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Abstract:  

Despite recent economic downturn, retention management is remaining one of the most relevant and significant topics in the international HRM.  The most common explanation for such significance is that excellent retention management has become a major source of competitive advantage in the modern rapidly globalizing business world.  Another key reason mentioned by a majority of companies is that it costs too much money to replace even one valuable employee.  

Hence, the main task of retention management is two-fold.  Besides applying correct motivation techniques to retain its top talent and maintain competitive advantage, the organization also has to reduce the replacement cost, and especially, its “soft” component (cost of losing employees’ experience, professional expertise, key customer relationships, etc.), if or when an employee does decide to leave.  

Most of the academic literature on retention deals with general and unspecific preventive strategies pertaining mainly to industrial companies.  This paper concentrates particularly on retention techniques designed to protect that important tacit knowledge in professional services firms, which would help them reduce overall replacement costs and increase their competitiveness in the marketplace.
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Introduction

Problem Analysis

Retention management is rapidly becoming one of the most relevant topics in the international HRM.  It is extremely significant in good economic times, as well as in times of crisis.  When the economy performs well, there are many opportunities for talented people to look for jobs elsewhere.  When the economy is not doing so great, organizations want to make sure that they still have their best people to carry them through the tough period.  

Why is retention management so important?  The one reason most academic experts agree upon is that excellent retention (or talent) management has become a major source of competitive advantage.  Therefore, if the company wants to stay competitive in the modern rapidly globalizing business world, it better make sure that its best performers will stay and grow with the company in the long-term.  Another key reason mentioned by most companies is that it costs too much money to replace even one valuable employee.  For example, Hewlett-Packard estimates the loss of one middle manager at $45,000, at Ricoh Canada this number surpasses $50,000, Dow Chemicals quotes figures in excess of $100,000.  Only in the U.S., the average replacement costs are over $10,000 for about half of all jobs, and around $30,000 for 20 percent of all jobs in the country.   

When providing their estimates, however, most companies take into consideration only so-called “hard” costs, i.e., the costs of recruiting, hiring, and training a new employee.  The actual cost is much higher.  When an employee leaves, he/she takes with him/her a great deal of tacit knowledge, i.e., his/her experience, professional expertise, key customer relationships, etc.  Although it is very challenging to measure the exact cost of losing that tacit knowledge (“soft” costs), many specialists agree that in monetary terms such a loss would add up to at least the same amount as the “hard” cost.  So, the actual price tag of replacement is about twice higher than many companies estimate.  Although it is quite difficult to reduce the “hard” costs of replacing an employee (companies will still have to pay for a new employee’s recruiting, hiring, training, etc.), it is still possible to decrease the “soft” cost.   By cutting the “soft” component, the company will be able to reduce significantly the overall cost of replacement, thereby ensuring company’s longevity and increased stakeholders’ value.    

Hence, the main task of retention management is two-fold.  First, the organization has to make sure that it is able to retain its best employees with the help of correct motivation techniques.  Second, the organization has to reduce the replacement cost, and especially, its “soft” component, if and when the employee does decide to leave.  Most of the academic literature on retention deals with general preventive strategies in industrial companies.  This paper looks at retention management from a slightly different perspective -- it concentrates particularly on retention strategies designed to protect tacit knowledge in an organization, specifically, in a professional services firm.  Main idea of this paper is to outline the conceptual framework that would assist HR practitioners to build their retention strategies aimed at reducing the cost incurred by the loss of implicit
 knowledge in their organizations.

    
Background Information

Retention management has been a significant issue in the contemporary human resources management for quite some time.  However, it reached its “boiling point” only in the mid-1990s.  As the economy was growing at the tremendous pace, companies were scrambling to get the people they needed to stay afloat.  Many potential candidates had multiple job offers and were offered sizeable signing bonuses just to join the force at any particular company (Michaels, Handfield-Jones, & Axelrod, 2001).  Most large companies could not keep up with the growing demand for talented employees.  This situation especially intensified when the most talented people began to leave their companies in order to join fast emerging high-tech start-ups.  Voluntary turnover at some companies reached intolerable proportions (Saratoga Institute & American Management Association, 1997).   

Voluntary turnover has always been considered a large and serious problem for many organizations (Mitchell, Holtom, & Lee, 2001a).  The Society of Human Resource Management states that the retention problem, and associated with it issue of voluntary turnover, are presently one of its most relevant topics.  Some industries, like financial services, high-technology, consultancies, etc., are especially at risk of facing employee losses and shortages (Mitchell et al., 2001a).  Turnover is a major problem because it imposes massive costs on both individual and organizational levels.  At the individual level, leaving a job and moving on may involve such unpleasant factors as stress, uncertainty, ambiguity, necessity to make numerous adjustments, etc.  At the organizational level, turnover imposes extensive costs, such as the loss of knowledge, expertise, and valuable client relationships, as well as large replacement costs (Mitchell, Holtom, Lee, Sablynski, & Erez, 2001b).

Another factor that makes the problem of turnover of great importance is that in most industries, the people and their knowledge are the major source of competitive advantage.  Therefore, when the company loses its top performers, it is destined to become an industry follower in the best-case scenario, or to meet its demise in the worst.  In other words, if the company wants to stay competitive, and hence, stay alive in the modern rapidly globalizing business world, it better make sure that its bets performers will stay and grow with the company in the long-term.  

With the recent economic downturn, retention efforts become yet more crucial, because organizations want to make sure that even after some major layoffs, they still have their best people to carry them through the tough times.  Labor statistics show that unemployment rates negatively correlate with the voluntary turnover rates (Steel, Griffeth, & Hom, 2002).  In other words, the higher unemployment out there, the lower the possibility that people will voluntarily leave their organization.  It is important to remember, however, that even high unemployment rates have little influence on the “intent to leave” of individuals with highly specialized skills and training (Trevor, 2001).

Although with the latest worldwide recession concerns about retention have lessened somewhat, some statistical projections strongly indicate that unemployment rates will return to their lowest levels, which will be followed by the increase in voluntary turnover rates when the recession is over.  Therefore, retention efforts should be considered extremely important at any time in any economic condition.  This is especially true for knowledge-intensive companies, such as, for example, professional services firms.  These firms have to compete in two markets simultaneously – they have to compete for most attractive clients and markets as well as for the most competent and knowledgeable people.  In fact, competitiveness of these firms is as much about getting the right clients, as it is about getting the right people to come and stay with the firm in the long run (Lowendahl, 2000).

Some experts predict that the efforts to hire, develop, and retain the best performers will continue for at least another twenty years (Michaels et al., 2001).  There are three key forces that constantly stimulate the war for talent: the permanent shift from the industry-based economy to the knowledge-based economy, the ever-growing demand for top performers, and strong tendency for talented people to ride on the waves of their employability, switching from one company to another (Michaels et al., 2001; Whiteway Research International., 1999).  These forces, along with the limited supply of talented performers
, will ensure that retention management will remain one of the most relevant issues in the contemporary HRM for years to come.                  

Theoretical Overview

Employee Retention and Voluntary Turnover 

Retention management is a set of strategies and techniques aimed to decrease voluntary turnover among the key company employees.  Voluntary turnover is a form of job withdrawal that manifests itself in an employee quitting working for an organization permanently and without any external pressure.  According to Noe and others, voluntary turnover is an expensive and disruptive phenomenon for any organization (Noe, Hollenbeck, Gerhart, & Wright, 1995).  For example, Hewlett-Packard, a multinational high-technology company, estimates that it spends more that $40,000 to replace one middle-level manager.  In average, the replacement costs are over $10,000 for about half of all jobs, and around $30,000 for 20 percent of all jobs in the U.S. (Mitchell et al., 2001a).  The “hard” replacement costs include time and money invested into employee’s recruiting, hiring, and training.  However, these costs are not the only issue.  In most cases, only the best employees, knowing that they can find another job opportunity, are considering leaving their present workplace.  As a result, job dissatisfaction can cause so-called dysfunctional turnover – the best employees are leaving, and the worst are staying and engaging in other forms of withdrawal behavior (Noe et al., 1995).    

Issues of retention and voluntary turnover have been subjected to a number of research efforts in the past 30 years.  In the earlier years, academic attention concentrated on two key factors – job (dis)satisfaction and job alternatives (Griffeth, Hom, & Gaertner, 2000; Maertz & Campion, 1998).  Later, though, the focus had shifted to a somewhat broader prospective of employee behavior in regards to staying or leaving.   

The traditional view on employee turnover stems from the ideas of March and Simon who state that voluntary turnover is a result of the certain combination of job satisfaction and job alternatives, which predict an employee’s intent to leave (Mitchell et al., 2001b).  Once dissatisfaction sets in, an employee starts looking around for other job alternatives, or in other words, displays his/her intent to leave.  Both real and apparent alternatives will actually influence this process (Mitchell et al., 2001a).  If an employee perceives his/her job alternatives as favorable, he or she is predicted to leave the organization; and if not, the person will stay.  Thus attitudes towards one’s present job and the accessibility of other alternatives are considered as the antecedents for voluntary turnover (Maertz et al., 1998).  

In the past 15 years, more light has been shed on the issue of job alternatives.  With a number of studies on organizational commitment and job involvement, researchers were able to identify several factors that could, for instance, predict whether a person is likely to look for other job opportunities.  For example, young educated professionals expect to have several jobs with different organizations during their career (Whiteway Research International., 1999); therefore, his or her intent to leave is not necessarily caused by current job dissatisfaction.   

Again, it is important to recognize that job dissatisfaction and job alternatives are not the only two causes of voluntary employee turnover.  Other aspects of the person’s private or social life (family problems, etc.) may also contribute to dissatisfaction and spill over into the workplace, forcing an employee into the various forms of job withdrawal (Mitchell et al., 2001b).  Later theories by Steers and Mowday (1981) and Mobley (1982) emphasize that non-work factors like family attachments and personal time strongly relate to job satisfaction and the desire to leave (Mobley, 1982; Steers & Mowday, 1981).  Most recent turnover theories by Lee, Mitchell, and others (1994, 1999) accentuate previous findings by stressing the existence of on- and off-the-job shocks that also influence one’s decision to leave his or her job (Lee & Mitchell, 1994; Lee, Mitchell, Holtom, McDaniel, & Hill, 1999).  

As a result of their investigations, two significant arguments have come to light.  First argument is that the “intent to leave” is usually caused by some particular event, or a shock to the system (Lee et al., 1994).    The authors cited mergers, unsolicited job offers, family changes, spouse relocation, and administrative transformations as the most common shocks.  These shocks could either be positive (like having a baby) or negative (poor appraisal results), expected (going back to school) or unexpected (administrative changes), external (off-the-job events) or internal (on-the-job events).  However, it is important to note that not all of the shocks can cause job dissatisfaction.  Hence, authors contend, job (dis)satisfaction is not the most essential trigger that makes people consider leaving their jobs (Mitchell et al., 2001a).  

The second argument is that many people leave without other job alternatives readily available to them.  This process usually takes place in two different ways.  The first way is that some employees have pre-determined plans to leave if some event is to occur.  For example, the employee knows that he would leave his job if he gets accepted to the graduate school.    Another way is when an employee receives a negative and/or unexpected shock, such as, for instance, direct and fierce confrontation with the supervisor.  Again, the overall job dissatisfaction and job alternatives are not major players in some of these cases.  In other words, the process of leaving is significantly more complicated than previously thought and involves several paths that people utilize to leave their jobs (Lee et al., 1999).  

In order to categorize these paths, Lee, Mitchell, and others developed the unfolding model of voluntary employee turnover (Lee et al., 1994).  According to this model, people take four possible paths when they leave their organization.  The first path employees take when they follow a plan, or some sort of life script pre-determined in advance.  The second path is leaving without a plan; in other words, leaving following an unexpected shock (see above).  Path number three involves leaving for something better.  For instance, when the new unsolicited job offer promises the employee much better financial perks and health benefits, the employee may leave his/her present position and go for the better opportunity.  The fourth and final path is when employees leave an unsatisfying job.  In this case, they could either leave for something better or just quit without any pre-determined plans.  Again, it is important to reiterate that three of these four paths are initiated by different shocks, rather than job dissatisfaction.  

As established before, the traditional view on the issue of staying includes the factors from the voluntary turnover research (job satisfaction and the absence of job alternatives) and other positive behavioral aspects of employee’s attitude toward his/her job (organizational commitment, perceived support, etc.).  Earlier research has demonstrated that all these variables strongly relate to (or negatively correlate with) voluntary turnover (Maertz et al., 1998).   The most recent research has shown, however, that there is more factors that make employees stay with the company.  

The first set of factors includes all sorts of off-the-job aspects of an employee’s life, such as family pressure, community commitment, hobbies, etc.  The second set involves emotional attachments an employee has to his/her co-workers, various company activities, perks, and job routines.  Mitchell used the term “embeddedness” to combine all of the above-mentioned factors that greatly influence retention (Mitchell et al., 2001b).  Simply put, people stay not only because they are satisfied with their jobs and have no other job alternatives, but also because they are embedded into their jobs via various links to their families, co-workers, and communities.

 In summary, it is important to emphasize that all of the aforementioned factors – job satisfaction, availability of job alternatives, presence of various shocks, and job embeddedness -- play a significant role in helping employees to decide whether to stay or leave their organizations.

Professional Services Firms

Unlike the literature on employee turnover and retention, there are surprisingly few academic books and articles about professional services firms (PSFs).  Through thorough research and consultations with fellow scholars, we have been able to identify several most relevant pieces of academic literature devoted to various business aspects of PSFs.  The results of our review of this literature are presented below.

It is now widely accepted that services account for a significant part of economic activity in almost every world country, and that service sector continuously increases its input into GDP and employment in these countries.  For instance, present share of services in the GDP of developed world reaches approximately seventy percent, and roughly fifty percent in the GDP of developing world communities (Lowendahl, 2000).  Services in general are very diverse, and it is extremely difficult to define them in universal terms.  Services vary from highly intangible and instantaneous (e.g., consulting) to extremely tangible and reusable (e.g., architectural drawings).  This thesis will concentrate on a particular type of service firms – the ones that deliver professional services mostly from business-to-business.  Such professional services are built on the interaction between well-informed consumers and highly knowledgeable, skilled, and able service providers who engage in the cooperative problem-solving activity.  The actual substance of the services provided by the professionals may vary anywhere form assistance in defining the problem at hand to a complete process of problem solution, implementation, and follow-up (Lowendahl, 2000).

Professional services is a nonspecific name for a whole variety of sectors.  Taking into account classification by Scott (1998), we can distinguish eight key professional service sectors, which account for about three-quarters of the entire industry’s revenue.  These professional service sectors are: investment banking services; audit, tax, and accountancy advisory services; commercial legal advisory services; marketing communication services; management consulting services; IT consulting services; personnel-related services; and market research services (Scott, 1998).  The rest twenty five percent is comprised from other professional activity sectors, from architect services to insurance advisory services.  Despite such a variety, all professional services have the following characteristics: they are knowledge-intensive, require highly-educated people to deliver, involve a high level of customization, call for a significant interaction with the client representatives, and should fall within the constraints of professional rules of conduct (Lowendahl, 2000).    

The absolute majority of professional services firms are privately owned and operated, and therefore, it is quite difficult to come up with the statistical figures for the entire industry.  That is probably why, there is only a few good sources for conducting research in this area.  This fact is rather surprising, taking into consideration the size and yearly growth of the industry.  With the permanent shift to a knowledge-based economy, the professional services industry accounts now for nearly 17% of all jobs in the USA and Western Europe (OECD, 2000).  The growth of the industry is estimated around 15% per year for the foreseeable future (Scott, 1998).   All these figures imply the very important conclusion: the dependence on professional services providers is constantly increasing in many sectors of the world economy.  This fact, in turn, stresses the importance of studying and emulating the best representatives of the professional services industry.  

In order to better understand the importance of professional services industry, it is imperative to look at the major reasons of its success.  The first reason is that most professional services firms (PSFs) are far ahead of their industrial counterparts in terms of their ability to manage their shared intellectual resources.  Since the most valuable resource in the modern business world is knowledge, the ability to effectively organize that knowledge is in the essence of competitive advantage for any firm.  Therefore, the ability of PSFs to gather, direct, and sell the combination of both explicit and implicit knowledge will keep them in front of others.  The second reason is that PSFs are able to align the interests of the firm with those of its employees with greater efficiency than any other firms (Scott, 1998).  Since most employees in PSFs work directly with the clients and their input to the firm can be easily measured, it is much easier to base their both monetary and non-monetary rewards on the firm’s overall performance.  The third reason is that PSFs are able to use the latest development in the networked information technology to the full extent (Scott, 1998).  Since the main material PSFs use is knowledge, the explicit portion of which could be easily codified, stored, and transmitted, they are able to utilize IT innovations to the fullest extent and much more efficiently than, for instance, manufacturing firms. 

In order to understand better the forces behind the professional services industry and evaluate future capabilities of any PSF, it is important to consider the nature and drivers of competition in this sector of the economy.  In his PSF market model, Scott (1998) was able to identify six such drivers: 

· Growth and cyclicality;

· Entry and exit barriers;

· Client dependency;

· Recruitment and retention patterns;

· Threat of service substitution;

· Impact of government.

All these elements play a significant role in determining the overall viability of the professional services firm in the highly competitive market.  The most significant part in this competition picture, however, is represented by recruitment and retention patterns, or human factor.  Human factor in the professional services industry is a solid entry barrier, which is as tough to overcome as some technological barriers in the manufacturing industry.  In other words, a group of highly educated, skilled, and experienced individuals cannot be easily imitated or duplicated.  

In his classical work, Maister identified three major benefits that are closely connected with the firm’s life cycle and that clients look for in any professional services firm: expertise, experience, and efficiency (Maister, 1993).  However, the mix of these aspects varies significantly, depending on the assignment’s complexity, need for innovativeness and creativeness, and the risk level.  This means that there are clients that seek out professionals with solid expertise in a certain area of knowledge, clients that require specialists with extensive experience dealing with similar problems, and clients that need efficient and timely completion of a project.  Of course, for each of these client categories, the other two aspects also play an important role, but they play an even more significant role for professional services firms themselves.  That is because every element mentioned above strongly affects every aspect of the firm’s existence, from business development to personnel decisions to economic structure (Maister, 1993).  At the end of the day, a firm has to decide what type of clients it will be serving, and organize its business accordingly. 

In spite of the variety of services and clients, there is a number of features common to all firms engaged in the delivery of professional services (Lowendahl, 2000): 

· More than 50% of employees are professionals, i.e., individuals with higher education who practice the application and improvement of knowledge, and who are the members of a highly professionalized occupation group.

· Key decisions are made by professionals.

· High priority is given to attainment of professional goals.

· Strong emphasis is made on creation and application of knowledge.

· High regard is maintained for professional norms and rules of conduct.

Incidentally, speaking of retention patterns, if all of the above features/conditions are met, the discord between employees and the professional services firm will not be there, as both parties will share the common goals.  

As we have established previously, professional services firms are different from those in other industries, including other service firms.  Therefore, there should be some characteristics that could be attributed solely to PSFs.  Maister (1993) identified two such characteristics: the high degree of customization and strong interaction with the client.  While the second feature is quite self-explanatory, the first one requires clarification.  Since a clear majority of professional service assignments are highly customized
, such traditional managerial principles as standartization, routinization, and supervision are rather difficult to apply (Maister, 1993).  Based on these features, Lowendahl (2000) developed a set of fundamental characteristics that are universal for all professional services firms: 

1. Professionals, or service providers, are well-qualified individuals;

2. Firm provides highly personalized client services;

3. Professionals are exposed to subjective client assessment; and

4. Professionals have to constantly deal with information asymmetry. 

It is important to remember, however, that the above characteristics are not unique in the sense that they are applicable only to professional services firms.  What makes PSFs unique is that all of these characteristics apply to them at the same time and with significant strength (Lowendahl, 2000).

What else makes professional services firms truly unique are some managerial challenges that differ from those in other firms and industry sectors.  There are several managerial issues mentioned in academic literature that pertain to professional services firms (Chambers, 2001; Dibble, 1999; Hash, 1999; Lowendahl, 2000; Maister, 1993).  Summarizing their key findings, we would like to accentuate the most significant concern. 

The most important challenge managers face in PSFs is the attempt to keep the firm in equilibrium by balancing the demands of the client marketplace with the demands of the staff marketplace, and with the firm’s financial objectives.  Maister (1993) emphasizes that although there are many factors that play an important role in bringing these goals into accord, the most important one is the firm’s leverage, or in other words, the ratio of junior, middle, and senior staff members in the organization.  Simply put, in order to keep the firm in balance, it is necessary to match the skills available to the firm with the requirements of the project at hand (Maister, 1993).  On a slightly larger scale, it is necessary to note that contradictory economic, behavioral, and managerial requirements tend to create significant frictions within the firm, especially as the firm strives to create universal management rules to accommodate these different needs.  The response to this particular challenge may be quite simple and clear – “…match management practices to practice” (Maister, 1993).       

 It is also important to remember that most people join PSFs for careers, rather than just for jobs.  Since nearly every professional services firm is an organization that consists of three professional levels (junior associates, middle-level professionals, and vice president or a partner), the person joining the PSF expects to progress to the top of the organization at some point of time.  However, the firm’s leverage strongly depends upon the mix of client assignments, and in turn, it affects the career paths that the firm can offer (Maister, 1993).  Therefore, the people who do not get promoted in the expected time will most likely leave the organization in search for better career opportunities.  

Conceptual Framework and Discussion

As a result of our brief literature review and private conversations with senior representatives of several major management consulting firms, we have been able to establish three important relationships.  First, both explicit and implicit knowledge are central to any professional services firm, since their combination is one of the main products any PSF is trying to sell in the marketplace.  Second, implicit knowledge is one of the major sources of competitive advantage and its loss is extremely costly to any professional services firm, both in terms of money and inter-firm rivalry.  Third, professional services firms do not seem to be overly concerned with lowering the overall replacement costs, since they are largely considered as something given.  

Consequently, there appears to be a strong necessity to protect tacit knowledge in professional services firms in order to retain it in an organization and thereby reduce overwhelming replacement costs.  The question is, however, how to protect that knowledge from being lost to the organization?  Since a firm loses tacit knowledge upon a key employee’s departure, it is only logical to look at the value of such knowledge to PSFs, as well as at some retention strategies employed by firms in order to protect and retain this knowledge, and therefore, maintain the competitive edge.  

Value of Tacit Knowledge in PSFs

More often than not, people know more than they tell.  Personal knowledge is so comprehensively concealed in experiences that it cannot be expressed in all its completeness (Sternberg, Horvath, & NetLibrary Inc., 1999).  In the past 30 years, scholars from various social disciplines have been studying this type of human knowledge, calling it tacit knowledge.  

In the management studies, knowledge is usually classified as explicit (or articulable) and implicit (or tacit) (Liebeskind, 1996).  Explicit knowledge can be codified and transferred, while tacit knowledge is not articulable and therefore cannot be easily transferred (Liebeskind, 1996; Teece, Pisano, & Shuen, 1997).  To the great extent, tacit knowledge is embedded in uncodified organizational routines, particularly, in both individual skills and working relationships within the organization.  Most of the time, tacit knowledge is unique and difficult to imitate, and therefore, it has a higher potential of creating strategic value and competitive advantage, than explicit knowledge (Teece et al., 1997).

For any firm in the marketplace, including professional services firms, the fundamental task is to achieve and sustain competitive advantage.  Firms considered ahead of their rivals are those that demonstrate timely responsiveness and rapid product or service innovation, joined with the management capability to effectively match and reorganize internal and external assets, resources, and competencies (Teece et al., 1997).  Intangible resources are more likely than tangible resources to produce a competitive advantage.  Specifically, intangible firm-specific resources such as knowledge allow firms to add value to incoming factors of production (Hitt, Bierman, Shimizu, & Kochhar, 2001).  

A great deal of an organization’s knowledge is inherent in its human capital.  Consequently, firms create value through the process of selection, development, and use of human capital (Lepak & Snell, 1999).  However, these competencies and capabilities can provide competitive advantage only if they are based on a collection of routines and skills that are difficult to imitate.  Easy imitation means fast disappearance of profits.  Thus, the more tacit the firm’s productive knowledge, the harder it is to imitate by the firm’s competitors.  As a result, this firm’s tacit knowledge will serve as a solid source of competitive advantage in the long term.

As to professional services firms specifically, tacit knowledge is essential to professional skills (Maister, 1993).  Knowledge and client relationships are often proprietary to individuals within the professional services firm and are its most prized possessions (Empson, 2000; Lowendahl, 2000).  The most valuable knowledge is the tacit knowledge of individuals within the firm, since it is based on years of experience and is hard to communicate in a formalized codified language, i.e., in the explicit form (Morris & Empson, 1998).  Likewise, long-term relationships with clients and their organizations are usually based on close personal contacts between individuals in both organizations, and hence, are extremely difficult to imitate (Alvesson, 1995).

In professional services firms, associates acquire explicit knowledge through formal education, while tacit knowledge is usually gained through learning on the job.  After completing their educational requirements, most professionals enter their careers as trainees or junior associates (Hitt et al., 2001).  In these roles, they start to learn on the job either by doing the job themselves or by asking advice from more senior associates.  Consequently, they bring their explicit knowledge from formal education and use it as a foundation to build tacit knowledge through shared experiences.  As the junior associate progresses toward a partnership, he/she gains a considerable amount of knowledge, much of which is tacit in nature.  Their experience and expertise, often industry- or company-specific, is a least imitable type of knowledge.  This human capital, embedded in the partners or senior associates, is a professional services firm’s most important and valuable resource (Hitt et al., 2001).

Arguments presented by Hitt et al. (2001) suggest that partners and/or senior associates with the best formal education and with the most senior experience in a certain professional services firm represent considerable human capital to the firm.  As senior associates, they continue to acquire knowledge (mostly very specific and tacit) and build human capital, which in turn, produces the best services to the firm’s clients, thereby allowing the firm to achieve the highest level of performance and financial accomplishments (Hitt et al., 2001).  Tacit learning, therefore, is integral to the professional firm’s success; it could be acquired, stored, and held on to through various techniques and strategies that should be extensively implemented in PSFs.  We will touch upon these techniques in the next sections of this paper.

Retention Management and Tacit Knowledge in PSFs

Professional services firms are fairly different from their industrial counterparts in the level of influence that human resources can have on the business.  Maister (1993) and Lowendahl (2000) argue that the most valuable resources in PSFs are professional expertise and client relationships.  Professional services firms, therefore, have to pay as much attention to retaining and replenishing its expert base as they do to attracting new clients, since they are both sides of the same coin (Scott, 1998).

If we are to discuss retention efforts in professional services firms, it is first necessary to understand the differences in character, or psyche, of professionals.  Maister and others argue that the average professional is different from the average employee in other industrial sectors, and that the difference is based on a professional’s mindset and attitude towards his or her job (Ahr & Ahr, 2000; 2001; Lowendahl, 2000; Maister, 1993).  For instance, professionals require constant challenge and personal growth in order to maintain the interest in their current job.  Also, due to the vagueness of what constitutes good work execution, professionals often require prompt and frequent feedback on their performance to confirm the usefulness of their efforts.  They also need highly visible and precise measures of success that in turn could reinforce them.

In order to develop wholesome and meaningful retention strategies for a professional services firm, it is essential to go through some steps that would help the firm to build, maintain, and motivate highly knowledgeable and skilled workforce, and at the same time, work towards gradual reduction of replacement costs.

Unfortunately, not too many firms worry about development of the product that any PSF is trying to sell in the marketplace – the knowledge, skills, and abilities of its staff (Maister, 1993).  While professional knowledge is explicit and can be easily codified and shared, professional skills and abilities are implicit and can be developed only through practice and shared professional experiences.  Therefore, to add to the firm’s human capital, there must be a continuous endeavor to acquire, store, and update the explicit knowledge through on-going education and training, as well as the implicit professional wisdom through the apprenticeship process and experience sharing.  To achieve an appropriate level of knowledge, skills, and experience in the firm, there should be in place some strategies that protect that knowledge from being lost and that add to the quality of human capital.  Such strategies may include proper project staffing strategies, coaching, mentoring, and various knowledge sharing tactics (Maister, 1993).

As we have already mentioned before, proper project staffing in PSFs is instrumental to the firm’s long-term success.  The type of assignments, industries, clients, and supervising senior people the junior staff members work with essentially determine the kind and quality of professionals they will become in the future.  Some firms use unstructured approach to project staffing, or so-called “free-for-all” method (Maister, 1993).  According to this approach, young professionals should be demonstrating initiative in finding challenging projects within the firm in order to get developed.  In other words, they have to learn how to market themselves inside the firm and make senior staff members want to take their time to share their invaluable knowledge, expertise, and experience.  

According to Maister, this approach is most common in the firms with the high junior-to-senior ratios.  Such high ratios lead to limited career growth potential, and therefore, to relatively high turnover among junior employees.  In these firms, due to expected high turnover, senior staff members invest their time in training young professionals on an extremely discerning basis, after separating top performers from the rest.  Other firms, however, use a structured approach to project staffing by giving young employees a variety of assignments, because they are trying to develop as many top performers as possible in order to market their services in a more efficient manner.

However, it is not enough that a junior staff member gets a variety of assignments with different clients  -- he or she still has to learn the right skills and abilities in order to enhance his/her knowledge base (Ahr et al., 2000).  As we have stated previously, skills and abilities are a part of implicit knowledge and could be learned only through guided experience, for example, through coaching and mentoring programs.  This very knowledge is supposed to be protected in order to reduce cost of replacing a departed top performer.  Incidentally, both coaching and mentoring are among top reasons identified by the author as key reasons why professionals stay with PSFs
.  

The quality of coaching programs largely depends on the coach him/herself (Maister, 1993).  Maister argues that it is not an easy task to become a good coach, since it takes a sincere interest in helping junior employees to progress and develop necessary professional skills.  The coach’s duty, for instance, is to make sure that the assignments given to youngsters are challenging enough and at the same time, quite feasible to complete.  

Too often, many young professionals complain about the lack of attention and helpful advice from the senior staff they work for (Kaye & Jordan-Evans, 2002).  Unfortunately, many partners consider such requests for attention as unreasonable and time-wasting.  The firm’s system, i.e., its organizational structure and compensation policies, often discourages coaching.  Also, in too many PSFs coaching is not acknowledged and rewarded, so only the people who find it personally fulfilling and rewarding take on the coaching role (Maister, 1993).  Luckily for young professionals, concentration on coaching is no longer an option at many firms.  The need is evident – the firm has to provide an excellent training and coaching in order to maintain its attractiveness to bright young professionals. This, in turn, will increase firm’s status and competitiveness in the marketplace.   What is still more important, this will make it quite worthwhile for young associates just to have been at the firm, even despite unlikely prospects to make a partner.

As to the mentoring programs, designing one means putting in place special culture, resources, and structure needed for two or more employees in order to establish an effective relationship, which should help one of them grow professionally (McKeown, 2002).  Unlike such market leaders as GE, most companies, including professional services firms, do not have any formalized mentoring programs in place.  Some professional firms think that mentoring is something that should be done only on a case-to-case basis, while others believe that coaching will suffice
.   The mentoring approach, however, is different from that of coaching or counseling.  The first difference is that coaching usually involves a group of people who are being coached; for example, a team coached by a project manager.  Mentoring, however, is a highly personalized approach, where guidance is provided by one person (mentor) to another (protégé).  The second distinction is that a coach leads his team by example, while a mentor leads by advice of wisdom (Holliday, 2001).  The third, and the most important difference is that a coach should take a change-oriented approach to his team, while mentor’s approach should be growth-oriented.

We would like to call for a special attention to mentoring, since on our opinion it is one of the most essential strategies that every professional services firm should implement in order to protect that important tacit knowledge from being lost to the firm.  Until recently, a mentor meant something quite different that it does now.  Even 15 years ago, a mentor was supposed to be an older person whose mentoring methods often depended on his/her personal, and often outdated, ways of doing business.  Nowadays, mentoring has become less inexplicable and more mainstream.  Today, the role of a mentor is not about power over a protégé – it is about sharing and professional development.  In other words, mentoring is more about supporting and developing employees, rather than just helping them do their jobs better (McKeown, 2002).  

Another strategy that protects tacit knowledge, helps cut replacement costs, and adds up to the firm’s human capital is knowledge sharing.  Such sharing is extremely important, since the hefty portion of professional knowledge is implicit, and therefore, cannot be easily disseminated (Alvesson, 1995).  So, for example, if the expertise in a certain professional area or for a specific client is possessed by the single senior partner, his/her exit could spell trouble for the entire firm.  This person’s departure could leave the firm with a limited competence to serve the given clientele, and junior professionals are forced to develop necessary skills on their own, which as we mentioned before, takes a significant amount of time.  

In addition, we would like to draw a particular attention of HR practitioners to the issue of motivating the young professionals, since they are the ultimate recipients of the firm’s implicit knowledge and the guarantors of its long-term success.  As established previously, besides some other important factors, voluntary turnover (and consequently, retention) is a function of job satisfaction, which in turn largely depends on motivation.  A less than fully motivated workforce is a source of competitive disadvantage for any business entity, including professional services firms.  Therefore, motivation efforts are fundamental part of the firm’s success in the long run.  Motivating young professionals, however, is harder today than it is used to be (Maister, 1993).  

The past “up-or-out” motivational organization provided junior associates with a clear message: work hard, develop your knowledge, skills, and abilities, and you will get every reward that partnership brings.  Today, however, that structure is changing – in most firms, it is becoming increasingly difficult to make it to the top due to changing partnership standards, etc.  In addition, the attitude of young professionals themselves has changed tremendously in recent years.  They no longer expect to stay at the same company for a long time, and it is not unusual for them to move between firms to progress their careers (Harvard Business Review, 2001; Saratoga Institute et al., 1997; Whiteway Research International., 1999).  Finally, the pool of talented young professionals is much smaller than it is used to be even twenty years ago, and therefore, recruiting, motivating, and retaining the best is becoming a rather challenging task (Michaels et al., 2001). 

Therefore, it is important to emphasize that sources of motivation that existed even in recent times are not as effective as they used to be, and therefore, the firms have to pay more attention to such important managerial strategies as recruiting, appraisal and feedback, and promotion.  With the proper mix of these techniques, work at professional services firms today can be as highly motivating and satisfying as it was in the recent past.  It is also important to note that all the aforementioned strategies and techniques are aimed to add up to the firm’s human capital and increase the level of motivation and job satisfaction, which in turn would help the firm to decrease voluntary turnover among professional staff members and retain that essential implicit knowledge within the firm.  

Managerial Implications


Voluntary turnover is an inevitable event no matter how good are the retention techniques employed by the firm.  Sooner or later, a knowledgeable and skilled person will leave his or her organization and move on with his/her life outside of the firm.  This step will certainly create a painful financial and emotional havoc in an organization due to lost knowledge, expertise, experience, and customer relationships.  However, as we have established before, there is a way to reduce this pain, and this way is through various knowledge transfer strategies, which are supposed to ensure that at least some of that knowledge has not left the firm with the departed person.  We have also mentioned three key strategies that protect this knowledge and make it stay in the firm, simultaneously adding to a firm’s human capital – coaching, mentoring, and knowledge sharing.  Let us now go through each of them one at a time and identify some important techniques and managerial implications associated with these strategies.


Coaching programs in a firm should be focused on the job performance by a team or an individual.  In other words, a coach is some sort of a performance consultant who helps his or her associate to perform his/her job better.  Coaching is more goal-oriented, and less oriented to personal or professional growth of the protégé, and therefore, more closely associated with on-the-job-training than mentoring (McKeown, 2002).  Coaching implies motivating, inspiring, and taking people to greater heights in terms of their job performance.


In order to set up an effective coaching program in the firm, a special kind of people should be found within the organization; people who are able to be involved in the whole process of coaching, from the basics up to the job-specific training.  As a coach, an individual should be fully involved in a project or a task, he/she also has to make sure that all team members have a trust in him/her as their coach, even if his/her decisions are not always popular (Holliday, 2001).  What especially important for young professionals is that their coach clarifies the goals and objectives and verifies the team’s understanding of a project or a task at hand.  

The next effective coaching technique that should prove to be quite useful in PSFs is quick acknowledgement of associates’ performance, which should include either affirmation and encouragement of great work or discouragement and warnings for a less productive performance.  The most important techniques that the firm should always use, however, are motivation and inspiration.  A coach should challenge his/her team members with examples of past accomplishments and motivate them with the rewards that would follow winning performance.  An efficient and structured coaching program will ensure that the firm’s most valued assets – its people and their knowledge will stay in the organization and guarantee its long-term success.         
  


Unlike coaching, mentoring program should be focused more on individual than on his or her job.  Kaye and Jordan (2002) argue that a real mentor should concentrate on four major points in his work with an individual: be a good role model, encourage and support the protégé, nurture his/her unique skills and abilities, teach him/her organizational reality in order to assist him/her in avoiding organizational minefields, etc.  According to some academics and practitioners (Holliday, 2001; Kaye et al., 2002; Lowendahl, 2000; McKeown, 2002; Michaels et al., 2001), there are several conditions and characteristics that could be used to describe effective mentors and mentoring programs.  

For example, a mentor should be concerned for the protégé as a person, not just as an employee, and should care about his/her wholesome development, rather than just his/her job performance.  A mentor should have an independent relationship with the protégé, unconstrained by subordination and mentor’s selfish interests.  Also, a mentor should be an acknowledged expert in his area, and he or she should be ready to transfer his/her expertise to another individual.  In addition, a mentor should be supportive, patient, enthusiastic, and inspiring.  If all of the above conditions are met and all the characteristics are in place, the transfer of knowledge, and especially its tacit component, should be a relatively smooth process.      

A relatively recent technique developed in the mentoring area is a so-called “buddy program” (McKeown, 2002).  In case of professional services firms, this could be a firm-wide program in which each new professional employee is assigned a more seasoned professional (a “buddy”) who is supposed to provide advice and guidance during the first couple of months on a new job.  This technique should help the new associate to become familiarized with the firm’s culture, procedures, and policies, which should make him/her more receptive to absorbing tacit knowledge.  This, in turn, should help to retain that knowledge within a firm in the long term.   

Knowledge sharing is another essential strategy that should assist the firm in protecting its tacit knowledge.  There are several techniques that allow knowledge sharing in the professional services firm.  One such technique may include once-a-week meetings of all professional staff in the firm, where participants share their experiences in dealing with various problems they encountered in particular cases or with different clients.  Another technique may include setting up of a firm-wide computer database of best working practices in every professional discipline.  For example, if a new innovative approach to the problem at hand has been found by a consultant, he/she should share his/her experience and method in that database for other professionals in the firm to use in the future.  Yet another technique could involve placing workspaces of professionals working on similar cases closer together, which would encourage them to interact more.  In addition, knowledge sharing could take place during the breaks, over the cup of coffee, or during social gatherings.  In any case, knowledge sharing should be promoted, encouraged, and sometimes, even forced due to its extreme significance to the firm’s survival and long-term health.     

Conclusions and Possibilities for Further Research 

This research paper examined retention management as a means of protecting tacit knowledge in an organization on the example of professional services firms.  The paper reviewed the contemporary trends in retention management, as well as the literature on professional services firms and on the concept of implicit knowledge in the modern business entity.  Then, the retention strategies in professional services firms were considered, and the importance of protecting tacit knowledge in such organizations was examined.  Finally, some practical recommendations for managers were introduced and explained.  

In conclusion, we would like to reiterate once again the importance of certain retention strategies, such as coaching, mentoring, and knowledge sharing, as a means of protecting tacit knowledge in professional services firms, which in turn, contribute to reduction of replacement costs and increase of firm’s competitiveness in the marketplace.  These strategies may also be applicable to the professionals in other countries; however, some in-depth empirical research is necessary in this field.

As to other possibilities for research in this area, we would like to propose that empirical investigations be completed in order to confirm our conceptual findings.  In particular, we think that it would be rather important to conduct a series of time-spaced interviews and surveys among individuals responsible for retention management in professional services firms (HR Managers, Senior or Managing Partners, Talent Managers, etc.) in order to measure the impact proposed retention strategies made on the cost of replacing a valuable professional employee.  Organizations in other industry sectors, such as industrial companies and financial institutions, should also be examined in regards to their retention techniques and the way these organizations deal with the loss of implicit knowledge.

Another research possibility could be a very interesting spin-off of this particular study.  We would like to conduct a series of empirical investigations in reference to retention strategies used in different countries within the same professional services firm.  The objective of the study will be to investigate the variance in retention techniques employed by the firm in different world countries.  With a bit of luck, a practical solution to several cross-cultural issues will come out as a result of this future study. 
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� We will be using terms “implicit” and “tacit” interchangeably throughout the paper.


� According to government statistics, labor shortage in the USA is expected to be in the range of 10 million people by 2015.  Labor shortage numbers look even more unfavorable when it comes to the rest of the developed world (OECD, 2003): over the next 25 years, some 70 million people will retire, to be replaced by just 5 million new workers.





� Even for more routine assignments some degree of customization is often necessary.


� See Vaiman, V.  2004. Retention Management in International Professional Services Firms: An Empirical Study of Best Practices, forthcoming.


� This attitude towards mentoring was demonstrated by a majority of senior partners of prominent US-based management consulting firms during private interviews with the author.
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