
Four Keys
Four key relationships are important

to consider in the pursuit of superior
organizational capabilities:

1. Aligning capabilities to strategy.
Capabilities are the means by which
strategies get implemented. Leaders
need a clear definition of the critical few
capabilities required for success. 

One key test for strategic alignment
is the length of your capability list.
The list should not exceed six
capabilities. Focusing on
the critical few allows
you to build capability. 

The second test for
strategic capabilities is
validating their linkage
to your growth strategy.
Businesses grow in three
basic ways: 1) by offer-
ing new products to
existing customers 2) by
offering existing prod-
ucts to new customers
or 3) by opening up
completely new prod-
uct/customer segments. Each path
requires a different set of organizational
capabilities that range from product in-
novation, to distribution channel man-
agement, to applications engineering.

The third test is to assess the past
investment decisions and future plans.
Capabilities need resources to mature
into a source of competitive advantage
and shareholder wealth. Ensure that
you have clear logic behind investment
choices and that resources are focused
on the critical capabilities that will make
a difference in business performance.

2. Establishing the right processes and
structure. Next identify what work com-
prises each of your core capabilities.
Segment all work on the basis of strate-
gic value. We suggest a three-tiered
scheme that includes: 1) strategic work
that creates distinctiveness in the eyes
of your customer; 2) support work that
makes strategic work more effective but

Building Capabilities

STRATEGY GETS THE GLORY, BUT LEADERS

can’t implement without the right
capabilities. A business gains advan-
tage only when it has the right capabil-
ities. Capabilities drive every aspect of
performance, including customer satis-
faction, competitive positioning, and
bottom-line results. 

Capabilities give customers, investors
and employees confidence that an organi-
zation can implement its strategy. Next
to delivering bottom-line results and
articulating a future growth strategy,
the development, measurement, and
management of capabilities is the primary
source of value impacting share price. 

Blueprint for Building
Let’s consider two areas of building

capability: individual competencies
and organizational capabilities. 

Individual competencies are either
technical or social in nature. Technical
competencies are an individual’s func-
tional or professional skills—things
that build one’s reputation as an expert,
thought leader, or specialist. Social
competencies, often referred to as lead-
ership competencies, allow individuals
to leverage their expertise to impact a
broader set of people or entities—skills
such as relationship building, influ-
ence, or setting direction. 

Organizational capability is com-
posed of three ingredients: design of
the organization, design of the work,
and people. Such capabilities result
from the combination of the way work
is performed, the way people are
organized to do the work, and the com-
petence of individuals performing the
work. All organizational capabilities
result from groups and individuals
working together to create a collective
output that is far greater than any sin-
gle individual contribution. 

does not create distinctiveness on a
stand-alone basis; and 3) transactional
work that has to be done to comply
with legal, industry, or generic business
requirements. In general, the strategic
work will be the processes and activities
that comprise your critical capabilities.

Design the processes that comprise
each capability. Design the work with
specific deliverables and world-class
performance targets and then execute
the work seamlessly through work
process. Next, decide how to organize
to perform the work. Ensure the struc-
ture does not impede the work process
and address any issues that result
because of a structure choice. 

3. Creating the right culture. Culture
will have a big impact on your ability

to build and sustain superior capa-
bilities. Learning, development,

and collaboration must
be embraced within
your values or guiding
principles. Does your
organization achieve its
breakthrough learning
through internal experi-
mentation or external
acquisition? Do you
adopt a more incremen-
tal approach through
internal continuous
improvement or external
benchmarking? Capabil-
ity building depends

highly on social competence. Groups
and individuals have to be rewarded at
the behavioral level for making this
happen—the leverage point is culture.

4. Selecting the right talent. Select the
best talent available for positions that
comprise the strategic work within the
select few capabilities needed to create
competitive advantage. This includes
both the technical competence to per-
form the work with utmost effective-
ness and the social competence to work
across boundaries and be effective
within the context of your culture.

Leaders must have metrics to moni-
tor individual effort toward developing
appropriate technical and social compe-
tencies, since capabilities are an integral
part of shareholder value creation. LE
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