Analyzing strategic capability

Successful strategies, aside of the environment, are also dependant on the organization having strategic capability to perform at the level which is required for success. It will be seen that strategic capability can be related to three factors: the resources available to an organization; the competence with which the activities are undertaken; and the balance of resources, activities and business units in the organization.

Analyzing the strategic capability of an organization is clearly important in terms of understanding whether the resources and competences fit the environment in which the organization is operating, and the opportunities and threats which exist. Many of the issues of strategic development are concerned with changing strategic capability to fit a changing environment better.

However, understanding strategic capability is also important from another perspective. The organization capability may be the leading edge of strategic developments, in the sense that new opportunities may exist by stretching and exploiting  the organization’s unique resources and competences either in ways which competitors find difficult to match or in genuinely new directions, or both. This requires organizations to be innovative in the way they develop and exploit their resources & competences.
Figure 1:The leading edge of strategy:fit or stretch
[image: image6.jpg]Resources, competences and competitive advantage

S
L

Reden

resources

resources

Threshold Core
competences competences

\ T
ARG

NIRRT DINRNY





Analyzing and understanding both ‘fit’ and ‘stretch’ perspectives will require an assessment of the resources and competences which have been built up through the delivery of the organization’s current and previous strategies. Herein lies a danger. It is possible that managers will favor new strategies which exploit these resources and competences, and may not see many of the opportunities and threats. This would lead to a strategic drift
.The resource management systems of the organization will reinforce this tendency, since they are geared to the management of resources and processes to support current strategies. In a nutshell, rigidities exist and may prohibit noticing or even implementing change.
Our focus though is that an understanding of strategic capability is materialized by an assessment of the competences which exist to undertake the various separate activities of the business, such as design, production, marketing, delivery, and customer liaison and support. It is an understanding of the competence in performing the various value activities and managing the linkages between activities which is crucial when assessing strategic capability.
Figure 2 Analyzing strategic capability
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Figure 2 provides a systematic way to move from an audit of resources to a deeper understanding of strategic capability

• The resource audit identifies the resources 'available' to an organization, from both within and outside, to support its strategies. Some of these resources may be unique in the sense that they arc difficult to imitate - for example, patented products, a low-cost sour of supply or the location of a facility.
• Assessing competence requires an analysis of how resources are being deployed to create competences in separate activities, and the processes through which these activities are linked together. Usually the key to good or poor performance is found here rather than in the resources per se. Value chain analysis can be useful in understanding and describing these activities and linkages.
• Although an organization will need to reach a threshold level of competence in all the activities which it undertakes, it is only some these activities which are core competences. These are the competences which underpin the organization's ability to outperform competition (or demonstrably provide better value for money). They may also provide the basis on which new opportunities can be created
• Competences are difficult to assess in absolute terms, so some basis of comparison is needed. The two most frequently used comparisons are historical (improvement or decline over time) and industry norms (comparison with the performance of similar organizations, often competitors). A third basis of comparison, benchmarking, is now in common use and involves comparison of competences with best practic including comparisons beyond the 'industry'. Strategic importance of resources and competences is strongly linked to assessment of how easy they are to imitate. So to compete in an industry or to be a public service provider requires a necessary set of resources and competences to a threshold level. However, competitive advantage is built on the uniqueness of resources or (more often) the core competences described above, or both. Illustration 4.1 shows some examples.
As discussed in Chapter 2, many of an organization's competences a likely to be 'taken for granted'. They are part of the tacit knowledge about 'how you run an organization like this', and are embedded in the organization's routines and rituals. This is a two-edged sword: it is often a strength in relation to the delivery of current strategies, since this tacit knowledge is not easy to imitate; but it is potentially a major weakness too, since it may prevent managers recognizing the need for change and ensuring that the tacit knowledge in the organization  is challenged and that learning of new competences occurs. So the organization needs the ability to be innovative and the willingness to change and adapt over time.
• These various analyses concerning resources and competences usually relate to separate strategic business units 
•An organization’s overall strategic capability will also be influenced by the extent to which its resources, competences and strategic business units are balanced as a whole. Portfolio analyses can be helpful in addressing issues of balance and will be important considerations ate the corporate centre of organization.
• Resource analysis can often prove difficult or fruitless if attempts are made to list the key issues(such as strengths and weaknesses) before some of these other analyses have been undertaken. The identification of key issues is critical and is best undertaken as a means of summarizing the key strategic insights which have emerged from other analyses
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Figure 3 :Resources, competences and competitive advantage

Analyzing Competences and Core Competences
The difference in performance of different organization in the same industry is rarely fully explainable by differences in their resource base per se. Superior performance will also be determined by the way in which resources are deployed to create competences in the organization’s separate activities, and the processes of linking these activities together to sustain excellent performance. Although the organization will need to achieve a threshold level of competence in all of its activities, only some will be core competences. These are the competences which underpin the organization’s ability to outperform competition- or demonstrably to provide better value for money. Core competences need to be difficult to imitate, otherwise they will not  provide long-term advantage. They may also be the basis on which new opportunities are created
Figure 4 Analyzing competences and core competences

[image: image3.jpg]




Figure 4 is shortly analysed:
Value chain analysis describes the activities within and around an organization, and related them to an analysis of the competitive strength of the organization. It also takes not of how the activities link together and categorizes them in primary and supportive activities

Pinpointing the core competences is the step during which activities described are above are found to underpin competitive advantage(This central process will be analysed)

As for the latter part of the section , it is concerned with analyzing the bases on which an organization’s core competences can be built:
· Cost efficiency is a measure of the level of resources needed to create a given level of value

· Effectivenesss(value added) is a measure of the level of value which can be created from a given level of resources

· Leverage  is a measure of the improvement in performance achieved through the management of linkages between separate resources and activities

· Robustness is a measure of how much difficult it is to imitate the ‘core’ competences and how much these are ‘owned’ by the firm

Identifying competences: examples and step by step method for unpacking of competences 
Consider how identifying competencies is done at the case of super-markets competing grocery stores. All shops need to have a threshold competence in the basic activities of purchasing, stocking, display, etc. However the major supermarkets are pursuing strategies which provide lower prices through their core competences in merchandising, securing lower cost supplies and managing in-store activities more efficiently. This gives a supermarket a competitive advantage over smaller shops. It is is difficult for smaller shops to imitate those competences since they are underpinned by key resources such as computerized stock ordering and own-brand labels. So a ‘corner-shop’ grocery store gains competitive advantage over supermarkets by concentrating  more on convenience and service through different core competences- personal service to customers, extended opening hours, informal credit, home deliveries, etc-
It should be understood also that these unique resources and core competences which allow super markets to gain competitive advantage over corner shops are not unique resources or core competences in the competitive rivalry between super-markets. They are necessary resources and threshold competences to survive as a super-market. The competitive rivalry between super-markets is therefore achieved through other unique resources(perhaps  a key site) or core competences(perhaps in the management of own-brand supply).However industry experience shows that these tend to be easily imitated. Consequently long-term competitive advantage needs to be secured by continually shifting the ground of competition. Consequently,  core competence can only be the process of innovation (in many aspects of the business such as brand development, marketing, or financial services)
Another example where the innovation is key due to the shifting grounds of the many aspects of competition occurred on the competition among the car-manufacturer giants. Competitive advantage was secured by market access(FDI as well as export networks) in the 50’s or the 60’s.In the 70’s quality and reliability became critical success factor
 and Japanese prevailed. By the 80s the American companies caught up and the European were left with the European market share alone since they did not participate in the global rivalry. Later the agile design became a core competence in the global arena: the ability to provide unique product design and features at low volumes of manufacture
It should be remembered from earlier discussion that it is important to identify an organization’s core competences not only for reasons of ensuring or continuing good fit  between these core competences and the changing nature of the markets and the environment (as illustrated by the examples above),but because core competences may also be the basis on which the organization stretches into new opportunities. So, in deciding which competences are core, this ability to exploit the competence| in more than one market or arena is another criterion which could be used. This ability will require a capacity for innovation and a willingness to change. The development of ‘added value’ services and geographical spread are two typical ways in which core competences can be exploited to maintain progress once traditional markets are mature and saturated. Value-chain analysis is a reminder that the long-term competitive position of an organization is concerned with its ability to sustain value-for-money products or services. It can be helpful in identifying those activities which the organization must undertake at a threshold level of competence to stay in business. However, for the purpose of building a strategy to achieve competitive advantage, it is necessary to go beyond this, to identify which core competences exist to provide competitive advantage. This is difficult because such core competences must meet a number of challenging criteria. They must not only provide value to the buyer, but also be difficult for competitors to imitate, so they will be rare; complex (because they are not explained by one factor but by linked factors), or so embedded in organizational practice or knowledge as to be, in effect, tacit. So it may be necessary to identify aspects of the organization that might not be the most visible. Indeed, if they were visible, it would be relatively easy for competitors to imitate them. So there has to be an 'unpacking' of competences. A useful way of doing this can follow a number of steps and | is also shown in Illustration 4.2.
 1. The first step is to identify SBUs that are clearly successful. In the example shown in Illustration 4.2 the chosen SBU manufactured and sold consumer goods to major UK retailers. It had won several major retail accounts and increased profits significantly.
2. The second step is to identify the bases of perceived value by the customers, in this case the retailers. These can be thought of as the primary reasons for success. In the case of the SBU in Illustration 4.2 they were to do with the reputation of its brand, the excellence of its service, its track record for delivery, and its product range and innovation associated with it. In particular, it is important to concentrate on primary reasons for success in which the SBU scores better than competition. In the case of this SBU, it was seen as particularly successful in terms of its level of service and its range.
3. It is then necessary to 'unpack' each of these bases of success. In Illustration 4.2 this is only shown for two of the primary reasons for success, but in reality it was done for all of them. The managers ask why the business is especially successful at providing good service, or an innovative range and so on. These can be regarded as the secondary reasons for success. This is likely to give rise to quite broad explanations. In this case the managers recognized that a good deal of their success was underpinned by their distribution and logistics systems, but that this could be matched by competitors. However, they also identified that their flexibility and rapid response seemed to be ahead of competitors'. They also commented that one of the important reasons for success was that they were able to find ways of solving the problems that buyers in the retailers might get themselves into, for example by getting the order mix wrong or by overordering.
4.The next step is more challenging. The requirement is to unpack each of the secondary reasons for success. Why is this SBU particularly flexible? How is it able to solve buyers' problems and so on? This is more difficult because it requires the managers to get down to tertiary reasons for success at operational levels of detail that may not be immediately obvious. Indeed, in this company some of the explanations that managers arrived at brought to the surface activities in the organization that:
• 'bent the rules' - for example, taking back goods from major retailers when, strictly speaking, the systems of the business did not allow it;
• used 'organizational slack' that management was trying to do away with, such as under-utilized production lines;
• were taken for granted - for example, it was 'custom and practice' rather than company policy to prioritize the solving of problems of the buyers of the major retailers.
This exercise can lead to very extensive explanations about bases of success. Illustration 4.2 is very simplified. In reality, each of the primary reasons for success was traced through to tertiary reasons in detail resulting in hundreds of explanations.
5. The final step is to look for patterns of explanation. It is unlikely that any one factor explains a core competence. It is more likely that there are linked factors. Here what emerged was that the relationship between the sales personnel and the buyers encouraged them to 'ask the impossible' of the company when difficulties arose; and the combination of sound logistics, stock levels, spare capacity and staff discretion to the point of rule-bending resulted in competitive advantage. Moreover, much of this was embedded in operational levels of activity in the organization which were not evident to competitors -indeed, had not been clear to the managers before undertaking the analysis.
figure 5 depicts what action should be taken as competences develop in different or existing markets and products. 
Figure 5:Directions for strategic development
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�strategic drift occurs when the organization's strategy gradually moves away from relevance to the forces at work in its environment 


�SBU is a part of the organization for which there is distinct external market for goods and services





By another definition  they need to have more:


A mission


External competition


Manager for achieving objectives(usually profit targets)


Capabilities of strategic planning to organize themselves


Capabilities of resource management at the functional / operational  level


�CSFs are those components of strategy where the organization must excel to outperform competition





