seek out employees who are also 

fundamentally sound in the various technologies.  The hiring of multi-faceted employees will 

allow McKinsey to better grasp changes and will also maintain their competitive advantage as 

their employees are better prepared to observe and implement changes. 
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