Organisational Strategic Capabilities Alignment

This learning journey started when my wife asked me for help with a problem.  She had been moved sideways at exec level in her organisation (a form of job rotation I guess) and became responsible for corporate governance and business development.  Over breakfast she said, "I need to align our organisational capabilities.  Talk to me about organisational strategic capability."

I gave her every thing I knew - in one word.

"Huh"

The result - a training program that is self contained and intended for individual or group use by the members within any organisation that wants to optimise performance.

Note - alignment of capabilities is not the secret ingredient that guarantees superlative organisational performance, but without an understanding of capabilities and alignment of capabilities, peak performance over the long term would be unlikely.

The series of 7 training program sessions should be worked through in sequence, each one completed and worked through before moving on to the next session.  In fact, the best way to put this program to work is to do each workshop as a group, doing the group exercises, and applying that learning to the organisation before moving to the next training session.

[A variant of this program is incorporated into a ‘Strategic Conversation’ (SC) program, because capabilities is an incredibly fertile topic that SC can help clarify.  And if you’re going to explore capabilities, then how better than with high quality SC)]

Training should not be compulsory for members, since it is the application of the learning that will make the difference.  If a reader simply skips through the series in one sitting and expects to be able to apply it - it simply won't work.  It also won't work if members are coerced into participation.

For that reason, the first session is about preparation for the program - getting the organisation and people in it ready to be able to act upon the learning that follows.   

How long will it take?

There should be improvements 'felt' rather soon, and measurable shortly after.  From then, it never ends.  It becomes a strategic skill that the organisation will understand needs constant attention and improvement.  Fortunately, all the expertise that will be needed will be within the firm, meaning that extensive use of costly 'experts' will be avoidable. 

Note: This is a resource document, assembled using whole sentences or even paragraphs lifted from the cited journals.  It is not in any form original work.  I have merely sorted them, connected them, and added my bits to make sense of it, and then put them to work in real situations.  The CD material is a different story, and shows the practical use of this information in explaining, identifying,  and modifying capabilities.
Note: This material, while written as part of a self-contained program on capabilities, is also available to participants of research projects 'strategic conversation' and 'climate planning and management'.  The research workshops follow a different plan to the one described below.

Workshop 1: Preparation of organisation for change.  

Some organisations have had so many change programs that they are 'change-fatigued', while others have no experience at all.  In either case, preparation requires thought, and this session is about that.  This session also introduces the program, pointing out that it is not only important, but vital, to realise that the learning will come from the discussions and group exercises - NOT FROM THE CD's SESSIONS.  Pretty pictures with talky messages will not do a thing for the organisation.  It requires the engagement of people - the organisation's members - from top to bottom.

Remember also that not everyone will want to get involved at the start, and rates of learning and uptake will vary.  The one thing that is most vital is the commitment and involvement from the top decision-maker.  Lack of genuine enthusiasm at the top = lack of commitment everywhere else.

Workshop 2: Introduction of organisational capabilities and alignment.

This workshop describes a model to help understand capabilities and alignment, and provides exercises based on the organisation to help understand the organisation's strategic position.  It initiates meaningful strategic conversation that can be applied immediately to planning and operational activities.

Workshop 3: Strategic conversation

Development and use of strategic conversation throughout the organisation.  This will be extended into optional decision-making formats for known problems, unknown problems, and unknowable problems.  Decision-making typically occurs throughout an organisation, and involves an appreciation of risk analysis.

Workshop 4: Advanced capabilities and alignment.

In this, the integration of strategic conversation with capabilities measurement, alignment and planning are introduced.  Group exercises apply the material to the current organisational information. 

Workshop 5: Operationalisation of capabilities alignment.

Workshop 6: Capabilities systematisation

Workshop 7: Employee-driven capabilities alignment

Workshop 8: Outsource alignment

What is "Organisational Capability?"

It turns out to just about every-bloody-thing.

Understanding organisational capability and alignment is about getting away from the "if we build it, they will come" syndrome that can take over when the technical solution overshadows market-focused business processes  QUOTE "(Cheyunski & Millard, 1998)" 
(Cheyunski & Millard, 1998)
.  It is about what the organisation 'should' do, and the capabilities it 'should' have, if it wants to thrive.

Definitions of 'organisational capability' varies according to the discipline, and decade of the definition.

Early definition:

· Practiced routines consisting of lower-order organizational knowledge and skills, and higher-order mechanisms for coordinating them (cited in  QUOTE "(Floyd & Woolridge, 1999)" 
(Floyd & Woolridge, 1999)

Marketing definitions: 

· "the ability to manage groups of people for competitive advantage."   QUOTE "(Galer & van der Heijden, 1992)" 
(Galer & van der Heijden, 1992)
 

· complex bundles of skills and accumulated knowledge, exercised through organizational processes, that enable firms to coordinate activities and make use of their assets"  QUOTE "(Shoham & Fiegenbaum, 1999)" 
(Shoham & Fiegenbaum, 1999)
 citing (Day 1994:38).

Logistics: 

· " on leveraging or creating deep organizational capabilities. Alignment of existing (or created or acquired) capabilities with strategic intent is at the heart of competitive success."  QUOTE "(Copacino, 1999)" 
(Copacino, 1999)
.

Management: 

· capabilities 'fit' to the current strategies"  QUOTE "(Snell & Wright, 1998)" 
(Snell & Wright, 1998)
 (implying that strategies 'fit' the current environment) 

· The notion of organizational capabilities has been developed within the resource-based view of the firm.  A capability is defined as a firm's capacity to deploy its assets, tangible or intangible, to perform a task or activity to improve performance  QUOTE "(Maritan, 2001)" 
(Maritan, 2001)

· Intangible capabilities are more likely than tangible ones to add value and produce a competitive advantage.  Management of knowledge is becoming a differentiating capability  QUOTE "(Hitt, Bierman, Shimizu, &  Kochhar, 2001)" 
(Hitt, Bierman, Shimizu, &  Kochhar, 2001)

TQM:

· a fundamental need to ensure an alignment between stakeholder needs and an organizational capability to deliver those needs. QUOTE "(Bowden, 2000)" 
(Bowden, 2000)

The different views of capability seem to use language as shown in Table 1

Table 1

Capability language differences between disciplines

Organisational psychology

Marketing


Strategy

Match the environment


Find the market


Reactive strategy

Influence the environment

Create the market

Proactive strategy

Important characteristics of capabilities are that they are knowledge-based, firm-specific, and socially complex, and they generally cannot be simply acquired in factor markets.  QUOTE "(Maritan, 2001)" 
(Maritan, 2001)
.  This seems to describe unique or special capabilities.  See next lines.
Each organisation has core capabilities & special capabilities.  Special capabilities offer the unique service or product - the strategic advantage.  Special capabilities are:

· intellectual capital (knowledge - learning processes)

· special skills / abilities

Development of intellectual capital requires:

· opportunity

· expectancy of value / return / reward

· motivation

 QUOTE "(Nahapiet & Ghoshal, 1998)" 
(Nahapiet & Ghoshal, 1998)

Examples of capabilities that should be special are:

· Managerial capabilities - to operationalise strategic plans, using an arsenal of tactics and superior IP skills
· Leadership capabilities - the ability to articulate a vision, enact a beneficial firm-environment relationship, and cultivate processes that produce the 'right' strategic plan - a good Org-Environment fit.  QUOTE "(Burke & Steensma, 1998)" 
(Burke & Steensma, 1998)

When putting this material together with material on strategy, the visual representation of Figure 1 emerges
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Figure 1.  Comparing differing capabilities according to hierarchical level.

Early textbooks suggested that leaders strategise and push the mission and vision, while the workers do the work - supposedly guided by the mission and vision.  The new environment has changed all that, and people on the shop floor now need some strategic awareness, and leaders and managers perform more operational tasks.   However, as Figure 1 indicates, although all levels perform both strategic and operation tasks, they are different.  The skills of the managers and leaders have organisation-wide impact, while the workers' skills are more locally applied.  Leaders work ON the organisation's capabilities, while workers provide those capabilities.  This view is supported by a summary of strategic competencies needed for the current environment  QUOTE "(Ireland & Hitt, 1999)" 
(Ireland & Hitt, 1999)
.

Six Components of Strategic Leadership 

· Determining the Firm's Purpose or Vision 


(A direct capability issue)
· Exploiting and Maintaining Core Competencies 

(A direct capability issue)
· Developing Human Capital 




(A direct capability issue)
· Sustaining an Effective Organizational Culture 

(Indirect capability issue)
· Emphasizing Ethical Practices 



(Indirect capability issue)
· Establishing Balanced Organizational Controls

(Indirect capability issue)
Each of theses competencies either directly concerns capabilities, or indirectly concerns them.  A leader's capabilities must include the design and management of the organisation's capabilities, and strategic skills. 

The links between strategy and capabilities

Bourgeois (1985) says "the central tenet in strategic management is that a match between environmental conditions and organizational capabilities and resources is critical to performance, and that a strategist's job is to find or create this match" (1985: 548).   Note that to "find" or "create" are two very different undertakings.  Finding is to look for a match between the current market and the current capabilities.   On the other hand, to create a match is to move one towards the other - adjust capabilities to suit the market, or adjust the market to suit the capabilities  QUOTE "(Bourgeois, 1985)" 
(Bourgeois, 1985)
 (create something that people don't know they want until they see it?).  The choices are strategic.  Making the right choices and being clear about those choices not only optimises market performance, but optimises internal performance as well.   Indeed, clarity about strategic capability development is a common attribute among employers of choice  QUOTE "(Ulrich & Lake, 1991)" 
(Ulrich & Lake, 1991)
.

Alignment of existing (or created or acquired) capabilities with the strategic intent is at the heart of competitive success  QUOTE "(Copacino, 1999)" 
(Copacino, 1999)
.  Strategic intent is assumed to align with the environment, or be ready for where the market is moving.

Integrated strategic development requires both strategic positioning and superior execution capabilities 

· Speed - particularly important in the e-economy - creates tremendous competitive advantage.

· Learning and renewal.  Create a "living" strategy - stimulate - have a strategic intent, not a blueprint. 

· Leadership and ownership. Shared organizational ownership of a strategy, vision.  Built from the start of the formulation process, not later during implementation.  Must align political and emotional agendas from the start. Such an alignment must be addressed up front. 

· Capabilities. Effective strategy is based on leveraging or creating deep organizational capabilities. Alignment of existing (or created or acquired) capabilities with strategic intent is at the heart of competitive success. 

· Business modeling. A robust business case or economic rationale is critical if companies are to prioritize goals, obtain and sustain commitment, and guide the implementation. Dynamic analysis of options, scenarios, and ranges of assumptions makes a positive outcome more certain. 

 QUOTE "(Copacino, 1999)" 
(Copacino, 1999)
.

The ingredients in capability alignment are the environment, strategy, and capabilities.  They are linked bi-directionally, so can be displayed with a delta (Figure 2)
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Figure 2. Bi-directional link between capabilities the environment wants, strategic assessment of capabilities the organisation will provide, and actual organisational capability.

Once the required capabilities are known (Strategically planned), the remaining issues are operational to secure the required performance from those capabilities (Figure 3)
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Figure 3.  Bi-directional link between strategy, organisational capability and organisational performance.

Developing organisational capabilities

Investment processes in capital items (machinery, equipment etc) demonstrate the rigour that should be applied to investment in human resources.   Organisations are usually highly aware of the capabilities associated with acquisition and use of physical assets.  Choosing the 'right' asset is a strategic process that aims to satisfy a demand for specific capabilities by the environment.  Capital investment will either improve capability alignment, or improving performance within the current alignment.  The ability to select the most effective capability alignment is a special capability by itself  QUOTE "(Maritan, 2001)" 
(Maritan, 2001)
.  

The same care is typically missing when applied to the capabilities of people within the organisation, or to the people the organisation may consider recruiting  QUOTE "(Maritan, 2001)" 
(Maritan, 2001)
.  A sample of U.S. firms drawn from a wide range of industries showed that the effectiveness in managing non-technical human capabilities was approximately one standard deviation below that for managing technical human capabilities.  This was in spite of current wisdom that technical human capabilities rarely provide a competitive advantage, while non-technical human capabilities frequently do  QUOTE "(Huselid et al., 1997)" 
(Huselid et al., 1997)
.

Capability development opens the debate of whether to outsource or internally develop required skills.  We will look at outsourcing shortly, but if the organisation chooses to develop skills internally, there are three critical mechanisms in the capability-development cycle: the identification of entrepreneurial opportunity, the emergence of entrepreneurial initiative, and the renewal of organizational capability  QUOTE "(Floyd & Woolridge, 1999)" 
(Floyd & Woolridge, 1999)
.  Someone must see it, they must act on it, and the organisation must pick it up, and assess it fully - there is no point in developing capabilities that have no value.  

Because so few entrepreneurial ideas come from the top, Corporate Entrepreneurialism is used to describe a process in which members or other stakeholders of an organisation bring into existence products the market wants, or markets that the organisation wants, and which do not currently exist (adapted from  QUOTE "(Floyd & Woolridge, 1999)" 
Floyd & Woolridge, 1999)
.  Corporate Entrepreneurialism requires an organisational climate that encourages such initiatives, with trust being a significant climate measure.  Firms that under-invest in trust, trust too little, or do not invest in creating trusting relationships that have substantial value for the firm, may miss out on opportunities to create cost savings or develop important organizational capabilities  QUOTE "(Wicks et al., 1999)" 
(Wicks et al., 1999)
.  Ideas typically come from customers or employees.

Employees are specially important stakeholders in that, as well as being inherent stakeholders, only they ultimately deliver the organizational outcomes needed to meet fully all stakeholders needs. Within this recognition, the psychological process of motivation plays a vital part.  It follows that the effect of management system environment on motivation must be taken into account  QUOTE "(Bowden, 2000)" 
(Bowden, 2000)
.  The organisation would do well to plan and implement an appropriate climate.

However, just having the right climate for entrepreneurialism or capability development is not enough.  Encouraging individual, team, group, inter-team, management and leadership capabilities, commitment and motivation is important, but not by itself.  In data collected from 152 firms in the USA, the effect of employee involvement on competitive advantage, although positive, was not significant.   By contrast, there was significant positive effect of stakeholders influence via capabilities alignment on competitive advantage (0.40 p < 0.05)  QUOTE "(Delmas, 2001)" 
(Delmas, 2001)
.  Employee commitment and motivation is more effective when strategic capability is aligned, and that alignment is more likely when all stakeholders contribute.

Any plan to adjust the organisation's capability profile needs to be supported by a flexibility to adjust  QUOTE "(Snell & Wright, 1998)" 
(Snell & Wright, 1998)
, where flexibility refers to:

· Ready availability of skills or the ability to acquire them.  The workers may already have the skills but not using them.  Acquiring them requires a decision about up-skilling, outsourcing, or using an alliance.

· Behavioural flexibility.  This requires the people in the organisation to embrace to changes, regardless of the nature of the change of capability.  Even using outsourced skills invariably involves people on the inside in liaison or supervision etc. 

· Organisational flexibility to use them.

Skill flexibility depends upon:

· the individual worker - having the skills, or able to acquire and motivated to do so.

· the organisation  - no structurally induced or procedural inertia

· the climate - should motivating and facilitative rather than de-motivating or obstructive.

All that remains is to work out when to hire more people, retrain people, use contractors, or arrange an alliance.

Decisions on outsourcing and alliances

Table 2

Decision grid for capability alignment (Adapted from  QUOTE "(Lepak & Snell, 1999)" 
(Lepak & Snell, 1999)


Unique capability?
Learn by:
Strategic & capability flexibility


Yes
No



Value of capability
High
Develop internal capability
Acquire skilled person
Internal action loops
Slower


Limited
Form alliance
Outsource
Bring in SKA's
Faster

The choices offered in Table 2 are:

· Develop internal capability = up-skill existing people

· Acquire skilled person = recruit

· Outsource = get someone or some organisation to provide a specific capability.

· Form alliance = partnership.  This provides a competitive advantages only if the parties de-emphasis the attributes of market relationships, and invest in the alliance  QUOTE "(Dyer & Singh, 1998)" 
(Dyer & Singh, 1998)
.  For example, an alliance will be more effective if: 

1. there are investments in relation-specific assets;

2. substantial knowledge is exchange, including the exchange of knowledge that results in joint learning; 

3. it involves the combining of complementary, but scarce, resources or capabilities (typically through multiple functional interfaces), which results in the joint creation of unique new products, services, or technologies; and 

4. it enables lower transaction costs than competitor alliances

In other words, there is more to forming an alliance than simply having a capability regarded as unique and of limited organisational value (Table 2).  The same kind of analysis holds true for outsourcing.  Table 2 merely indicates when such options can be considered.

Two other reasons for the use of alliances and outsourcing are for accelerated organisational learning, and increased organisational flexibility  QUOTE "(Matusik & Hill, 1998)" 
(Matusik & Hill, 1998)
.  Both are capability matters.  The columns "Learn by:" and "Strategic & capability flexibility" were added to Table 2 to illustrate this.  Matusik & Hill elaborated on the need for capabilities to be considered in terms of four knowledge types:

· individual and collective knowledge. 

· tacit and explicit knowledge 

· Private versus public knowledge

· Component versus architectural knowledge

The intended readers of this paper will be familiar with the first three types, but perhaps not the fourth.  The following explanations are from  QUOTE "(Matusik & Hill, 1998)" 
Matusik & Hill (1998)

Component knowledge is the knowledge that relates to a subroutine or discrete aspect of an organization's operations. It is knowledge that relates to "parts" or "components," rather than the whole. The knowledge underpinning a firm's new product development process, inventory management process, customer billing process, and so on could be considered component knowledge. Each of these processes constitutes just one aspect of a firm's overall knowledge structure. Researchers have further defined components as resources, knowledge, skills, and technical systems (Amit & Schoemaker, 1993; Henderson & Cockburn, 1994; LeonardBarton, 1992). Component knowledge can be held individually, as well as collectively. One person may be responsible for a component, or the knowledge relating to a component may be held collectively by a subgroup within the organization. Component knowledge also may contain both private and public elements. Private elements are those developed internally that have yet to "leak out" into the public domain. Private component knowledge can, of course, be a source of competitive advantage, such as when a firm has developed a superior new manufacturing process. 

Architectural knowledge, conversely, relates to the whole-that is, to organization-wide routines and schemas for coordinating the various components of the organization and putting them to productive use (Henderson & Clark, 1990). Because it is organization wide, architectural knowledge is held collectively. Moreover, often no one individual is in a position to see, comprehend, and articulate the totality of architectural knowledge. Thus, architectural knowledge tends to be tacit by default. Finally, because each firm has a unique administrative heritage, architectural knowledge tends to be the result of a path-dependent evolutionary process in which idiosyncratic events loom large (Nelson & Winter, 1982). Put differently, no two firms have the same architectural knowledge, so architectural knowledge must be considered private knowledge. Thus, architectural knowledge is organization-wide knowledge that is collectively held, tacit, and private. Such knowledge may be a source of competitive advantage  
While outsourcing and alliancing may seem may seem like quick fixes to the capability flexibility problem, there are other issues.  Each presents costs and difficulties that may render it less effective than an internal remedy.  The organisation may simply not be ready to manage contractors or alliance partners.  One opinion on forming alliances is that until an organisation can collaborate internally, successful collaboration with alliance partners is unlikely.  Therefore, collaboration is an important core organisational capability to master as a step towards wider capability choices.  QUOTE "(Simonin, 1997)" 
(Simonin, 1997)

Learning statement:

Never really listen to my wife in future.  It causes a huge workload.  Let her find her own stuff, and then I can read it.

I learned a whole different heap of stuff by reading, then doing the PowerPoint presentation before actually writing anything down.  The presentation required that I describe capabilities in a quick and easy and visual way.  Had I tried to adapt this document, the presentation would have been less effective.  This is a resource document, not a story.  As a result, I have produced two totally different accounts of what capability is.  They don't disagree, but it's like they come from two different people.  And that is in spite of the fact that they were both aimed at the same audience - interested decision-makers.

I will try that again in future.  Compile a complete visual/audio presentation, and then look it all up to find out what I'm on about.  Interestingly, this document did not cause me to modify the presentation in any way.  It's too different to bother.  

Basically, the presentation takes over from this paper, and applies it all.  A second part of the presentation, if I have time, extends to show haw a capability alignment system could integrate with other organisational systems linked to strategic planning.

It has been a worthwhile exercise.

In use, I have found the use of the three circles very effective in introducing an exploration of capabilities within an organisation.
Your turn.

What's the most significant thing you got from this?
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