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The market for executive education is a growing and increasingly segmented one, made up of buyers with different types of demand and reasons for developing their executives, and different types of suppliers.  The supply of such services has been  traditionally dominated by the business schools, especially in the provision of open enrolment courses, including part-time and executive MBAs, and tailored in-company programmes.  Since the 1980s, however, it increasingly includes the major consultants, specialist HR and management training consultants, and internal suppliers, often established as corporate universities.

The demand for executive education can be defined in a number of different ways, for example, by customers, place, topics and products.   However, by far the most important in terms of the increasingly important talent management agenda is executive education for senior and high potential executives beyond that offered by standard products such as MBAs.   Senior managers and high potentials have relatively unique requirements in building their strategic, leadership and change management capabilities, increasingly in an international context.  From the perspective of suppliers it is also the most lucrative in two senses of that term.  The first refers to the lack of price sensitivity; as with management consulting services, senior executive education is marked by a belief that the more is charged for it, the more it is valued.  Business schools and consultants charge higher prices for such work because price indicates quality and the future contribution of such executives to productivity, with firms willing to pay.  The second benefit to the schools and consultants is that they learn more from dealing with senior executives in terms of access to ‘big questions’ and their knowledge of strategy and innovative practices, which the schools and consultants are able to leverage for teaching other students, bidding for research and other executive education projects or in building intellectual capital for use in future projects.
One trend that has been much discussed is the dual market structure comprising (a) demand for high quality, senior executive education by elite, typically international, firms supplied by an elite group of international business schools and (b) a much larger segment of demand for senior and middle executive-level education from SMEs and public sector organizations, which is often supplied by local and regional schools and smaller consultancy firms.   
Explanations as to why such a dual structure is emerging relate to both the strategies of firms and the strategies of the business schools and consultants.  The starting point for an explanation arises from the question: why do firms contract out executive development and education at all?  The most obvious explanation comes from transaction cost economics, which helps explain why the firms contract out executive education:  the costs of firms can be divided into production costs associated with delivering goods and services to their customers/clients and transaction costs associated with organizing, e. g. Gathering information, coordinating and negotiating contracts, monitoring performance, etc.  The decision to contract out (a market solution) or deliver in house (hierarchy solution) is assumed to be based on a rational comparison of production and transaction costs.  Thus firms will contract out executive education because producing in-house exceeds the costs of contracting out.  So firms that do not see senior executive education as a integral and perennial problem are likely to contract it out, because they do not want to the costs associated with over-capacity of training departments after the problem of executive development, as they define it, is finished.

To the extent that firms see executive development as a core and on-going activity, they are more likely to go for an in-house solution, such as hiring expertise internally as internal consultants, or corporate universities.

Business schools and their role in executive education can be viewed from perspective of functionalist and critical perspectives.
The functionalist perspective sees business schools as creators, assimilators, and distributors of management knowledge, supporting firms’ requirements for knowledge acquisition and technological advancement, and in helping them build capabilities and capacity for change.  Like consultants, they prosper and grow in this market to the extent they the possess skills and products, developed from research and experience with many clients in different sectors of the economy, to provide services that clients cannot provide on their own.  Thus, the market is demand driven, because firms find it difficult to provide these services internally – they have neither the specialist knowledge nor talented human resource skills – and find it easier to contract out such work.  
Such a demand for contracted out senior executive education systematic knowledge creation and management allows business schools to stay up-to-date with key questions, industry practices and information, and allows them to disseminate  such knowledge in a manner unequalled by other schools and providers of executive education.
The problems with this approach are that it never really gets to grips with why firms do not perform the functions themselves or hire experts as employees rather than contracting out executive education to business schools.  To an extent answers to these questions lie in the rapid growth of in-house corporate universities, the use of individuals rather than schools, and in what they are buying, which are credence goods and not just knowledge.  This notion of credence goods gives rise to the critical view.
The critical view does not doubt there is a need for firms to acquire knowledge and capacity building externally, but questions the view that the elite schools have expertise that other schools don’t possess, since much of their knowledge base is widely available to other schools, or that it is based on a Mode 2 form of knowledge production that lacks a rigorous research grounding and/or is contaminated by powerful interests (consultancy dressed up as research).  Furthermore they tend to privilege explanations of the demand for executive education as driven the capacity of elite schools to sell commodity packages of credence goods and services to unsophisticated clients through sophisticated impression management and rhetorical abilities.
The problems of this approach is that it is pre-occupied with business schools as purveyors of fads and fashions, their claims to expertise, and the dark side of reputation management.  They portray firms’ human resource departments as willing dupes, unable to discern quality when it hits them in the face, who fall for the rhetoric and image of opportunistic elite schools renting out their reputations to image seeking managers.
Neo-institutionalist theories have underpinned this perspective, with legitimacy towards the external environment as the main source of organizing and purchasing rather than proven technical efficiency.  Such a perspective is associated with irrational and rational mimetic behaviour and a tendency towards institutional isomorphism.  Firms copy each other either because of a bandwagon effect – everyone is doing it and you don’t want to be left out – or because it puts you on an equal footing and neutralizes competition.
Coupled with neo-institutionalist theories are signalling theories, which highlight the role of business schools in legitimation of companies’ executive education.  Spence argues that in markets for credence goods and quality uncertainty, which executive education undoubtedly is, providers invest in products and services that signal status, quality and reliability.  Thus executive education is a signal of the future worth and effectiveness of executives, but how do business schools contribute to this if they cannot prove the outcome of the quality of their education prior to purchase – that it will do as it says on the can, make executives more effective?  Thus schools have to resort to input factors, such as the talent at their disposal and their executive education experience with previous clients, location, reputation rankings, etc.  The elite schools tend to hire from elite schools, consulting companies and firms, developing unique resources for executive education to the point of setting up separate companies
Transaction Cost Economics

Transaction cost economics help explain why the firms contract out executive education:  the costs of firms can be divided into production costs associated with delivering goods and services to their customers/clients and transaction costs associated with organizing, e. g. Gathering information, coordinating and negotiating contracts, monitoring performance, etc.  The decision to contract out (a market solution) or deliver in house (hierarchy solution) is assumed to be based on a rational comparison of production and transaction costs.  Thus firms will contract out executive education because producing in-house exceeds the costs of contracting out.  So firms that do not see senior executive education as a integral and perennial problem are likely to contract it out, because they do not want to the costs associated with over-capacity of training departments after the problem of executive development, as they define it, is finished.
To the extent that firms see executive development as a core and on-going activity, they are more likely to go for an in-house solution, such as hiring expertise internally as internal consultants, or corporate universities.

Embeddedness Theory

Transaction costs explanations are a highly rationalized conception of why firms would outsource executive education to business schools; they are not necessarily wrong but fail to take into account the personal social ties and networks in which business decisions are made.  Decisions on whether to outsource and who to outsource executive education are often made within the context of long-term relationships or trust, or influenced by social networks of business partners.  Thus, for example, the decision to use a school for executive education may not come about because there is a perceived need, or that the firm is best to outsource its problems, but because they may learn about specialist expertise on a problem not even specified as an executive education need from business contacts and social ties.  The driver is thus the social tie rather than the need, and thus, other providers are not even considered.  In this situation, reputation, word-of-mouth, trust in connections, etc., are the central issue, which often save firms search and screening costs, and prevent price coming into the equation.
Executive education, like consulting, represents a buyer’s market by default, and only is a seller’s market in temporary crazes for particular topics.  Executive education is discretionary spending undertaken when firms are expanding, moving or seeking new markets, and undergoing change, and this puts clients in the position of having a number of providers to select from, rather than having to take one. 

