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Abstract

The continuous shift towards a knowledge-based @ogrhas brought to the fore the
issue of how organizations formulate their busineBstegies accommodating the
complexity and dynamism of our environment. Managee coming to realize that the
firm’s success depends on the competitive qualititsoknowledge-based assets, and
the successful application of these assets tantsviation and operational activities. The
ability to create economic value from those knowgkedssets is highly contingent on
the well-formulated and well-implemented strategies

The focus of our paper is to contribute to the tlgw@ent of a new theory to formulate
business unit strategies within the knowledge esgnoontext, where intangibles over
time come to play a more central role in the weattating process. The activity-based
view and the resource-based view are introducetieasuilding blocks of this theory.
The concepts of business intelligence and strategichmarking are also considered as
key components of our model.

Key words: well-formulated strategies, resource-based viewiviacbased view,
strategic competitive benchmarking, Extended SW®alysis, Intellectual Capital
Benchmarking System (ICBS).

José Maria Viedma Marti is a Doctor of Industrial Engineering, a Graduate
Economics and Professor of Business Administratian,the U.P.C., Polytechnic
University of Catalonia in Barcelona, Spain. Hectess on the subject of knowledge
management and organizational learning. He has tmd executive positions in
management consultancy firms. He is the presidefibiellectual Capital Management
System”, the independent Director of Interlacend a member of Steering Committee
of InCaS European project. He is a regular speakenternational conferences on
Knowledge Management and Intellectual Capital.

Maria do Roséario Cabrita is an Assistant Professor of banking managemeiihat
Portuguese School of Bank Management. She is ands® at the Universidade Nova
de Lisboa. She also works as a consultant in @riatd public organizations. She
received her PhD in Business Administration frone tinstitute of Economics and
Business Administration, Lisbon Technical UniversitHer research is focused on
concepts such as strategy, intellectual capital manmdan capital. She also has several
years of experience in various management positioimgernational banks.



1. Introduction

Globalisation and the incredible technological awbes, particularly in the areas of
information and communications technology, crea@édew era” that has reshaped the
global economic environment. Those trends are ahgnipe competitive structure of
markets in such a way that the effectiveness dfittemal sources of advantage is
blurred. A New Paradigm economy emerged in whicbmkedge is seen as the critical
factor of production (Carlucaet al, 2004), the vehicle of economic benefits and the
source of the nation’s prosperity and sustainablapetitive advantage. In response,
new models of business are emerging where the ilam have their hard nucleus in
the creation, dissemination, application and legeraf intellectual resources.

Despite these critical changes in our societies +hahe past — all success business
stories are based on a soundly formulated and teféée implemented strategy. The
basic purpose of strategic management is to mdtehcompany’s strategy with the
environment where the organization is operating Because the environment is
constantly changing, effective strategic managemagiires a continuous flow of new
theories suitable to the new scenarios. Structahanges transform the traditional
business frameworks into insufficient and incompl&dols for developing a strategy.
Traditional frameworks such as the BCG matrix, Bharter's Five Forces and the
SWOT analysis have had a lasting influence onegratmanagement and have been
especially valuable for managers to develop andlement long-term strategy for
organizations so as to build and sustain competitidvantage. However, those
frameworks are becoming insufficient because tasgumptions rely on the economic
situation of eighties, characterised by more staideket structures, and where changes
are not so rapid and profound as today.

One of the main challenges for the Knowledge Econ@thow to use SWOT analysis
efficiently and effectively in the present contekhe purpose of our work is to develop
the theoretical principles supporting the Exten@8OT analysis as a framework for
formulating strategies at business level in anceffit and effective way to achieve
success in the new context in which the main featuare:(i) the importance of
knowledge as the main source of sustainable cotiygetidvantage; anfi) the world-
wide hyper-competition. The challenge is to move GWanalysis away from the
generalities of “strengths”, “weaknesses”, “oppoities”, and “threats” to more
concrete factors and characteristics appropriateth® new reality. A specific
methodology and information system framework —llet¢ual Capital Benchmarking
System (ICBS) —, focused on the value chain amw&ibf both the operations and
innovation processes, is developed.

Deploying scarce resources to create superior wvahen dealing with the innovation
process is a very different task from that involwelden dealing with the operations
process. To create value the two processes redjffieeent resources and different core
knowledge. For this reason, the ICBS has a speniithodology and information
system framework for each of the processes (Viedz082; 2004). The first is the
Innovation Intellectual Capital Benchmarking Syst@i@BS) which is mainly focused
on the value chain activities of the innovationqass. The second is the Operations
Intellectual Capital Benchmarking System (OICBS)ickhis mainly focused on the
value chain activities of the operations process.



This theoretical discussion considers the valueatme process in the knowledge
economy and the principles behind the strategy didattion. We also discuss the

theories and concepts that support the applicatidhe Extended SWOT analysis as a
framework designed to accomplish the dynamics efkimowledge economy. Building

the ICBS relies on the principles and assumptidnthe resource-based view and the
activity-based view. The concepts of business ligegice and strategic competitive
benchmarking are key components of our model.

This paper describes only the IICBS, although digates the way in which to move
from the 1ICBS to the OICBS. The ICBS has beeretksind successfully implemented
in more than forty European enterprises.

2. Theoretical Background

The fundamental question in the field of strategianagement is why some firms
perform better than others and how those firms eaghiand sustain competitive
advantage. The answer to these questions may drpreted in the light of two distinct
paradigms: the resource-based paradigm and thetyadttased paradigm. We purpose a
theoretical approach that seeks to integrate tpasadigms. In developing these ideas,
our work presents a new perspective on the strdtagyulation process in the context
of knowledge economy.

The process of value chain in the knowledge economy

The notion of value chain helps us to understaadrtbrease of value along the chain of
activities in bringing a final offering to stakelers. Value chain analysis looks at each
link in the chain to see where value is added aw ih might be increased. The idea is
for companies to maximize value at minimum cost am@llocate resources to those
activities that generate the most value — therelyimizing profitability.

As mentioned by Eustace (2003), value chains alvaagsa limited life in competitive
markets, but are now eroding much faster thanenptist. This forces firms to look for
new factors of differentiation, namely “non-prickittors of competition. Value is now
directly linked to the intelligence, the speed, dind agility that comes from a host of
latent intangibles which represent a reservoir oteptial talent and innovation that
provides a source of competitive advantage. Thisofantangibles or “intellectual
capital”, creates value when its elements are coetband put into action, and degrades
when they remain unused (Roos, 2005). This sugdbatsthe value generated is a
function of the way in which resources are managreadther words, having a resource
Is not enough to create value. In order to createwerage value, the resources have to
be deployed effectively and efficiently.

Sveiby (2001) argues that the key to value creatlies with the effectiveness of
knowledge transfers and conversions. Carlugtcial, (2004) demonstrate that the
generated value is the result of an organizatiabity to manage its business process
and the effectiveness and efficiency of performamganizational processes are based
on organizational competencies. Knowledge assé¢saict with each other to create
competencies and capabilities, and it is often eghegeractions that provide a



competitive advantage because they make thesesadsBtult for competitor to
replicate (Barney, 1991; Teead al, 1997; Marr, 2005). These value drivers are
bundled together, and the interactions between thenvaried, complex and dynamic
making difficult to demonstrate the cause and effeelationships and its linkage to
value outcomes. This perspective has been extdmelgahd the traditional value chain
to other more complex ways of creating value, sashvalue networks value
constellationsandvalue shopgHaanes, 2000).

- Value networkgreate value by making different products and sesvavailable
to customers. The value is derived from the netwgivkng buyers access to
sellers of what they want, and by putting suppli@ersontact with customers
who want their products. Examples of companies ticrgavalue through
networks include commercial banks, airlines, poat@ncies, insurers, brokers,
and stock exchanges.

- Value constellationgan be considered to be linked sets of differertieva
networks.

- Value shopsreate value by solving unique problems for custsnig/ using
relevant competencies. Examples of companies tredtee value as ‘shops’
include accountants, academics, physicians, desigriawyers, investment
bankers, business consultants, and consulting eaign

Formulating business strategies

Strategy, as a unifying theme that gives coherearak direction to the actions and
decisions of an individual or organisation, hasuadamental role in success. Oxford
dictionary (2004) defines strategy, as used inrmss administration, as a plan for
successful action based on the rationality andrdefgendence of the moves of the
opposing participants. This definition like mostasegy definitions (e.g. Mintzberg,
1999; Quinn, 1999) highlights the perspective ofvements of the opposing part (i.e.
competitors) in the process of strategy formulatitrategy is also understood as long
range planning in a large number of studies (eagtel, 1996; Johnson and Scholes,
2002). Long range planning allows an organizatiorbtild unique capabilities and
skills, to clarify goals and policies of the compand allocate resources tailored to its
strategy. Basically, strategy is about the choiceir@ction for the firm, and this choice
has critical influence on its success or failutelobks for answers to the following
guestions: Where is the organization now? Wheres dbe organization want to be?
What changes are among competitors? What coursastioh will help us achieve our
goals? — Since strategy determines the whole drecand action focus of the
organization, its formulation cannot be regardedhasmere generation and alignment
of programs to meet predetermined goals. The ess#mstrategy formulation is to deal
with competitors.

Strategy can be formulated at several levels (Hafet Schendel, 1978; Johnson and
Scholes, 2002). One way of categorising these isd¢ognise that there are three levels
of strategic decision making in organizations: cogbe, business and operational. At
corporate level, strategy concerns the directimmmosition and coordination of the
various businesses and activities within a largedinersified organization. At business
level, strategy relates to the creation of competibdvantage and how to compete
successfully in each of the businesses in whiclorapany competes. At operational



level, strategy concerns with how the componentspair the organization in terms of
resources, processes, people and their skills altedptogether to form a&trategic
architecture (Johnson and Scholes, 2002), defined as the catiyinof resources,
processes and competencies to put strategy irgote@ur work focuses on the strategy
at the business level.

The purpose of strategy is to ensure the achieveaf@ompetitive advantage (Rumelt,
1999) by defining the direction and scope of anaorgation (Hofer and Schendel,
1978). Because achieving, developing and sustaihi@gompetitive advantage enable
firms to earn superior profit, competitive advamtag the firm’s ability to outperform
its industry, i.e. to earn a higher rate of prtfan that of industry.

Coyne (1986) argues that for a sustainable competédvantage to exist, three
conditions must apply:

(i) Customers must perceive a consistent differenemportant attributes, between the
firm’s products/services and the attributes offdsgadompetitors;

(i) This difference is the direct consequence oapability gap between the firm and its
competitors;

(iif) Both the difference in important attributescathe capability gap can be expected to
endure over time.

The key point to emphasize from the Coyne’s argunsethat the attributes recognized
by the customer are the direct consequence ofdicapabilities. According to Rumelt
(1999) and Hofer and Schendel (1978) competitiweaathge can be based on superior
skills, resources or position at a market. Moreendly, strategic management literature
puts the emphasis on intangibles as a source opetitme advantage (Itami, 1987,
Teeceet al, 1997; Nahapiet and Ghoshal, 1998), because dheyless visible and
subsequently more difficult to understand and iteithan tangible resources.

In describing how organizations create and leveragapetitive advantage, we note
that it depends upon what the firm has, but n& legportant is what the firm does with
what it has. In strategy management, two relevamtspectives still coexist in
understanding how firms deploy scarce resourcesré¢ate superior value (Haanes,
2000). These two perspectives are the resourcaethése and the activity-based view
(Porter, 1985, 1996). The two are complementarg fHsource-based view focuses on
what the firmhas whereas the activity-based view focuses on wieafitm does.

The resource based view

In accordance with Grant (1998), a key common idigrg in all business success
stories is the presence of a soundly formulated effettively implemented strategy.
Grant (1998) has stated that the starting pointtHerformulation of strategy must be
some statement of the firm’s identity and purpddgs generally takes the form of a
mission statement that answers the question: ‘Vihatur business?’. Traditionally,
firms have defined their business in terms of tlaek®t they serve by asking: ‘Who are
our customers?’ and ‘Which of their needs are vekisg to serve?’ Nevertheless, in a
volatile world in which the identity of custometbgir preferences, and the technologies
for serving them are all changing, a market-focusedtegy might not provide the
stability and constancy of direction required asoandation for long-term strategy.



When the external environment is in state of flime firm itself, in terms of its bundle
of resources and capabilities, might be a much raetadele basis upon which to define a
sense of identity. Hence, a definition of the fimterms ofwhat it is capable of doing
might offer a more durable strategic basis thaefaition based upon the needs which
the business seeks to satisfy (Quinn, 1992).

The above discussion points to the fundamental obleesources, capabilities and
competencies in strategy formulation for entrepueiaé success in an environment of
rapid change in technology and in the needs ofoousts and industry. A problem of
nomenclature hampering the development of the resdbased view has been the
variety of labels used to describe the firm’s reseset.

Resources are inputs into the production procedslay can be tangible or intangible
(Itami, 1987). Capabilities may be understood as wmay resources, talents and
processes are combined and used (Tetag, 1997). The term “competencies” appears
frequently in the literature preceded by the adjest core and distinctive. Sometimes
is interchangeably used with the term capabilityiclvhin turn, is also frequently
preceded by the adjective core. Although there sargtle differences in focus and
interpretation, all have a common approach toegiatmanagement.

Tangible resources are concrete, tractable, ang teasdentify and evaluate. They
include the financial and physical assets that idestified and valued in a firm’s
financial statements, such as capital, factorieachimes, raw materials and land.
Intangible resources are generally more difficaltmeasure, evaluate, and transfer.
They include skills, knowledge, relationships, mation, culture, technology, and
competencies. Lev (2001) states that “intangiblesfiequently embedded in physical
assets (e.g. knowledge contained in technology)iardbour (e.g. tacit knowledge),
leading to considerable interactions between tamgdnd intangible assets in the
creation of value”. Resources are not usually pcode in isolation. They become
productive in collaboration in the context of anededicated to a specific purpose.
Another important element of the resource-based véethat not all resources are of
equal importance or possess the potential to beuacs of sustainable competitive
advantage. Alternative classifications of barrigergesource duplication abound in the
organizational literature. For example, Barney {@9%oposes that advantage-creating
resources must meet four conditions, namely, valaesness, inimitability and non-
substitutability, while Grant (1991) argues thavels of durability, transparency,
transferability and replicability are important eéehinants. Further, Reed and
DeFillippi (1990) suggest three sources of ambigaitd advantage, mostly, tacitness,
complexity and specificity. In short, resources ldtely to be inimitable or imperfectly
imitable where their relationship with the advametégypoorly understood.

Capabilities have been proved more difficult toimefand are often described as
invisible assets (Itami, 1987). Essentially, calpiads comprise the skills of individuals

or groups as well as the organizational routines iateractions through which all the
firm’s resources are coordinated (Grant, 1991)h&athan single discrete skills and
technologies, capabilities are bundles of congtitigkills and technologies (Tovstiga
and Birchall, 2002) that create disproportionatiiedor the customer, differentiate its
owner from competitors, and allow entrance to nearkets (Hamel and Prahalad,
1994). A more dynamic perspective is introducedlbgceet al, (1997:516) focusing

on how some organizations first develop firm-speafpabilities and how they renew



competencies to respond to shifts in the businessramment. The authors define
dynamic capabilities as “the firm’s ability to igi@te, build, and reconfigure internal
and external competencies to address rapidly chgregivironment”.

All of the above mentioned tangible and intangitdsources represent a basis for the
creation of economic value, but competencies, irtiqudar, have received special
attention in the recent strategy literature as dpepotential source of sustained
competitive advantage. Competencies are the mgandich a firm deploys resources
in a characteristic manner in order to compete (daa2000). Thus, professional
competencies integrate professional skills and kedge, and organizational
competencies include a firm’'s knowledge, routinesd culture. Some authors,
especially Prahalad and Hamel (1990), have disishga particular competencies,
which they call “core competencies”, as being fundatal to the firm’s performance
and strategy. “Core competencies”, according tedhauthors, are those that make a
disproportionate contribution to ultimate customaiue, or to the efficiency with which
that value is delivered. Core competencies thusgigeca basis for entering new markets
(Prahalad and Hamel, 1990:81).

The authors put the cumulative development of $igecompetencies at the centre of
the agenda of corporate strategy because “thesoemtes of advantage are to be found
in management’s ability to consolidate corporatdevtechnologies and production

skills into competencies that empower individualsipesses to adapt quickly to

changing opportunities”. Hence, the sustainablepmsiitive advantage of firms resides

not in their products, but in their core competesci Furthermore, those core

competencies feed into more than one product, wimcturn, feed into more than one

business unit. As mentioned by Tidd (2005:6) “commpetencies are the roots of
products and services, which suggest that the eymstopriate level of analysis and

investment is neither the product nor the market thoe core competencies”.

Adopting a slightly different perspective, the et paper uses the term *“core
competencies” to refer to a unique bundle of intalegassets that are the basis of the
definite, sustainable, competitive advantages (ifsden, 2001). In adopting this
perspective, the present study uses the terms “competencies” and “core
capabilities” interchangeably and also consideestémm “intellectual capital” to be an
equivalent expression. This approach is in agreémih Sullivan (2000) who defined
intellectual capital as knowledge that can be cdedeinto profits or knowledge that
produces value. Figure 1 summarizes the above sHsgmu on resources and
capabilities, and Figure 2 shows the major intalegéssets within a core competence
(Andriessen, 2001).



Figure 1. Resources and capabilities of a firm
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The activity-based view

The activity-based view has mainly been concerngld g8eeing firms as value chains

that create value by transforming a set of inpats more refined output (Porter 1985,

1996). Nevertheless, to be more specific, we neetbhsider how value is created in

the internal business process value chain. Thenéssiprocess value chain can be
divided into major processe$) the innovation process; affig) the operation process.



The innovation process is made up of product desnghproduct development, whereas
the operations process is made up of manufactunmagketing, and post-sale service.
Figure 3 illustrates the business process valumcha

Figure 3. Business process value chain
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Source: Adapted from Kaplan and Norton (1996)

The traditional perspective has focused on the atjgers process. According to the
short-term view, value creation begins with theengt of an order from an existing
customer for an existing product or service, andsemith the delivery of the product to
the customer (Kaplan and Norton, 1996). In thisecaglue is created through
operations core competencies.

However, viewed from the perspective of the innmrafprocess, value creation is a
long-term process which, for many companies, is aenpowerful driver of future
financial performance than the short-term operatiprocess. This view requires an
organisation to create entirely new products amdices that will meet the emerging
needs of current and future customers. For manypeoias, their ability to manage
successfully a multi-year product-development psecer to develop a capability to
reach entirely new categories of customers, cambee critical for future economic
success than managing existing operations effigienbnsistently, and responsively.
Value is thus created through innovation core c#ijab. Specifically, innovation
value chain is about to translate competencies mdw processes, products and
services, and learning from successful and unsaftdgwojects, use this experience to
improve existing competencies and, where necesdawglop new competencies (Tidd,
2005).

In summary, building core competencies is not dona vacuum, but is done in the

business process value chain in which resourcedegieyed in a characteristic manner
in order to compete. The resource-based view am@dhvity-based view are therefore

complementary. Taken together, they explain thegs® of creating value and securing
a sustainable competitive advantage.



3. Building the Intellectual Capital Benchmarking S/stem (ICBS)

As previously noted, in today’s knowledge econoimg tesource-based view and the
activity-based view are the fundamental cornersdorniat determine company
competitiveness. The resource-based view (Barng91,11999; Grant, 1991, 1998;
Teeceet al, 1997) stresses that, in turbulent times sudbieneompetitive advantages
are mainly due to the intangible resources of apaom or, more specifically, to core
competencies (which are, in practice, equivalentctome knowledge). However,
resourcegper sedo not create value, and because the resourcd-kbese focuses only
on what the firmhas this view does not, in isolation, adequately axphowto deploy
scarce resources to create superior value. Insénse, the activity-based view (Porter
1985, 1996) is a necessary complementary perspeestich focuses on what the firm
does and takes into account that value creation regtdim the activities to which the
resources are applied. If core knowledge is the kegtegic asset, improving existing
core knowledge and building new core knowledgefaneamental tasks. Building and
improving core knowledge require organisationakrie®y capabilities, including the
appropriate learning structures and informationesys.

World-wide industry hyper-competition has ensurdahtt in order to remain
competitive, organizations need not only to protéetr interests but also to expand
their interests. They need to out-innovate thempetitors. For doing this, business
intelligence and strategic competitive benchmarkivaye become essential learning
tools. That valuable knowledge can be obtained d&mgn: (i) a business intelligent
process that gathers, processes, interprets anangoitates the economic, social,
technical and political information needed in thecidion-making process; arfd) a
strategic benchmarking process that provides aemygic and frequent comparison
with the world-class processes and core competenmiecompetitors in the same
business segments. In fact, organisations are rmwpeting on the basis of core
knowledge and core competencies. Opportunities t@mdats come mainly from
competitors who offer the best in the same industéigment.

Business intelligence process

An important issue to take into account for forntinig a sound strategy is the existence
of a competitive or business intelligence procBssiness intelligence is the activity of
monitoring the firm’s external environment concaemithe information that is relevant
for the decision-making process in the companya@dnd Gilad, 1988).The aim is to
use the strategic intelligence in the decision-mgkprocess. That is, to make
intelligence actionable, capable of guiding decisian organizations. Competitive
intelligence under the strategic intent of compggtmd out-innovating the competitors
effectively drives more intelligence into stratediecision making, which will give the
company a competitive edge. Hence, competitivdligégmce must be a functional part
of the strategic management system (Fuld, 1995).

According to Gilad and Herrings (1996), most orgations are in a reactive mode,
focused on identifying events after they take platker than having a system of “early
warning” in place. Operating in a highly competienvironment, organizations have
to develop their “sensors” to operate like a “neiveystem”, capable of triggering the
company reflexes for reaction to danger or needm@itive intelligence helps



organization to identify threats in the externalvismnments capable of impacting
negatively on the future of the company, and idgntiew opportunities for the
organization, leading to innovation and ultimatbbnefiting the competitive status of
the organization. Fuld (1995) explains that contpeti intelligence is applied in
corporate environments focussing on issues that m@gact on the competitive
environment of the institution, aimed at creating early intelligence capability and
supporting decision-making.

Business intelligence mitigates a company’s rislose business opportunities because,
according to Gilad and Herrings (1996), that alloW$ to build a portfolio of
competitive advantages against competitor's sumsiden advantage(ii) to create a
competitive surprise against incumber{is) to change the rules in order to unseat a
leader;(iv) to leverage resources through the use of partaed(v) to defend against
competitors attempting to achieve surprise, theatme of new advantages, the
changing of the rules of engagement and the luphgpartners. In this context,
competitive intelligence supports the strategiccpss in organization, acting as
“sensor” to indicate to top management whetherotiganization is still competitive. At
the same time, company vision, mission and stratelgjectives act as constant guide
for the competitive intelligence process.

Strategic competitive benchmarking

Benchmarking is a widely recognised critical toot flecision makers, who constantly
look for techniques that enable them to improve dhality of their decisions. Drew

(1997) demonstrates that all the winners of thelg¢ award score highly on the use
of benchmarking. For a more comprehensive reviethefliterature on benchmarking
we suggest that the reader follow the work of Dataar and Jagadeesh’s (2003).

For the activities as well as the intangible asset®ally be competitive and provide a
sustainable competitive advantage, a benchmarlcisgeneeds to be done for the firm
to realize if it is achieving that competitivenedgsall or not. It involves looking outward

(industry, region or country) to examine how othachieve their performance levels
and to understand the processes they use.

Benchmarking world-class performance starts witmpetitive analysis, but goes far
beyond it. While competitive analysis focuses oadpict comparison, benchmarking
looks beyond products and services to the operatimgnanagement skills that produce
the products and services, and usually requires atigve participation of all
organization’s members. In this sense, benchmatki@agtool for the encouragement of
change, which primary objective is to obtain andima@n high levels of
competitiveness. According with Spendolini (199@)npetitive benchmarking involves
identification of the products, services and workgess of the organisation’s direct
competitors. The objective of competitive benchrnmaykis to identify specific
information about the competitor’'s products, preessand business results and then
make comparisons with those of the own organisat@mpetitive benchmarking is
also useful in positioning the organisation’s prctdy services and processes relative to
the marketplace.



When we move from competitive benchmarking, totsgi@ competitive benchmarking
(Watson, 1993) we mainly focus on core activitese competences and specially core
knowledge. This suggests that the SWOT analysisuldhanove away from the
generalities of “strengths”, “weaknesses”, “oppoities”, and “threats” to more
concrete factors and characteristics appropriategmew reality.

The Extended SWOT Analysis

The SWOT analysis is widely recognized in the stgit management literature as a
systematic way of identifying relationships betweestrengths, weaknesses,
opportunities and threats, and providing the b&misformulating strategies on these
relationships.

McGahan and Porter (1997) point out that businesfopnance differences can be
explained by the resource-based view but it is mdgd to disconnect the influence of
organization from the industry and competitive estiin which firm operates.

In the same vein, Amit and Schoemaker (1993:35)e sthat “the resource-based
perspective complements the industry analysis freanie’. Bearing this in mind, Roos

(2005) presents the Amit and Schoemaker’'s (1998prih of integrated strategy, a
theoretical approach that seeks to integrate tmepettive forces and the resource-
based paradigms of competitive advantage, as e@ejpictFigure 4.

Figure 4. Amit and Schoemaker’s theory of integratd strategy
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Strategic development process based on the compefdrces paradigm starts by
looking at the relative position of a firm in a s industry, i.e. we first consider the
firm’s environment, and then we try to assess whategy is the one that maximize the
firm’s performance. By contrast, the resource-basew can be seen as an “inside-out”
process of strategy formulation. We start by logkiat what resources the firm



possesses, and then we assess their potentialafoe \generation and end up by
defining a strategy. In short, the resource-baseslv vof the firm provides a
conceptually grounded framework for assessing gthsnand weaknesses and enables
strengths or weaknesses to be examined in termtheofcriteria for establishing
sustainable competitive advantage.

Further to the discussion above, the SWOT anafyaimsework moves from that shown

in Figure 5 to that shown in Figure 6. In effettere is a change from simple SWOT
analysis to an extended SWOT analysis.

Figure 5. SWOT analysis
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Source: Robert M. Grant 1998.

Figure 6. Extended SWOT analysis.
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The extended SWOT analysis gives us the main fadimrconsider when seeking
strategies that leading to entrepreneurial exce#lefhe main factors of the extended
SWOT analysis also determine the information systequired to measure and manage
those factors. In other words, the main factorsdpee the Intellectual Capital
Benchmarking System (ICBS), an intellectual capstedtegic management information
system framework developed by Viedma (2002; 2004).



Nevertheless, as previously noted, strategy foriman dynamic environments, even
those mainly based on core capabilities, has éiffefeatures when dealing with the
innovation process than when dealing with the djpera process. Core capabilities can
be very different in the two processes.

The innovation process points to new products argices through the innovation
value chain in which innovation capabilities aresibaand fundamental. Core
capabilities represent a potential and, therefoamnot contribute to competitiveness
unless they are successfully translated into n@egases, products and services. This is
the role of innovation management. The Innovatiaiellectual Capital Benchmarking
System (IICBS) has a specific system for the intiongprocess.

The operations process, which produces ordinargymts and services through the
systematic and repetitive operations value chdsg eequires core competencies and
core capabilities to be competitive. However, thesmpetencies and capabilities will
probably be of a different nature from the onestimeed above in the discussion of the
innovation process. ICBS also has a specific psodes the operations value — the
Operations Intellectual Capital Benchmarking Sys{@CBS). Figure 7 illustrates the

business process broken down into two constitueattsp and the specific

methodologies and information systems that cormegpo each of the constituent parts.

Figure 7. Business process value chain.
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In summary, the general model of the ICBS can beled into two partial models. The
first, the IICBS, refers to innovation core actie# and core knowledge, whereas the
second, the OICBS, refers to operations core éiesvand core knowledge.

The two models have a similar structure and thegkwo a similar way, but there is a

fundamental difference. The IICBS model refers ke tcore activities and core

knowledge of the different projects that make upitinovation process. In contrast, the
OICBS model refers to the core activities and dorewledge of the different business
units that make up the operations process.

This paper describes only the IICBS. However, thecture and function of the OICBS
can be easily deduced because the systems areiwglgr and work in an analogous
fashion.



4. (ICBS) Innovation Intellectual Capital Benchmarking System general
framework.

Using the metaphor of a tree, we can consider timepany that performs innovation
activities as a new tree in which the visible g#rat is to say, the trunk, the branches,
and the fruits) corresponds to the tangible assfetise innovative company (see Figure
8). The invisible part of the tree (that is to s#y roots of the tree below ground)
corresponds to the intangible assets of the ininevabmpany. The two parts — tangible
and intangible — are inseparable. The roots ofrdeesend the sap through the trunk and
the branches to the fruits. In a similar way, kredge and its aggregates —
competencies, capabilities, and intellectual capitenake up that flows from the roots
to the new processes, and thus to the new produadtservices.

Figure 8. Innovation tree
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Continuing with the tree metaphor, each companyeptainit can be assimilated to a
specific tree and the whole company as many tredshas project units. Each of these
trees is fed with the knowledge of its roots. Ferthore the company has at its disposal
a common intangible innovation infrastructure ttleashared by all the project units.
This infrastructure corresponds to the fertile soilwhich all the company trees are
planted. This fertile soil nourishes the roots écdmowledge) of each individual
innovation company tree (see Figure 9).



Figure 9. Company innovation infrastructure
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The assessment process is carried out in a twofdslidon as depicted in the flowchart
of Figure 10. On one side, we take as referencehmearks the innovative project
objectives and goals (Company A); on the other, sadetake as a reference benchmark
the equivalent innovative project of the best wockimpetitor (Company B). The
flowchart shows that, within each company innovaticee (project unit), an analysis
can be made, successively, on the fruits (new mtsdand services), the branches (new
processes), and the roots (new core competenaiegrafessional core competencies).
In addition, the overall soil fertility (innovationfrastructure) can be analysed.

In analysing each particular tree (i.e. each imtliai project unit), we use the innovation
value chain as an analysis tool. We argue thatatuseful approach because it helps to
identify the interrelationships between innovatpreducts and innovation capabilities.
If products with a closer fit to firm competenciesd to be more successful, in turn, the
effect that new product projects have on the firoompetencies is a crucial issue to be
observed in the trajectory of firm’s renewal ang@lepment.

All of the above mentioned analyses have the utenpairpose of discovering, in each
of the flowchart steps or phrases, the new coreviedge and new core technologies
that are the prime reason for sustainable competiivantages.



Figure 10. Innovation Intellectual Capital Benchhmag System
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In the same way, the methodology makes it posgsibleompare each specific tree
(project unit) with the homologous tree of the bafsthe competition, thus facilitating
the benchmarking of fruits (new products and ses)icbranches (new processes), roots
(new core competencies and professional core canges), and soil fertility
(innovation structure).

s [/
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Infrastructure
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Using the same tree metaphor as in the IICBS, weestablish characteristics of the
OICBS framework similar to those we have estabtisli®e discussing the 1ICBS

framework. The frameworks and information systemes similar and we can move
from IICBS to OICBS considering the equivalent cgpis and terms as shown in
Figure 11.

Figure 11. OICBS and IICBS equivalent concepts anterms.
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Implications for Managers

Senior managers effectively integrate the ICBS ihi® overall business strategy in a
similar way they integrate other strategy-focusextiets. Nevertheless, in the particular
case of the ICBS two new functions have to be peréa: business intelligence and
competitive benchmarking.

The main benefits from using ICBS are the following

» Learning from one’s betters to surpass one’s ownpsiitive position.

» ldentifying the specific competitiveness factorattrare relevant | a given
business activity.

» Through the ICBS factors framework, enabling thentification, auditing and
benchmarking of the core competencies or core keagd that are the main
sources of long term sustainable competitive achges.

» When using ICBS in an orderly systematic and répetiway we obtain
competencies statements that complete financiahnbal sheets and lead
companies to leverage core knowledge.

» Selecting in a systematic and organised way theessacy information for
evaluating relevant factors, core knowledge, comnpmetencies and key
intellectual capital.

» ldentifying the key areas in which in-depth benchkimgy can be carried out in
the future.

» Promoting organizational learning through assessniesims, benchmarking
teams, and strategic teams

» Introducing a common language for company managdren dealing with
intellectual capital

» Facilitating the work of the benchmarking and cotitpe intelligence team.

Conclusion

In the knowledge economy, soundly formulated ariecéifely implemented strategies
are still the main drivers of company success,SWHODT analysis still remains the most
common approach for analysing business strategyveMer, in the new context,
classical SWOT analysis does not provide suitabieajnce for building an effective
strategic management information system. An ext@rB/OT analysis which takes
into consideration the two main streams of modérategic thought - the resource-
based view and the activity-based view - is a met@ble foundation. ICBS draws
inspiration from the extended SWOT analysis anddsuia strategic management
information system in which core knowledge is tleg kssue.
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