4(b)  The Respource-Based Theory: Resources, Capabilities and Core Competencies


1.  Resources

     These are inputs used by a firm in its production process such as capital equipment, skills of employees, patents, finances and talented managers.

     They can be distinguished into tangible resources and intangible resources.

(a) Tangible Resources

· These are the assets that can be seen and used by the employees and can be quantified (counted and given values). For example: production equipment, machines and manufacturing plants, trademarks, patterns and copyrights and trade secrets.

· They are often obtained from outside the firm.

· They can contribute to the development of capabilities, core competencies and ultimately competitive advantage. 

       (b) Intangible Resources

·   They are less visible and difficult for  competitors to understand, purchase, 

                  imitate or substitute.

·  They are the knowledge, trust, managerial capabilities, organisational routines,   

  ideas, reputation, capacity to innovate, brand name, perceptions of product    

  quality, reliability and durability, efficiency, effectiveness and relationships

  decision-making (intellectual capital).
·    The firm relies on these as its foundation for  the development of capabilities       

   and core competencies.

·    They create the competitive advantage.

·    The more difficult they are to be seen by the competitors, the more 
   sustainable will be the competitive advantage of the firm.

·     They are often produced within the firm.
· Human  -  experience and capabilities of employees.

                     -  trust

                      -  managerial skills

                      -  firm-specific practices and procedures

· Innovation and creativity 

               –  technical and scientific skills

                       -  innovation capacities

· Reputation 

                 -  brand name

                        -  reputation with customers for quality and reliability

                        -  reputation with suppliers for fairness, non-zero-sum relationships

· Culture 

                 - help to gain CA.
2.  Capabilities

· They are the firm’s capacity or ability to use its resources to achieve a desired result or objective.

· They are the skills and knowledge, expertise and know-how of employees.

· Capability = resources + competency

3.  Competencies

· These are the factors or attributes such as skills, knowledge, technology and     

              relationships.

· They are difficult to be evaluated as they are intangible.

· They are developed internally but may be acquired externally or by collaboration     

     with suppliers, distributors or customers.
· They can be developed to become ‘core competencies’ which are important for the survival of the firm.

4.   Core Competencies (Distinctive Capability)

· They are particular types of competencies that can help the firm to achieve superior performance as compared to other firms in the same industry.

· They arise from the unique and distinctive way that the firm builds, develops, integrates and deploys its resources and competencies (skill, knowledge, technology and relationship).

· A firm constantly improves existing core competencies or builds new ones in order to respond to changes in technology and customer needs and to maintain its competitive position.

Resources    +    Competency   =    Capability

Capability                                Core Competency (CC)                                               

                   rare & valuable

                                                           CA

                               CC                                                     Sustainable CC             SCA

         nonimitable & nonsubstitutable


Strategic capability for Plasco

Test your understanding of how important resources and competences are to Plasco in 

p. 104, Johnson, Scholes and Whittington, 2008.
Also read Dess and Lumpkin, 2003, pp. 81-90: Resource-Based View of the Firm.
The links among competencies, resources, capabilities and competitive advantage
                       Industry key success factors                Strategy                 Competitive advantage

                                                                              Strategic Capability


                            Resources                                                                              Competencies


      Tangible          Intangible         Human                                       Activities                           Processes

        Plant             Information       Skill, know-how                                            
        Labour         Reputation         Capacity for                                            by which organisation   
       Finance         Knowledge         communication                                            uses the resources
                              Culture              and collaboration

                                                         Motivation

               

                    4 Broad Categories:

1. Physical resources

2. Financial resources

3. Human resources

4. Intellectual capital

An important point to note:

An organisation must be able to use its resources to achieve strategic competitiveness or competitive advantages.

Threshold capabilities are those capabilities essential for the firm to be able to compete in a given market: e.g.

1. IT infrastructures to meet customer needs.

2. Competencies to deploy resources to meet customer needs and to support    strategies.

Therefore you need to have threshold resources and threshold competencies to develop the threshold capabilities. Since threshold capabilities do not create CA, these capabilities must first become destructive or unique capabilities that competitors cannot imitate.
                                                      Capabilities              


           Resources                                                                       Core Competencies


      Unique  Resources                                               Activities & Processes through which
(cannot be copied or obtained                                  resources are deployed in such a way 
  by competitors.)                                                       as to achieve CA in ways that others
                                                                                     cannot imitate or obtain.

Other issues an organisation needs to consider:

1. Level of threshold capability change.

2. Do tradeoffs to achieve threshold capability level among different requirements of market segments.

3. Redundancy of capabilities (obsolescence).

4. Complementary resources and competencies must exist.

Summary:

For an organisation to survive and prosper, it needs to address the challenges of the environment and must be able to deliver of what the customer demands and satisfy their needs. The strategic capability to do so is dependent on the resources plus competencies of the organisation to reach a threshold level in order to survive.

Cost Efficiency
An important threshold strategic capability can improve cost efficiency.   An organisation
needs to have appropriate resources and competencies to manage costs.

It is important for competitive advantage for 2 reasons:

1. Customers do not value product feature at any price. When price becomes too high, they will sacrifice value and opt for lower priced products.

2. Competitors will reduce their cost to beat their rivals.

Factors that can help to reduce cost bring about cost efficiency:

1. Economies of scale.

2. Experience.

3. Supply costs

4. Product or process design.
Sustainable CAs

Achieving CA is not enough, must be able to maintain or sustain the CA.

Capabilities must be different from that of competitors.

Capabilities                   Core competencies                          sustainable core competencies

                        rare/unique                                          robust/nonimitable

                        & valuable                                          or nonsubstitutable
(Hamel and Prahalad, 1990)
Ways to achieve robustness (nonimitability) in Strategic Capability

CA is not so much dependent on the tangible resources because overtime they can be imitated or traded.   CA is more likely to be obtained through intangible resources such as competencies in the organisation’s activities.

E.g. how IT is used to improve relationships with the customers or stakeholders to satisfy their needs.  This has to do with linking sets of competencies that are found in other departments or parts of the organisation.

Therefore core competencies are the linked activities or processes through which resources are deployed in such a way as to achieve CA. They create and sustain the ability to meet the CSFs of particular customer groups better than other providers and in ways that are difficult to imitate. 

For competencies to become CCs, the following criteria must be present:

(1) An activity must be able to provide the value in the product or service features as expected by the customers or other stakeholders.

(2) The ability to leverage the performance levels to be significantly better than the competitors.

(3) There is difficulty for the competitors to imitate.

How to achieve Robustness of strategic capability

1. Complexity – within the organisation the CCs are not clearly distinguishable entities of activities. A CC is likely to be a linked set of activities and processes that together delivers a value to the customer group.  Other CCs may between the organisation and customers, suppliers or other key stakeholders.  When the CC is referred to as “innovative” or “flexible” it would refer to a set of related and dependent activities and these activities could be mapped out.

External interconnectedness of competencies is also important. Building of an intimate relationship with customer’s business is referred to as co-specialisation   and it contributes to CA together with the customers. E.g. working together with the customer to achieve cost savings in the use of a product and both parties receive benefits.

2. Culture and History – competencies may have developed over time and in a particular way within the organisation. They have become part of the organisation’s culture. 

      E.g. the close link between sales personnel, production and dispatch that exist in the 

      organisation developed naturally form the ways things are done but not from planned

      or formalised way.

      This historic path by which competencies have arisen in an organisation is difficult to

       be imitated by others.  This is referred to as “path dependency”.

       High services to customers, innovativeness or keeping costs to a minimum take years

       to build into an organisation’s culture and they are not easy to be imitated or on the 

       other hand they may become difficult to change i.e. they become “core rigidities”.

3. Causal Ambiguity – the causes and effects of competencies are not easily discerned/distinguished (known as “causal ambiguity”) and therefore making these competencies difficult to be imitated by competitors and therefore giving the organisation the advantage.

Causal ambiguity can be in 2 forms:

(1) Characteristic ambiguity – certain characteristics within the organisation are difficult to be distinguished or identified and based on the organisation’s culture.

(2) Linkage ambiguity – even the managers cannot explain which activities and processes are dependent on which other activities and processes to form the linkages that create the competencies that give rise to CA.

Competitors have difficulties to see how things work in the organisation to out perform them and as such they could not replicate them in their own culture and structure.

For CCs to become sustainable, 3 criteria are needed:

(1) The activity or process must be able to give value to the customer i.e. deliver what the customer values in term of product or service.

(2) CC must be better than those of competitors.

(3) CC is difficult to be copied or substituted.

Dynamic Capabilities 

The organisation must have the ability to develop and change competencies to meet the needs of rapidly changing environments.  The organisation must continuously analyze the changes in the external and internal environments and sharing the information across the organisation to create unique competencies.  
Managing Strategic Capability

(1) The limitation of strategic capabilities. (competencies are values).

(2) Switching and adding capabilities.

(3) Managing people for capability development (training and development of people; HR policies, develop people awareness).

(4) Building dynamic capabilities (intention, conflicts and experimentation) (See Exhibit 3.9 p 154, about knowledge creation process in Johnson, Scholes & Whittington, 2005.)
How firms use their resources to attain strategic competitiveness.


    Resources:                                                    

      - tangible                          Capabilities                          Core Competencies

      - intangible


                                                                                     Discovering Core Competencies                                          
                                                                               Rare & valuable                 Competitive Advantage                                                   

     Value Chain Analysis                                                                                          (temporary)
                                                                               Costly/difficult                                                                                                     

                                                                               to imitate  and                  
            Outsourcing                                               nonsubstitutable
       i.e. the purchase of a                                             (VRIN)                                        
           value creating                                                                                                    Sustainable
           activity from an                                                                                      Competitive Advantage            
           external supplier.                                                                                                                    
                                                                                                                                                                                                                   

                                                                                                                         Strategic Competitiveness
Organisational Capabilities
· Firm competencies or skills the firm employs/uses to transfer inputs to outputs.

· Capacity to combine tangible and intangible resources, using organisational processes to attain desired end.

Examples:

· Outstanding customer service.

· Excellent product development capabilities.

· Innovativeness of products and services.

· Ability to hire, motivate and retain human capital.

Four Criteria for Assessing Sustainability of resources and capabilities:
	Is the resource or capability
	Implications

	1.  Valuable
	Neutralise threats and exploit opportunities.

	2.  Rare
	Not many firms possess.

	3.  Difficult to imitate
(Read Dess & Lumpkin, 2002, pp. 67-69 for more detail.)
	· Physically unique
· Path dependency (how accumulated over time).

· Casual ambiguity (difficult to disentangle what it is or how it could be recreated)

· Social complexity (trust, interpersonal relationships, culture, reputation)

	4.  Difficult to substitute
	No equivalent strategic resources or capabilities.


Criteria for Sustainable Competitive Advantage and Strategic Implications
	Is a resource ……..

	Valuable
	Rare
	Difficult to
imitate
	Without
Substitutes
	Implications for
Competitiveness

	    No

   Yes

   Yes

   Yes
	    No

    No

   Yes

   Yes
	      No

      No

      No

     Yes
	       No

       No

       No

      Yes
	Competitive disadvantage

Competitive parity

Temporary competitive advantage

Sustainable competitive advantage


(Dess & Lumpkin, 2003 pp.68-90)
The Value-Chain Analysis 
Components of Internal Analysis leading to CA and Strategic Competitiveness
Up to now we have seen how a firm develop its sustainable CA only through the use of capabilities that are valuable, rare, costly to imitate and nonsubstitutable. This provides us with one type of framework which is known as the Resource-based View of the firm.

Next we will discuss another type of framework a firm can use to examine its resources and capabilities to identify its core competencies.  This is the Value-Chain Analysis of Michael Porter (1985).
What is Value-Chain Analysis?
1.   It views the firm as a sequential process of value-adding activities.
2.   It helps to understand the building blocks of CA.
3.   The “value” refers to the amount that buyers are willing to pay for what the firm 

      provides them.  It is measured by total revenue which indicates the price the firm’s 

      product commands in the market and the quantity it can sell.  Therefore creating 

      value for buyers that exceeds the costs of production (i.e. profit margin) is a key 
      concept used in analyzing competitive position.
4.   Porter has classified organisational activities into 2 categories:

      (a) Five (5) Primary Activities – those activities that contribute to the physical    

            creation of the product or service ((i) Inbound Logistics and (ii) Production); its

            sales and transfer to the buyer (iii) Outbound Logistics and (iv) Marketing and   

            Sales) and (v) its services after the sale.  
      (b) Four (4) Support Activities -  (i) Procurement, (ii) Technology Development,  

            (iii) HR Development and (iv) General Administration (Firm Infrastructure). 

The Value Chain

                                            General administration

Support                          Human Resource management                                     

Activities                           Technology development

                                                   Procurement                                                            Margin


                        Inbound   Operation        Outbound     Marketing     Service

                        logistics                            logistics       and Sales


                                                   Primary Activities

Some factors to consider in assessing a Firm’s Primary Activities

	Inbound logistics
	Operation
	Outbound logistics
	Marketing & Sales
	Service

	Receiving, storing & distributing inputs to the product
	Activities transforming inputs into final product form such as machining, packaging, assembly, equipment, testing, printing & facility operations.
	Collecting, storing & distributing the product or service to buyers. They include finished goods, warehousing, material handling, delivery vehicle operation, order processing & scheduling.
	Activities associated with purchases of products by end users and the inducements used to get them to make purchases –

advertising, promotion, sales force, quoting, channel selection, channel relations and pricing.
	After sales services to enhance or maintain the value of the product – installation, repair, training, parts supply, and product adjustment.

	*Location of distribution facilities to minimize  shipping time
	*Efficient plant operations to minimize costs
	*Effective shipping processes t provide quick delivery and minimise damages
	*Highly motivated & competent sales force
	*Effective use of procedures to solicit customer feedback & to act on information

	*Excellent material & inventory control systems
	*Appropriate level of automation in manufacturing
	*Efficient finished goods warehousing processes
	*Innovative approaches to promotion & advertisement
	*Quick response to customer needs & emergencies

	*Systems to reduce time to send returns to suppliers
	*Quality production control systems to reduce costs  & enhance quality
	*Shipping of goods in large lot sizes to minimize transportation costs
	*Selection of most appropriate distribution channels
	*Ability to furnish replacement parts as required

	*Warehouse layout & designs to increase efficiency of operation for incoming materials
	*Efficient plant layout and workflow design
	*Quality material handling equipment ot increase order picking
	*Proper identification of customer & needs
	*Effective management of parts and equipment inventory

	
	
	
	
	*Quality of service personnel & ongoing training

	
	
	
	
	*Appropriate warranty and guarantee policies


Support Activities

Each category of support activity is divisible into a number of distinct value activities that are specific to a particular industry.
     Some factors to consider in assessing a Firm’s Support Activities

	General Administration

· Effective planning systems to attain overall goals and objectives.

· Ability of top management to anticipate and act on key environmental trends & events.

· Ability to obtain low-cost funds for capital expenditures and working capital.

· Excellent relationships with diverse stakeholder groups.

· Ability to coordinate and integrate activities across the “value system.”

· Highly visible to inculcate organisational culture, reputation and values.

	Human Resource Management

· Effective recruiting, development, and retention mechanisms for employees.

· Quality relations with trade unions.

· Quality work environment to maximise overall employee performance and minimized absenteeism.

· Reward and incentive programmes to motivate all employees.

	Technology Development

· Effective research & development activities for process and product initiatives.

· Positive collaborative relationships between R & D and other departments.

· State-of-the art facilities and equipment.

· Culture to enhance creativity and innovation.

· Excellent professional qualification of personnel.

· Ability to meet critical deadlines.

	Procurement

· Procurement of raw material inputs to optimize quality & speed, & to minimise the associated costs.

· Development of collaborative “win-win” relationships with suppliers.

· Effective procedures to purchase advertising and media services.

· Analysis and selection of alternate sources of inputs to minimise dependence on one supplier.

· Ability to make proper lease versus buy decisions.


5.   To get the most out of the Value-Chain Analysis, the concept must be viewed at a    

      much wider context i.e. beyond the organization to include suppliers, customers and 

      alliance partners. This means that the organization’s V-C should link to the V-Cs of   

      the suppliers and customers i.e. create interrelationships among V-C activities within 

      and across organizations.

Interrelationships among Value-Chain Activities within and across Organizations
There are therefore two levels that must be considered:

1. interrelationships among activities within the firm and

2. relationships among activities within the firm and with other organizations (e.g. customers and suppliers) that are part of the firm’s expanded value chain.

With regard to the first level, an example is where a company has a programme by which employees who have reached their plateau in their current positions may apply for temporary positions in other parts of the organization.  This programme provides the opportunities to benefit all activities within the firm’s value chain because it creates opportunities for top employees to lend their expertise to all of the organization’s value-creating activities.  This is seen in the AT & T’s innovative Resource Link programme.

As with regard to the second level, Campbell Soup used Electronic Data Interchange in the Outbound Logistics to improve its activities in dealing with the customers, improving production schedule, efficient ordering of raw materials and helping its customers to better manage their inbound logistics operation.

An example of how a firm’s value-creating activity can enhance customer value is provided by Ciba Specialty Chemical (now part of Novartis), a Swiss manufacturer of textile dyes.

The firm’s research and development experts have created dyes that fix more readily to the fabric and therefore require less salt.

How does this innovation add value for Ciba’s customers?

In three ways:

(1)  It lowers the need for salt.
(2)  It reduces manufacturers’ costs for water treatment.  Water that is used for the 

       process where salt and unfixed dye are present, must be treated before it can be 

       released into the rivers or streams.
(3) The higher fixation rates of the new dyes make ;quality control easier, lowering the

      costs of rework.

Core Competencies, Generic Strategies and the Value Chain

	Value Chain Activities
	Areas of competence associated with differentiation strategies
	Areas of competence associated with cost/price-based strategies.

	Primary Activities
	
	

	In bound logistics
	Control of quality of materials
	Strict control of the cost of materials. 
Tendency to buy larger volumes of standard inputs.

	Operations
	Control of quality of output, raising standards.
	Lowering production costs and achieving high-volume production.

	Outbound logistics
	Ensuring efficient distribution
	Maintaining low distribution costs.

	Marketing and sales
	Sales (and customer relations) on the basis of quality technology, performance, reputation, outlets, etc.
	Achieving high volume sales through advertising and promotion.

	Service
	Adding to product value by high quality and differentiated service.
	Minimal service to keep costs low.

	
	
	

	Support Activities
	
	

	The business’s infrastructure
	Emphasis on quality
	Emphasis on efficiency and cost reduction

	Human resource development
	Training to create a culture and skills that emphasize quality, customer service, and product development.
	Training to reduce costs.



	Technology development
	Developing new products, improving product quality, improving product performance, improving customer service
	Reducing production costs and increasing efficiency.

	Procurement 
	Obtaining high-quality resources and materials.
	Obtaining low-cost resources and materials.


Value-Chain Activities Examples of Overall Cost Leadership

Firm                  Few management layers to               Standardized accounting 

infrastructure    reduce overhead costs.                       practices to minimize p

                                                                                      personnel required.


                          Minimize costs associated with         Effective orientation and 
HR mgt.            employee  turnover through               training programmes to

                          effective policies.                               maximize employee                     
                                                                                     productivity.


Technology      Effective use of automated                Expertise in process

development     technology to reduce scrappage        engineering  to reduce

                          rates.                                                  manufacturing costs.  


Procurement     Effective policy guidelines to            Shared purchasing                     
                          ensure low-cost raw materials           operations with other                                      Margin
                          (with acceptable quality levels).        business units.


                          Effective      Effective      Effective      Purchase of         Thorough

                          layout of       use of          utilization     media in              service repair
                          receiving      quality         of delivery    large blocks        guidelines to

                          dock             control         fleets .                                      minimize
                         operations.    inspectors                         Sales force          repeat 

                                               to                                      utilization           maintenance

                                               minimize                          is maximized      calls.

                                               rework on                         by territory

                                               the final                            management       Use of single

                                               product.                                                       type of repair

                                                                                                                   vehicle to
                                                                                                                   minimize 

                                                                                                                   cost.


                       Inbound        Operations     Outbound     Marketing           Service

                       logistics                               logistics         Sales    
Value Chain Activities: Examples of Differentiation

                      Superior MIS – To integrate        Facilities that        Widely respected

Firm                   value-creating activities to           promote firm         CEO enhances

infrastructure     improve quality                            image.                    firm reputation.


                           Programmes to attract talented                  Provide training and incentive to

HR mgt              engineers and scientists.                             ensure a strong customer service

                                                                                                orientation.


Technology       Superior material handling and                  Excellent applications 

 development     sorting technology                                     engineering support.

Procurement      Purchase of high-quality components        Use of most prestigious outlets.                Margin
                          to enhance product image. 

                          Superior            Flexibility and     Accurate and    Creative            Rapid

material             speed in               responsive         and                   response to

handling            responding to       order                 innovative        customer

operations to     changes in            processing         advertising       requests.

minimize           manufacturing                                programmes        

damage.             specifications.     Effective                                     Complete

                                                       product             Fostering of      inventory of

Quick                 Low defect          replenishment   personal            replacement

transfer to           rates to                to reduce           relationship       parts and 

manufacturing    improve              customer’s         with key            supplies.

process.               quality.              inventory.           customers.  
Inbound               Operations          Outbound          Marketing          Service

logistics                                           logistics             and Sales                    
Assignment

1. Why is it important for a firm to study and understand its internal environment?

2. What are the 4 criteria a firm must use on its capabilities to attain sustainable

competitive advantage?

3. What is value-chain? 

4. What are the threshold resources required to operate a college or university? Identify any unique resources your college or university possesses.

5. What are the threshold competences required to operate a college or university?

        Identify any core competences your college or university possess.

6.     Identify the unique resources and core competences that allow your college or   

        university to gain competitive advantage
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