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1. Strategies to increase
international competitiveness
of the company

The question of how to increase international
competitiveness has become vital and indis-
pensable to all enterprises. Today, all enter-
prises are faced with this question. Raising the
competitive level depends on old and new
competitors’ abilities to develop and imple-
ment strategies that shorten innovation and
cycle time, improve the quality of offered
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core competences
and strategic
business units

® All enterprises face the question of
bow to tncrease international com-

Ppetitiveness.

® Strategies sbould create value for all
stakebolders.

® The successful enterprise invents its

opportunities, ratbher than just bop-
ing to find them.

® The authors describe a concept
which shows that the organization is
a cognitive system of core compe-
tences and strategic business units.

® Practical advice is given on deter-
mining core competences.

® They show why the customer is not
always right.

® The context is the learning organi-
zation.

services and reduce costs. Strategies have to
be aimed at creating values for all stake-
holders, namely, customers, employees, share-
holders, the ‘financial community’, society,
suppliers and for strategic network partners.
Figure 1 (Hinterhuber and Popp, 1994)
illustrates the evolutionary process of interna-
tional competitiveness of an enterprise based
on the further development of core compe-
tences.

The efficient development, effective exploi-
tation and committed preservation of core
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Long-term perspectives and
extensive possibilities

Sufficient earning capacity to use
and further develop core
competences as well as to open
up new possibilities

Concentration on the
further development of
core competences

- Customers
- Employees

Creation of values for:

- Shareholders
- Other "Stakeholders"

Figure 1.
1990).

competences distinguish a successful enter-
prise from an ordinary one. The aforemen-
tioned aspects determine whether an
enterprise is experiencing an evolutionary or
an involutional development. One has to alter
past perception, orientation, management and
organizational structure of the company to
actually increase the value of an enterprise.
The authors present a concept that de-
scribes the enterprise as a cognitive system of
core competences and strategic business units.
They reveal that the customer is not always
right. They also show that linking core
competences with market orientation might
result in lasting competitive advantages.

We do not find’ reality,
we ‘itnvent’ it

The evolutionary process of international competitiveness of an enterprise (modified from DeWoot,

2. The enterprise as a cognitive
system

The customer is not always right

The enterprise is a system with cognitive
structures that enable the development of an
idea of its environment. The concept of the
enterprise as a cognitive system is based on
the epistomological approach of constructiv-
ism. According to the latter, one will never
really grasp reality (von Foerster, 1994). We do
not ‘find’ reality, we ‘invent’ it. Hence, the
representatives of constructivism argue that it
is impossible to realize absolute truth. The
enterprise is perceived as a ‘living system’
characterized by autopoiesis, self-reference, a
respective structure, structurally connected to
and interacting with other units. The enter-
prise is a cognitive system that generates
values via a multitude of relations with internal
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and external customers. Internal and external
customers are buyers, employees, share-
holders, financial community, society in the
broadest sense of the term, suppliers and
affiliated companies.

The enterprise obtains competitive advan-
tages by being faster and better than compe-
titors. By acquiring, developing and using core
competences it creates values for all ‘stake-
holders’.

Core competences are both the starting
point and the result of collective learning
processes. It is the management’s task to
ensure that processes bring about an increase
in value for all stakeholders. According to the
modern conception of company, the process
of creating values is not a sequential one. It
does not start with raw materials and semi-
finished products. It does not end with the
supply of products nor with the offering of
services. The configuration of the increase in
value process is like a network. During all of
its phases, complex interaction with a number
of stakeholders takes place. Thus, the increase
in value process of the company comprises
the following complex activities:

® The managers responsible for core com-
petences must endeavour to continuously
produce new knowledge within the
company or gain it from outside. This
knowledge has to be grouped together
and translated into core competences.

® The managers of the strategic business
units have to satisfy all of their stake-
holders and to ‘trace’ new markets.

Unlike its competitors, the enterprise as a
cognitive system secures competitive advan-
tages by acquiring core competences differ-
entially. It develops them further and uses
them for its business units. Here, the construc-
tion of a basic organizational knowledge
accessible to all company members is vital.

With employees and managers gaining more
access to core competences, the freedom to
discover new business fields and to question
old ones grows. Whenever managers and
employees become aware of their environ-
ment, they themselves invent it and offer new

solutions to satisfy stakeholders. The mere
imagination of increase in value, if sufficiently
cherished by corporate culture, engenders
increase in value: imagination produces rea-
lity.

Constructivists claim that the customer is
king. He plays a central role among stake-
holders. Frequently, he even becomes copro-
ducer of products and services. On the other
hand, the customer is not ‘king’, he is not
always right. It is, of course, important to
know what the customer thinks. Particularly,
in case one tries to tailor products or services
to customers’ wishes.

According to empirical studies (Martin,
1995), 90% of so-called new products are
mere ‘line extensions’. Their contribution to
the appreciation of the company is very low.
In contrast, the extent to which the 10% of
really new products increase the value of the
enterprise is out of proportion to the afore-
mentioned 90%.

The danger of market research lies in
companies becoming almost slaves of statis-
tics. They confine their scope. What matters is
only to meet the articulated needs. What
happens is a confusion of quality and quantity.
Quality stays the same, only quantity changes:
less gasoline consumption, more PC perfor-
mance, faster service, etc. In a world of fast
changes, incremental thinking does not pro-
duce really new ideas.

Companies can only recognize qualitative
change and benefit from it if they focus on
core competences. Furthermore, they have to
be open and increase the number of busi-
nesses ‘operated’ by core competences.
Chrysler’s Minivan, Sony’s Walkman, Com-
paq’s Network-PC and Motorola’s Handy are
examples of companies that found new
solutions to problems by trusting their core
competences. They overcame buyers’ bias.
They increased their value by satisfying
customers faster and/or better than customers
expected that they would.

The customer is not ‘the
measure of all things’
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Summarizing, the customer is not ‘the
measure of all things’. He neither is the one
and only arbitrator in competition. It was
constructivism that discovered the observer
who does not only see the customer and other
stakeholders. From a helicopter perspective
he also sees himself, competitors and other
reference firms. The taken perspective allows
him to see how they all — himself included —
are related to each other.

On the level of a ‘second order’ observa-
tion —the observation of observation — we
become aware that offered problem-solutions
can work only for one observer. The observer
does not realize that he does not see what he
is not able to see. One can recognize and meet
customers’ needs more efficiently if managers
and employees observe themselves by obser-
ving their relationship to customers and other
stakeholders than by focusing too much on
customers. If one wants to ‘sense’ a new
content, one has to love its subject: ‘Res
tantum cognoscitur, quantum diligitur’ (Augus-
tine). In other words, one has to concentrate
on what one excels in and on what is useful to
others.

The Competence—Orientation of the
Enterprise

Seen against the background of ever shorter
product life-cycles, emphasizing products and
markets is too short sighted. Products are only
the ‘visible’ surface of technologies, skills,
processes and abilities. The listed things might
contribute to the development of a whole
range of products. Sony’s miniaturization
ability that manifests itself in ever new
products such as the Walkman, the portable
CD player, mini-TV, mini-disk and mini-hi-fi-
sets is a case in point. A fundamental change is
to be seen: future competition will be one of
outstanding abilities which implies the com-
peting for competence (Friedrich, 19952a).

As a consequence, strategic management
has to put more emphasis on the company
itself, on its own potential to serve the
generation of outstanding competences. Such
strategies should show the unique character of
the company, determined by a specific

potential, to its best advantage. The objective
is no longer to adapt to new markets but to
create and invent appropriate environments
(Friedrich, 1995b).

The resource-based view constitutes the
theoretical basis for the demanded compe-
tence-orientation. After years of neglecting it,
more and more attention is paid to the
potential aspect of the company (Wernerfelt,
1984; 1995; Lado et al., 1992; Rihli, 1994).

Companies increase their
value by achieving
competitive advantages

The following consideration is of central
importance: companies increase their value by
achieving competitive advantages. These ad-
vantages ensue from the unique resource
endowment and distinctive competences that
a company calls its own. In this sense,
companies are considered bundles of re-
sources. Idiosyncrasy, indivisibility and invisi-
bility of potential prevent performance
profiles to become alike and ensure lasting
advantages (Barney, 1991). Here, intangible
factors are of utter importance. What counts is
what a company can rather than what a
company has. The mastering of procedures,
processes, special abilities and their translation
into core competences of strategic networks
belong to the ‘can’ side of a company.

3. The identification of core
competences

What are Core Competences?

Prahalad and Hamel (1990) define core
competences as systematically clustered com-
binations of individual technologies and
production skills underlying the variety of
product lines of a company. Honda’s core
competence concerning engines and driving
strands serves as an example.

Stalk et al. (1992) provide a broader
definition of core competence. Their definition

Strategic Change, August 1996



Core competences and strategic business units

227

includes the entire value chain. Honda’s
management of traders and production devel
opment serves as an example. The attempt to
synthesize both definitions engenders the
following definition: core competences are
integrated totalities of technologies, know-
how and processes. They are coordinated
through organizational learning processes that:

® customers perceive as valuable;

® are unique compared with those of
competitors;

e difficult to imitate, and

@ provide potential access to many markets.

SWATCH’s core competence lies in ‘emo-
tional goods’. It is a combination of automa-
tion technologies, design and marketing.
Swarovski’s core competences comprise abra-
sive technology, design and marketing. Core
competences are those integrated activities
and functions where the enterprise is ‘best in
world, not best in region or town’ (Quinn,
1992). Core competences decisively influence
the increase in value of a company. They
‘make the economic engine of a firm tick’
(Hamel, cited in Randall, 1995).

In other words, core competences are the
concentrated abilities, technologies and pro-
cesses that maintain the ‘value-increase-me-
chanism’ of a company. They are responsible
for the strategic business units of a company
being the leading competitors of their market
segments.

The very origin of competitive advantages is
the ability to translate technologies, know-
how and production skills into core compe-
tences on the level of the whole company. By
doing so they will hold leading competitive
positions covering several business units.

Yet mastering technologies and other skills
are not the most essential aspects. What is
more crucial is the unique coordination and
combination of resources with organizational
learning processes. When being exploited on
the market, customers perceive the latter as an
additional benefit. In this way, learning
processes have a vital impact on strategic
success.

Core competences are not rtangible or
visible elements of the surface structure of a
company (Rihli, 1994). Rather, they are part
of the deep structure of the organizational
world. The corporate culture mirrors them
(Handlbauer, 1995). They can only be
acquired through time-consuming learning
by doing. In a ‘tacit knowledge’ sense, core
competences are often implicit elements of
decision-making routine. Thus, it is enor-
mously difficult for competitors to imitate
them.

On the one hand, concentration on core
competences generates growth processes if
one opens up new markets. On the other
hand, core competences cause shrinkage if the
enterprise leaves business units behind that
are not related to core competences. These
processes of value-adding are more efficiently
managed by thirds (Figure 2) (Friedrich and
Hinterhuber, 1994; Hinterhuber, 1995c, 1996).

Summarizing, core competences are:

1. Specific abilities within individual func-
tional areas, for example, marketing,
production, research and development,
etc. Montedison, an Italian group of
chemical companies, has lived on the
inventions of one employee for many
years. It was the Nobel prize winner
Giulio Natta

2. Specific abilities that cover several func-
tional areas, for example, within fields of
technology, information technology, logis-
tics, etc.

3. Overlapping business processes aimed at
satisfying customers as well as other
stakeholders. Benetton’s core compe-
tences on the process level provide an
example. Benetton masters cutting, col-
ouring, marketing and sales information in
a way that revolutionized the market for
leisure, sports and children’s clothing.

Permanent competition renders core com-
petences perfect. They represent the cumula-
tive experiences of managers and employees.
They constitute the very essence of the
company, its uniqueness. They determine
market performance and the ability of the
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company to coordinate it. They condition the
way in which the company differs from its
competitors.

The Analysis of Existing Competences

The analysis of existing competences is the
first step of the management of core compe-
tences. The management has to find out about
the current abilities and skills present in the
company. The goal is to define the number,
kind and significance of present competences.
It is important to abstract from products and
to focus on the knowledge underlying them.
Such a procedure requires training and the
ability to assess competences in the right way.
This very activity might constitute a part of the
core competence (Withney, 1995).

The analysis of value-adding concerning the
employed skills and abilities is significant.
First, it is necessary to find out which
competences relate to part of a product or a
product group. Also the knowledge made
available by suppliers and affiliated companies
has to be considered. It is important to
recognize that relationships within strategic

O

Stakeholder

Core competences generate growth and disinvestment strategies.

networks should suit the goals of the strategic
business units.

The exclusive analysis of existing products
and current production processes would be
nothing more than an internal revision. Other
approaches have to be applied as well, in
order to track down competences that are not
yet visible parts of the range of performance
although they already exist. Such information
can be obtained from discussions with internal
and external key-persons, customers and
knowledgeable observers of an industry.

Also the organizational structure often
makes points of main emphasis of competence
development transparent. Are there certain
tasks, for example, logistics, that are concen-
trated in specific departments? If so, is this a
clue to a more detailed analysis of the
competences embodied by the respective
department? In this way one can identify
sectors that do not contribute to the increase
in value of a company.

The normative outline conditions of the
production of goods and services have to be
part of a comprehensive analysis of current
competences. Corporate culture and value
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system constitute a significant ‘storage’ of
organizational knowledge. Difficulties and
inaccuracy should not deter managers from
dealing with these ‘soft facts’. Otherwise they
would refuse to consciously influence an
essential dimension of the company.

The analysis of existing competences does
not concern only their content. It also includes
considerations as regards the way in which
competences are embedded in the organiza-
tional structure of a company.

The analysis is furthermore targeted at
getting a general idea of where competences
lie. It is important to know the departments
and persons that represent competences. This
is necessary for two reasons. First, in order to
be able to construct specific protection
mechanisms. Second, in order to be capable
of planning implementation measures within
competence development.

From all the competences available those of
strategic relevance constitute the competitive
advantage. Relevance seen from a competitive
policy point of view. The chosen compe-
tences should also contain company internal
development potential.

The Identification of the Relative Strength
of Core Competences

The identification and accurate assessment of
core competences are among the biggest
challenges that face a company. The use of a
portfolio in matrix-form with two mutually
independent dimensions seems suitable to find
out which competences are more important
than others (see Hinterhuber and Stuhec,
1995).

Link the resource-based
Dperspective with the market
and customer perspective

Following the core competences concept
means to link the resource-based perspective
with the market and customer perspective. In
order to do so, one has to recognize company-
related as well as environment- and market-

related success factors. In accordance with the
aforementioned definition of core compe-
tences and their characteristics the subsequent
matrix is generated: the relative competence
strengths, compared with that of competitors,
as abscissa and the present and future
customer value of competences as ordinate.
The chosen abscissa of ‘relative competence
strength’ contains the aspect ‘difficult to
imitate’. The latter is a must characteristic of
core competences. The ordinate ‘customer
value’ considers further characteristics of the
aforementioned definition.

One has to compare corporate compe-
tences with suppliers and competitors in order
to determine the relative strength of compe-
tences. Benchmarking is a useful method of
comparison (Mertins et al, 1995). Yet a
comparison with only direct competitors and
suppliers does not suffice. The comparison has
to include all companies that are potential
‘best performers’ concerning a respective
performance. The comparison should not be
limited to an analysis of rival products in the
sense of ‘reverse product engineering’. It
should also cover processes and structures.

With a strengths-weaknesses profile the
results can be illustrated. The performance
profile of one’'s own company can be
evaluated in relation to its competitors along
2 ‘low-high’ continuum. The relative compe-
tence strength that determines the position of
the respective competence within the portfo-
lio derives from all the factors taken into
consideration.

Define the present and future
critical success factors

The Identification of the Customer Value
of Core Competences

In order to identify the second dimension of
the portfolio, the customer value of compe-
tences, one has to define the present and
future critical success factors. Analyses on
three levels are necessary: environment, sector
and customer.

Strategic Change, August 1996
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Figure 3. An evaluated CD correlation chain.

The environment analysis tries to find out
about trends concerning the economy, tech-
nology, ecology and the social, political and
legal fields. Most of the time the company
cannot influence such tendencies. A sector
analysis of competitors and suppliers enables
the company to learn about two things. First,
the ‘rules of the game’ concerning competi-
tion. Second, to recognize the changing
influences on the company that result from
the industry structure. The same applies to an
analysis of potential competitors and subsitu-
tion possibilities. However, most important is
the customer analysis. In other words, the
identification of articulated and if possible
non-articulated customer wishes concerning
product characteristics and productrelated
services. Such analyses make the crucial
success factors of the company concerning
customers clearly visible. The employment of
a correlation chain has proven efficient for the
actual assessment of the customer value of
competences. As to its methodology, it
resembles quality function deployment (QFD).

QFD means to deploy quality functions of a
product in accordance with quality character-
istics demanded by customers (Akao, 1992,
p.-15). It is a product planning and develop-
ment procedure oriented towards cutomers’

wishes that consists of four phases. During
these phases, one derives the product, its
parts, its production and production process
from customers’ demands.

Yet the product-related QFD is too costly and
too detailed to be applied for the identification
of core competences on the level of corporate
strategies. A two-phases’ correlation chain
appears to be more useful. It takes the success
factors, crucial to competition, as a starting
point. It defines the customer values of
competences by looking at performance char-
acteristics of products desired by customers.
Again, the goal is to meet customer needs.
Competences have to be deployed and further
developed accordingly.

Thus, one can refer to this QFD pendant as
competence deployment (CD). The latter
consists of two ‘CD-matrices’ and constitutes
the competence portfolio. Figure 3 exempli-
ftes an evaluated correlation chain. The used
evaluation criterion is very general. It has
therefore to be adapted to the company-
specific situation.

The correlation chain ensures the transport
of critical success factors concerning custo-
mers and competition via performance char-
acteristics of products. The latter finally leads
to the required competences of the company.

Strategic Change, August 1996



Core competences and strategic business untts

231

Quadrant Il

¥ Competence Gaps

Quadrant IV

Core Competences

Customer value

Quadrant |

Competence Standards

Quadrant Il

Competence Potential

low

high

- 25

M i 705 Rel. Competence Strengthii RED Ly

Figure 4. The portfolio of core competences.

It is evident that individual performance
characteristics depend on several compe-
tences and vice versa. The sum of the
individual correlation provides the final re-
sults. The results indicate how important the
individual competences are — or should be —
with regard to the achievement of critical
success factors concerning customers. The
correlation chain allows for a rating of the
current and potential customer value of
competences. The concrete values provide
the second dimension for the positioning of
competences in the portfolio.

The Portfolio of Competences

The portfolio method is a comprehensive and
manageable instrument of analysis. It com-
bines the results of individual analyses,
reduces the information flow to its essentials
and renders the results visible. Within the
portfolio one can position the competences in
four quadrants using the worked out relative
competence strength and customer value
(Figure 4):

Quadrant I: Competence Standards
In the portfolio, competences with low
customer value and a relatively low
competence strength are called compe-
tence standards. Customers do not

consider them very important. Competi-
tors are able to master them better or as
good as we manage ours. The ability to
keep mormal business going is an
example of the aforementioned compe-
tences. Such competences might also
contribute to rendering the range of
performance complete. Misdirects can
also be part of the mentioned compe-
tences. Here, the company has not yet
recognized the sign of the times. The
listed competences do not generate
competitive advantages.
Quadrant II: Competence Gaps

Customers attribute high significance to
competences in this field. Yet the compe-
tence strength of the company is rather
poor compared with that of its competi-
tors. As a consequence, there are compe-
tence gaps between what the market
demands (competence requirement) and
what the enterprise is able to do (existing
in-house competence). One frequently
does not realize the situation. The reason
for this lies in the fact that many
companies do not examine their apparent
knowledge of success factors on the
market and with customers. Yet compe-
tences that belong to these fields are of
strategic relevance. These fields require
particular improvement.
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Quadrant III: Competence Potential
Competences that the enterprise excels
in—it is superior to others — yet which
are not attributed high customer value are
considered a potential. Many efforts to
develop competences are wasted efforts
for the following reasons. A number of
enterprises do not really grasp customers’
demand. They release products without
carefully considering the problems of
users. The R&ED syndrome is a case in
point. Here, one strives for technology-
loving overperfection that the customer
does not honour (overengineering). Com-
petences of markets that have changed
can also be part of this quadrant. Gen-
erally speaking, one has to try to relate
existing potential (strengtbs) to market
developments (chances).

Quandrant IV: Core Competences
Real competences that determine the
corporate profile exist only in the follow-
ing cases:

— If the competence strength of a company
is high in relation to that of its
competitors.

— If the competences can be attributed a
high present and future customer value.

The strategic idea to focus on core compe-
tences is indispensably connected to the
concentration of one’s own strengths against
competitors’ weaknesses (Snyder and Ebeling,
1992). There are more or less comprehensive
patterns of how to concentrate and coordinate
competences within the enterprise. This
makes it very difficult for rival companies to
imitate competences. At the same time the
aforementioned patterns allow for the building
of relative competitive advantages.

4. The management of core
competences

Competing on Competence means to view the
enterprise from a different perspective, to
manage and organize it in a new way. It
implies a profound change of organizational

structures and requires managers and employ-
ees to unlearn old concepts.

Summarizing, there are four central points
that determine the degree of strategic manage-
ment competence (Friedrich, 1995a).

Separation of outstanding
abilities from ordinary ones
is no easy task

To Recognize Potential

Self-realization is a prerequisite of a compe-
tence-oriented management. One has to
realize one’s own potential by assessing and
evaluating existing resources as to their
strategic value. The separation of outstanding
abilities from ordinary ones is no easy task.
Core competences are not necessarily visible.
They constitute highly complex, intangible
and diffuse entities.

The wrong understanding of the essence
and effects of competences might have fatal
consequences for the company’s future.
Underestimation as well as overestimation
can destroy values. Underestimation renders
potential future business fields invisible to the
company. The company overlooks them.
Overestimation, on the other hand, makes
the company incapable of competing.

Summarizing, the correct realization of
competences is the basis for their optimal
exploitation and futher development. Existing
competences are important indications as to
the future development of the company.

To Exploit Potential

At this point the right use and optimal
exploitation of the company’s resources and
competences are of central importance. Two
things should be taken into consideration:

@ the translation of relative different poten-
tials into real advantages in the market
place;

@ the use of those options that competitors
do not have.
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The challenge one has to face is to maximize
the return on resources. This statement might
sound trivial. Yet it insinuates new perfor-
mance targets for strategic orientation.

A dynamic management of
Dpotential is required

To Develop Potential

Exploitation implies a way of thinking that
relates competences to markets. In contrast,
the development of core competences de-
mands an opposite move. On a long-term basis
it is insufficient to exploit only existing
resources and competences for they are
subject to wear and tear. Thus, a dynamic
management of potential is required. New
competences have to be developed and
achieved. The analysis of existing abilities is
a precondition of the development of future
abilities.
Here, one has to:

e find out faster than others about future
business fields that offer challenges;

@ inform oneself about the kind of compe-
tences necessary for the aforementioned
endeavour;

@ fixate standards concerning the way of
development. In other words one has to
establish an estimated competence profile;

o formulate procurement strategies for
missing competences. They determine
the extent to which knowledge can be
developed inside or outside the company.
One obtains knowledge from the outside
through partnerships and acquisition. This
knowledge has to be absorbed and
internalized.

Timely possession of the right competences
is decisive for lasting success. So the compe-
tence to develop competences is crucial. It is
the ability that determines the competitiveness
of the company on a longterm basis. It is
crucial to the generation of new knowledge.
Yet the following abilities are also highly

significant: to coordinate and combine many
factors, to manage integrated processes, and to
develop routines in order to translate know-
ledge into concrete action and actual problem
solutions. The question of the development of
core competences thus leads to the question
of organizational learning (Helleloid and
Simonin, 1994). What it all comes down to,
is the demand on the company to increase its
willingness and its ability to learn.

The competence to develop
competences is crucial

To Keep Potential

Finally, competence-oriented management has
to be targeted at preserving competences.
One has to ‘cherish’ competences. Resources
have to be protected from fragmentation and
atrophy within the company. At the same
time, their unwanted and uncontrolled out-
flow or others’ access to one’s own compe-
tences has to be prevented.

5. Strategic architecture —
design for the future

Process Organization

The company needs a design for the future in
order to develop core competences and to
link them with strategic business units
(Stuhec, 1993). The development of a
future-oriented architecture requires more
than ‘getting rid’ of a few ‘weak points’ and
the precise coordination of existing tasks and
processes. One has to critically question what
exists and what one has achieved in order to
master change. A new orientation of the
entire company is necessary.

Hamel and Prahalad (1990) use a tree
metaphor to illustrate an appropriate strategic
architecture: as a tree develops from its roots,
the company develops from its core
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competences. They supply the nutrient for the
trunk and the longer branches that form the
core products. The twigs are the business
units. Leaves, blossoms and fruits represent
the final products. Individual employees and
technologies, however, do not mirror the
roots that nurture and sustain the tree. Above
all it is organizational learning processes that
constitute the roots. For example, the way
unequal resources and abilities are coordi-
nated as well as the way that technology
streams are combined.

Sequential Taylorism and division of labour
must be replaced by a continuously learning,
departments-overlapping process organiza-
tion. Such a structure has to be borizontally
oriented towards satisfying customers and
other stakeholders (Ostroff, 1992; Hinterhu-
ber, 1994 and 1995b; Eversheim, 1995).

The image of permeable streams flowing
through functional units and company depart-
ments symbolizes horizontal organizational
structures. These streams consist of processes
that combine resources of the company and
involve — while transcending boundaries —
suppliers and customers (Wildemann, 1993;
Ostroff and Smith, 1992).

The entire processes contribute to the
functioning of the company, but it is the core
competences that decide about the success of
the company. Here, the following principles

apply:

@ the concentration of resources and pro-
cesses determine core competences. Core
competences determine customer value
and increase in value of the company.
They might ensue from business processes

and are produced by the interweaving of
resources with abilities.

Sony’s ability to construct miniature
radios, for example, is based not only on
the theoretical knowledge of how to
integrate a whole radio into a chip. It is
the organizational learning process that
combines R&D, production and marketing
which engenders Sony’s unique core
competences in miniaturization. Compe-
tences that cannot be imitated.

e Core competences can be considered
strategic business processes if they pro-
duce decisive value for the customer and
other stakeholders (Zahn, 1993).

The Competitive Concept as a Connection
of Strategic Business Units and Core
Competences

Each strategic business unit develops a
strategy that makes it a leading competitor in
its market segments. The business unit utilizes
corporate resources (managers, employees,
material and financial resources, information
technologies, R&D, and production, distribu-
tion and service potential) and resources of
network members. The unit needs such
resources to hold leading competitive positions.

The competitive advantages of a strategic
business unit are usually based on one or a few
core competences that the unit shares with
other business units. Figure 5 portrays the
competitive concept of a strategic business
unit.

The objective is to satisfy stakeholders faster
and/or better than competitors and bench-
marking enterprises. This would increase the

Figure 5. The competitive concept of a strategic business unit (example).
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Competitive Concept

-

Strategic
Business Unit

Core Competences

Figure 6. The competitive concept links strategic business units with core competences.

value of the company. The competitive
concept links the strategic business unit with
core competences (Figure 6).

The entire competitive advantages of strate-
gic business units combined with the core
competences of the strategic network consti-
tute a global matrix structure. Such a structure
implies radical changes concerning the person-
nel and organizational structure of the network
company (Hinterhuber and Levin, 1994).

Coordination between each employee and a
number of persons who belong to the
strategic network is required. Such coordina-
tion follows the respective competitive con-
cept for the interests of various functional or
regional units and companies — each part of
the network is simultaneously affected.

In companies, working on a global basis the
exchange of managers and employees be-
tween the various countries is essential
(Handlbauer, 1995). This allows employees
and managers to familiarize themselves with a
respective culture ‘on the spot’. The ability of
the company to learn is vital; it is the outcome
of the ability of the company to produce new
ideas and new competitive concepts. Further-
more, it is the ability of the company to make
it the common property of all affected net-
work members.

The learning company as the
ideally communicating group

Like life, the company is in a state of ‘restless
development’. It does not know any kind of
standstill. Successful enterprises are — as cog-
nitive systems — always in motion. They
create values for their stakeholders. They
change and renew themselves. They adapt
themselves, taking action, to continously
changing conditions for things turn out
differently from what was expected. Each
successful company is a permanent new
beginning. A new beginning lead by the
striving for increase in value that determines
the essential continuity of the enterprise.

Successful enterprises are
always in motion

The enterprise as a cognitive system of core
competenices and strategic business units
seems to evolve into a network company.
Each member of this network concentrates on
its core competences and constantly develops

Strategic Change, August 1996



236

Hans H. Hinterbuber et al.

them further. Within the business units the
different core competences create value for
stakeholders.

This is the new vision of a network kind
of company. One can realize this vision to
the extent to which managers and employ-
ees fully develop their personal compe-
tences, assuming responsibility for internal
and external customers. Responsibility that
transcends their immediate working sector.
This vision is furthermore realized to the
extent to which employees and managers
are involved in decision-making processes. A
last factor that influences the extent to
which a vision can be realized is the
availability of efficient communication sys-
tems. Systems that guarantee the commu-
nication between all members of a network
(Dess et al., 1995).

Companies that learn faster and more
efficiently than competitors are ahead of the
latter in this new and altered world. This
advantage concerns management systems and
the combining of core competences with
strategic business units. Yet it particularly
concerns the change of employees’ and
managers’ attitudes.

We are approaching a period in history that
will be dominated by professional and social
powers. By powers of the mind and the soul
(Russel and Mahrabian, 1977). The latter can
only operate coming from the inside. If
powers of the mind and the soul determine
future competition, ideas will be attributed
more value than material and financial re-
sources.

The network company needs managers
and employees whose thinking transcends
the working field for which they are
responsible. They have to be able to put
themselves into the internal and or external
stakeholders’ position. They have to offer
values and benefits to stakeholders. This
presupposes an ideally communicating
group. It obliges to:

e consensus reached by discussion;

@ the creation of working and communica-
tion conditions that allow for coming very
close to this ideal.

These demands are based on the following
realization: compromises enforced by hier
archical authority contain destructive poten-
tial; there is a danger of suppressing structural
problems that need strategic solution. Employ-
ees might give up their personal commitment
concerning the enterprise. The variety of the
cognitive system might be lost and its dynamic
paralysed. One also has to point out that
consensus reached by discussion presupposes
a heterogeneous interpretation of the latter.
The aforementioned phrase does not stand for
an ultimate state of balance. Consensus refers
to a present stage of discussion and not to its
final goal (Lyotard, 1984).

Here, we are talking of a dynamic balance
that assumes an altered communication and
discussion culture. This new quality of relation
requires openness towards the limits of the
manageability of cognitive systems. It calls for
selfreliance, mutual trust, honesty and mod-
esty. The confrontation with insecurity
brought about by constant change and the
admission of painful alteration are also part of
the quality of relation.

Arduous work lies ahead for those who
commit themselves to increasing the interna-
tional competitiveness of the enterprise. Yet
the following aspect will render the work
more attractive and less difficult: the fortunate
combination of what one considers desirable
from a human perspective and of what is
advantageous to the development of the
(network) company as a system of core
competences and strategic business units.

References

Akao, Y. (1992). QFD-Quality Function Deploy-
ment, lLandsberg/Lech, Verlag Moderme
Industrie.

Barney, J. (1991). ‘Firm resources and sustained
competitive advantage’, Journal of Management,
1, 99-120.

Dess, G. G., Rasheed, A. M. A., McLaughlin, K. J.
and Priem, R. L. (1995). ‘The new corporate
architecture’, The Academy of Management
Executive, 9, No. 3, 7-20.

Strategic Change, August 1996



Core competences and strategic business units

237

DeWoot, P. (1990). High Tecbnology Europe,
Oxford, Blackwell.

Eversheim, W. (1995). ProzefSorientierte Unter-
nebmungsorganisation, Berlin-Heidelberg-New
York, Springer.

Friedrich, St. A. (1995a). Ressourcen und Kompe-
tenzen als Bezugspunkte strategischen Denkens
und Handelns-zur Renaissance einer stirker
potentialorientierten Fithrung. In: H. H. Hinter-
huber (ed.): Die Herausforderungen der Zu-
kunft  meistern,  321-354, lang-Verlag,
Frankfurt.

Friedrich, St. A. (1995b). Mit Kernkompetenzen im
Wettbewerb gewinnen. [0 Management
Zeitschrift, 64, No. 4, 87-91.

Friedrich, St. A. and Hinterhuber, H. H. (1994):
Strategischer Riickzug — Herausforderung fiir
die Unternehmungsfithrung. 10 Management-
Zeitschrift, 63, No. 7/8, 82-86.

Hamel, G. and Prahalad, C. K. (1994). Competing
Jor the Future, HBS Press, Boston.

Handlbauer, G. (1995). Kernkompetenzen in inter-
nationalen Unternehmungen. In: Hinterhuber,
H. H. (ed.)): Die Herausforderungen der Zu-
kunft meistern, Frankfurt, Lang-Verlag, 263-283.

Helleloid, D. and Simonin, B. (1994): Organizational
Learning and a Firm’s Core Competence. In:
Hamel, G. and Heene, A. (eds.); Competence-
based Competition, Chichester, Wiley, 213-239.

Hinterhuber, H. H. (1994). Paradigmenwechsel:
Vom Denken in Funktionen zum Denken in
Prozessen. Journal fur Betriebswirtschaft, 44,
No. 2, 58-75.

Hinterhuber, H. H. (1995a3). Die Strategie als
System von Aushilfen. In: Siegwart, H., Malik F.
and Mabhari, J. (eds.): Meilensteine im Manage-
ment. Unternebmenspolitik und Unterneb-
mensstrategie, Ziirich, 77-110.

Hinterhuber, H. H. (1995b). Business Process
Management: The European Approach. Business
Change and Re-Engineering, 2, No. 4, 63-73.

Hinterthuber, H. H. (1995c). Management von
Wachstums- und Schrumpfungsprozessen. In Cor-
sten, H. and Reifl, M. (eds.): Handbucbh Un-
ternebmungsfiibrung. Konzepte-Instrumente-
Schnittstellen, Wiesbaden, 417-427.

Hinterhuber, H. H. (1996). Strategische Unterneb-
mungsfiibrung. Volume 1: Strategisches Den-
ken, 6. Ed., Berlin-New York, De Gruyter.

Hinterhuber, H. H. and Friedrich, St. A. (1995).
Gewinnen im Wettbewerb der Zukunft, Gablers
Magazin, No. 3, 37-41.

Hinterhuber, H. H. and Levin, B. (1994): Strategic
Networks: The Organization of the Future. Long
Range Planning, 27, No. 3, 43-53.

Hinterhuber, H. H. and Popp, W. (1994). Der
Beitrag der strategischen Fithrung zu unterneh-
merischen Verinderungsprozessen. In: Gomez,
P. et al (eds). Unternebmerischer Wandel.
Konzepte zur organisatorischen Erneuerung,
Wiesbaden, Gabler, 107-134.

Hinterhuber, H. H. and Stuhec, U. (1995).
Kernkompetenzen und strategisches In-/Out-
sourcing. In Cuomo, G. (ed.) Scritti in ricordo
di Carlo Fabrizi. Padua, Cedam, 269-298.

Lado, A. A, Boyd, N. G. and Wright, P. (1992). A
Competency-Based Model of Sustainable Compe-
titive  Advantage: Toward a Conceptual
Integration. journal of Management, No.1,
77-91.

Lyotard, F. (1994). The Postmodern Condition: A
Report on Knowledge, Manchester, Manchester
UP.

Martin, J. (1995). Ignore your customer. Fortune,
May 1, 83-86.

Mertins, K., Siebert, G. and Kempf, St. (eds.)
(1995). Bencbmarking. Praxis in deutschen
Unternebmen. Heidelberg, Springer.

Ostroff, F. and Smith, D. (1992). The Horizontal
Organization. The McKinsey Quarterly, No.1,
148-167.

Prahalad, C. K. and Hamel, G. (1990). The Core
Competence of the Corporation. Harvard Busi-
ness Review, No. 3, 79-91.

Quinn, B. R. (1992). The Intelligent Enterprise,
New York, Free Press.

Randall, R. M. (1995). How to Reshape Your
Business to Fit the Future. Interview: Gary
Hamel. Planning Review, 23, No. 1, 6-11.

Riihli, E. (1994); Die Resource-based View of
Strategy. In: Gomez, P. ef al. (eds.), Unterneb-
merischer Wandel. Konzepte zur organisator-
ischen Erneuerung, Wiesbaden, Gabler, 31-58.

Russel, J. A. and Mahrabian, A. (1977). Evidence of
a Three-Factor Theory of Emotions. Journal on
Research in Personality, 2, No.3, 273-294.

Snyder, A. Y. and Ebeling, H. W. (1992). Targeting
a Company'’s Real Core Competencies. Journal
of Business Strategy, No. 6, 26-32.

Stalk, G., Evans, P. and Shulman, L. E. (1992).
Competing on Capabilities: The New Rules of
Corporate Strategy. Harvard Business Review,
No. 2, 57-61.

von Foerster, H. (1994). Wissen und Gewissen.
2nd ed. Suhrkamp, Frankfurt am Main.

Strategic Change, August 1996



238 Hans H. Hinterbuber et al.

Wernerfelt, B. (1984). A Resource-Based View of ternebmen, Frankfurt, Frankfurter Allgemeine
the Firm. Strategic Management Journal, 5, Zeitung.
No.5. 171-180. Withney, D. E. (1995). Is the make-buy decision a
Wernerfelt, B. (1995). The Resource-Based View of core competence? Workmg paper, _MIT Center
) . for Technology, Policy, and Industrial Develop-
the Firm: Ten Years Later. Strategic Manage- ment, May 11
ment Journal, 16, No.3, 171-174. Zahn, E. (1993). Die strategische Renaissance des
Wildemann, H. (1993). Lean Management: Strate-

Unternehmens. In: Zahn, E. (ed.) Fit werden fiir
gien Zur Erreichung wettbewerbsfdbiger Un- den Wettbewerb, Stuttgart, Poeschel.

CCC 1086-1718/96/040223-16 Strategic Change, August 1996
© 1996 by John Wiley & Sons Ltd.





