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Abstract

In today’s competitive environment, small and medium sized enterprises (SMEs) must focus
on strengthening their organizational capabilities, considered to be a vital ingredient for
building firms’ competitiveness. A number of factors may be deemed to be the drivers of
organizational capabilities. Thus, this study was aimed at investigating and discussing those
dimensions and their elements associated with organizational capabilities. The review of the
literature indicates that the fundamental approach to build organizational capabilities rest
heavily on organizational resources, organizational architecture, and organizational quality.
The initial model was developed and proposed. Then, in-depth interviews with twenty Thai
SMEs were carried out to verify the proposed model. Based on the in-depth interview results,
key modifications were made to adjust the model and make it more practical. Financial
resource, marketing resource, operational resource, and human resource are considered to be
key elements of organizational resources whereas planning system, information system,
compensation system, empowerment structure, learning culture, and teamwork culture are
deemed to be key elements of organizational architecture. Finally, quality of the company
and quality of products or services are believed to be key elements of organizational quality.
Firms who can effectively and efficiently manage these elements of organizational
capabilities will be able to compete and succeed in the market in the long run.

Keywords: Organizational Capabilities, Organizational Resources, Organizational
Architecture, Organizational Quality, Competitiveness
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1. Introduction

Small and medium sized enterprises or SMEs are the dominant form of business in all
countries worldwide. They are deemed to have a significant effect on the economic
development. SME sector is considered to be the largest provider of employment in most
countries around the world as well as a key source for technological and new product
development (Fan, 2010). Moreover, SMEs are thought to be the engine of growth and
essential for having an efficiently competitive market. They can help create jobs and reduce
poverty, provide value-added output, reduce imports and increase exports, and are a source of
skill development (Definition of SMEs, 2011).

SME businesses tend to be diverse. However, they seem to have some common
characteristics. They may have begun with just one idea or one product and expand their
product offerings from that point onwards. The majority of the owners tend to have technical
expertise with limited business skills and experience. These owners and their family members
are the ones in managerial positions and operate their businesses based on trusts and personal
connections, rather than formal business systems and contracts. The SME businesses often
have a family-like culture where the owners’ values and beliefs are used to run the business
and shared by all of the employees. SME owners’ visions and managerial styles tend to be
bounded by their skills and experience, the pressure of running day-to-day operations, and the
constraint of resources. Success or failure of these SME businesses tend to rely on the
owners’ business connections and their managerial styles (Section 2: Characteristics of SMEs,
2010).

SMEs are unanimously considered the focal point of Thai economy. In 2010, all the business
enterprises in Thailand consisted of 2,924,912 businesses. These can be categorized into
2,894,780 small enterprises and 18,387 medium enterprises. In terms of percentage, small
and medium sized enterprises (SMEs) made up of 99.60% of all enterprises in Thailand with
98.97% for small enterprises and 0.63% for medium enterprises. Large enterprises comprised
a very small percentage of all business enterprises in Thailand (The White Paper on Small
and Medium Enterprises of Thailand in 2010 and Trends 2011, 2011). The majority of the
SME businesses in Thailand have started out as family businesses. Some may not survive in
the market. The report indicates that the survival rate of SMEs in year one is higher than 95%
of all SMEs established in that year and has decreased in year 2 and year 3 with the survival
rate in year 3 lower than 90%. However, some of these SME businesses have grown and
become successful. It appears that they have tried hard to understand the competitiveness of
the business and have developed their organizational capabilities to respond to the changing
environment and the needs of the market. Those SMEs who have not paid attention to the
development of organizational capabilities may face a daunting task to compete and survive
in the market in the long run.

Organizational capabilities, as a result, are considered a vital ingredient for building firms’
competitiveness. They have been characterized as the most intangible of the company’s
resources and the most critical aspect of success elements (Spanos & Prastacos, 2004; Tomer,
1987). From a strategic management viewpoint, organizational capabilities can be considered
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a source of strengths and competitive advantage (Barney, 1991). Organizational capabilities
can be viewed as the foundation in which organizations utilize their strengths to increase
competitiveness, contribute to growth, and enhance organizational performance.

In today’s intense competition where on-time delivery, speed, quality, and cost are
considered essential ingredients to respond to customer needs, organizational capabilities are
considered vital to all firms who wish to succeed. Therefore, building organizational
capabilities are considered to be the key success factor in doing business. However, previous
research has offered relatively little in terms of detailed explanations concerning
organizational capabilities, particularly on SMEs (Garengo & Bernardi, 2007) and how they
are created (Lei, Hitt, & Bettis, 1996; Verona, 1999). As a result, the objectives of this study
are to investigate and discuss the key dimensions of organizational capabilities and their
related key elements essential for Thai SMEs as well as to conduct in-depth interviews with
twenty SMEs to verify the proposed model of organizational capabilities. Necessary
modifications will then be carried out to make the model more realistic and more practical to
Thai SMEs.

2. Literature Review
2.1 Organizational Capability

Organizational capability represents the identity of a firm as perceived by both employees
and customers. It is the firm’s ability to perform better than competitors using a distinctive set
of resources, systems, and structures. Generally, organizational capability is believed to form
the basis for competitive advantage. Building better products or services, providing products
with competitive prices, as well as focusing on technological innovation for improvement can
be considered sources of organizational capability. Organizational capability is based on the
principle that people in the organizations are significant to the success of the firms because
people are the ones who think strategically, manage work, make decisions, and allocate
resources. However, people alone will not be sufficient to create capabilities. Firms must
have sufficient assets that can be utilized to build competitive advantage. Firms must adapt to
the changing environment (i.e., customer needs and wants) by utilizing necessary assets that
are essential for establishing work systems, structures, and processes, paving the way for their
employees to create organizational competencies (Ulrich & Lake, 1990).

Organizational capability can be conceptualized as the networks of knowledge combining
people and assets which, as a whole, will enable organizations to perform their given tasks
more effectively. Assets will only become competencies when they are managed efficiently
and effectively by people (Tomer, 2003). Organizational capability can be defined as the
ability of an organization expressed in terms of human resources such as quality, skills, and
competence; physical and material resources such as machines, land, and buildings; financial
resources such as money and credit; information resources such as knowledge and databases;
as well as intellectual resources such as copyrights, designs, and patents (Organizational
Capability, 2010). Tomer (1998) defined organizational capability as the lasting productive
capacity of the firm expressed in terms of strategic patterns and activities implemented by the
firm. Kaplan and Norton (2004) referred to organizational capability as the ability of an
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organization to effectively and efficiently manage the process of change and activities. Stacey
(2003) referred to organizational capability as the organization’s ability to organize, manage,
coordinate, control, and govern sets of activities.

Studies have provided elements of organizational capabilities. Ulrich and Smallwood (2010,
p.1) state that “assets like leadership, talent, and speed are what produce superior market
value. A capabilities audit can show you how you measure up — and how to build on your
intangible strengths.” They have identified eleven capabilities that they believe that good and
well-managed firms tend to possess and competitive disadvantage will likely to occur with
firms who fall below the norm in any of these eleven capabilities. These eleven capabilities
are composed of talent, speed, shared mindset/brand identity, accountability, collaboration,
learning, leadership, customer connectivity, strategic unity, innovation, and cost efficiency.
Barney (1991) identified the firm’s systems involving planning, controlling, coordinating,
and reporting as the firm’s capability. Tomer (1995) stated that the firm’s organizational
strategy and structure, such as corporate strategy, organizational structure, culture and
organizational procedures were reflective of organizational capability. Barney and Hesterly
(1999) suggested that organizational capabilities were embedded in teamwork, trust, and
close relationships of individuals within the firm. Kaplan and Norton (2004) argued that
corporate culture, corporate leadership, shared goals, as well as knowledge sharing were
elements of organizational capabilities.

Numerous studies have also been conducted to grasp a better understanding of elements of
organizational capability. It has been shown that organizational capabilities can be derived
from marketing know-how (Vorhies, Harker, & Rao, 1999), flexibility (Lee, Beamish, Lee, &
Park, 2009), ongoing innovation (Brown & Fai, 2006), organizational learning (Bhatnagar,
2006; Hsu & Fang, 2009; Lee, Lee, & Lin, 2007), information processing and system
(Heusinkveld, Benders, & van den Berg, 2009; Service & Maddux, III, 1999), knowledge
management (Lee et al., 2007), firms’ resources which are based on resource based view
(Armstrong & Shimizu, 2007; Barney, 2001; Brouthers, Brouthers, & Werner, 2008; Fahy,
2000; Herrmann, 2008; Olavarrieta & Ellinger, 1997; Smith, Vasudevan, & Tanniru, 1996),
marketing resources (Srivastava, Fahey, & Christensen, 2001), human resources (Bacon,
2001), quality (Prajogo, 2007), and internal systems (such as logistics management -
outsourcing) (Persson, 1991; Qureshi, Kumar, & Kumar, 2007).

Past studies described in the above have suggested a number of elements associated with
organizational capabilities. These elements can be categorized into three major sources of
capabilities: organizational resources, organizational architecture, and organizational quality.
These three categories or dimensions must be present if firms wish to build a competitive
organization. Organizational resources refer to those resources that can be utilized to create
strengths for the firm. Organizational architecture refers to organizational systems, structures,
and culture that encourage work flow, employee morale and job satisfaction, as well as
knowledge sharing. Organizational quality is the last dimension proposed to influence high
quality work process and output. It is associated with the quality of the company as a whole
as well as the quality of output delivered to the market.
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2.2 Organizational Resources

Organizational resources are basically assets or means an organization can utilize to increase
productivity and competitiveness. Organizations may utilize different resources to
accomplish goals. The resources used by organizations can be in various forms such as
people, money, equipment, time, technology, infrastructure, information, knowledge, etc.
Those firms who can utilize their available resources more effectively and efficiently than
others will be able to achieve their goals and enhance their performance and competitiveness.

Drawing from the school of industrial organization (Stigler, 1968) and the early work of
Penrose (1959), scholars proposed a resource-based explanation of organizational
productivity and performance. The concept has been expanded and supported by the works of
Barney (1986, 1991) and also by those researchers who have been interested in the
development of the so-called resource-based view or resource-based theory (Aaker, 1989;
Amit & Shoemaker, 1993; Peteraf, 1993; Prahalad & Hamel, 1990). The resource-based view
of the firm indicates that the operation of a firm consists of a bundle of resources (Wernerfelt,
1984) including assets, processes, attributes, knowledge, information, know-how, etc.
possessed by the firm and that can be used to formulate and implement competitive strategies.
These resources will allow the firm to work and to implement its strategies more effectively
and efficiently (Olavarrieta, 1996). Firm resources can be tangible or intangible (Hall, 1992)
and may have been internally developed inside the firm or externally acquired from the
market.

The resource-based view (RBV) of the firm has provided a significant influence to the
management literature since the early 1990s (Connor, 2002). Researchers and scholars in the
area of the resource-based view (Barney, 1991; Peteraf, 1993; Wernerfelt, 1984) suggest that
competitive advantage of the firm could be explained by the differences of the firm’s
resources and their utilization. A firm may be perceived as a set of tangible and intangible
resources that can be combined and utilized to create organizational capabilities (Barney,
1991; Peteraf, 1993; Wernerfelt, 1984). If the first firm owns superior resources relative to
the second firm and if the second firm cannot access and utilize equivalent resources, then the
first firm is expected to have superior capabilities. Firms competing in the market are more or
less interested in building and seeking superior core capabilities, often referred to as core
competencies (Prahalad & Hamel, 1990). Superior core capabilities will enable the first firm
to gain higher achievement than the second firm (Peteraf, 1993). This in turn implies that the
first firm has a competitive advantage over the second firm and has the ability to provide
higher value for its customers. The resource-based view further proposes that sustainable
competitive advantage can be derived from having a set of resources that can be utilized to
create value in the marketplace (Medcof, 2000). Thus, one firm will be able to sustain its
competitive advantage over another firm only if the resources that are used to create superior
core competencies are durable and inimitable (Barney, 1991; Peteraf, 1993).

Barney (1997) suggests that possessing resources is not enough to create competitive
advantage. Firms need to be organized to take full advantage of their resources to attain
competitiveness. The resource-based view relies on two fundamental key concepts: resource
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differences (i.e., resources possessed by firms may differ) and resource immobility (i.e., the
differences may be long lasting) (Mata, Fuerst, & Barney, 1995). In addition, levels of
resource utilization are also a key determinant of competitive advantage. Even though several
firms may have access to the same resources, their competitive advantage may be different
depending on the level of utilization firms put on their resources. Resource differences are the
required condition for obtaining competitive advantage. Resource immobility is also the
significant condition for building sustainable competitive advantage. This is because
competitors would have faced cost disadvantage in acquiring, developing, and utilizing
resources, compared to those firms who have already possessed the same resources and
utilized those resources to build their competitiveness in the first place.

The three traditional sources of organizational capability consist of economic/financial
resource, strategic/marketing resource, and technological resource (Ulrich & Lake, 1990).
Economic/financial capability refers to the overall cost of the firm and the price of a product
may determine the extent to which customers derive value from an organization.
Strategic/marketing capability refers to the firm’s commitment to strategic/marketing
planning and implementation. The technological capability refers to the adoption of
technological tools/equipment and know-how to help increase the efficiency of the business.
Drawing from Ulrich and Lake’s (1990) conceptual framework, it is proposed that three
major resources contributing to the success of the firm consist of financial resource,
marketing resource, and technological resource. Financial resource can be defined as the
extent to which the fund is sufficient and available for operations. It also encompasses the
expertise in financial management that results in the effective use of fund and the effective
control of costs (Ulrich & Lake, 1990). Marketing resource can be defined as the extent of
knowledge and expertise in strategic marketing planning and execution, including market
analysis (i.e., in terms of consumers, competitors, industry, and the environment) and the
development and deployment of marketing strategies (Luo, Sivakumar, & Liu, 2005; Vorhies
et al., 1999). Along the same line, technological resource can be defined as the extent of
equipment, tools, and technological know-how that can be used to develop an efficient
organization, render quality products or services, and provide a quality workplace and a
quality of life (Eris & Saatcioglu, 2006).

Likewise, people or human assets are also considered a key resource of the firm. It is
considered to be one of the five traditional tools for successful management, which consist of
man, money, machine, material, and method (Schermerhorn, 2008). Barney (1991)
categorized human capital resource, such as experience and training, as part of the firm’s
resources. Thus, human resource can be defined as the extent of the collective value of the
organization's intellectual capital composed of competencies, knowledge, and skills
possessed by employees at all levels. This capital is the organization's source of creativity,
innovativeness, and competitiveness (Bassi & McMurrer, 2008; Human Capital, 2010;
Wright, Mitsuhashi, & Chua, 1998).

2.3 Organizational Architecture
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The term "organizational architecture" initially appeared in the book entitled “Organizational
Architecture: Designs for Changing Organizations” (Nadler, Shaw, & Shaw, 1992). The
concept was further investigated and reported in a Harvard Business Review article entitled
"The CEO as Organization Architect" (Howard, 1992). Organizational architecture involves
the creation and management of an organizational framework that covers all formal and
informal systems and structures. The focus of organizational architecture is to create an
effective framework for organizations that can help generate value to the organizations. The
concept of organizational architecture originally emerged from the area of organization
design (Nadler et al., 1992). However, the concept of organization design was considered too
narrow to be able to explain the complexities of an organization (Nadler & Tushman, 1997).
As a result, the concept of organizational architecture was adopted to refer to organizational
characteristics and to encourage a “holistic” approach to organization design (Nadler &
Tushman, 1988). In this sense, organizational architecture is referred to as the structure and
form by which a business operates.

Various explanations have been developed to describe the concept of organizational
architecture. Nadler and Tushman (1997) considered organizational architecture to be the
design of systems, structures, and culture that help the organization coordinate its works so as
to maximize its productivity and effectiveness. Nadler et al, (1992) defined organizational
architecture as all the systems, structures, technologies, processes, work practices, and the
people. Eikelenboom (2005) categorizes organizational architecture into hard and soft
elements. For the hard organization elements, organizational architecture is referred to as the
organizational systems and structures which hold organizations together. For the soft sense, it
is referred to as the environment of the organization, similar to the notion of corporate culture,
which creates a good working atmosphere.

The elements of organizational architecture are relatively widespread (Eikelenboom, 2005).
Most of the time, hard, structural, formal dimensions (such as systems, structures,
management processes, spans of control, assignment of decision rights, etc,) are combined
with soft, informal organization elements (such as support, cohesion, management practices,
employee attitudes, norms, culture, etc.) to create the framework of the organization. Both
aspects of hard and soft elements of organizational architecture are considered essential
components leading the organization to build competitive advantage. The key hard elements
involve the system and structure of organizations, namely, planning system, information
system, benefit system, and empowerment structure, whereas the soft elements involve the
learning culture of organizations. It is believed that these specific soft and hard elements are
key drivers of organizational competitiveness.

2.3.1 The Hard Elements

Organizational systems and structure are considered the hard elements of organizational
architecture. The three elements of organization systems considered to be key driving forces
include planning system, information system, and benefit system. The output of planning is
called a plan, which can be long range, intermediate range, or short range. It is considered the
framework within which the firm operates. The planning process enables management to
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understand more clearly what they want to achieve, and how and when they should do it
(Planning, 2010). Planning also helps forecast the future and makes the future visible (Kotler
& Keller, 2006; Krajewski, Ritzman, & Malhotra, 2006). Along the same line, case studies in
the information systems literature provide evidence that strategic information systems have
been used to gain competitive advantage (Gatian, Brown, & Hicks, 1995). In addition,
Eikelenboom (2005) examined the effects of benefits and rewards on organizational behavior
and strategic performance. In this light, it is believed that planning system, information
system, and benefit system will have an effect on organizational competitiveness.
Empowerment structure can be defined as the extent of management practice of
decentralization by providing employees with greater accountability and authority so that
they can take initiatives and make decisions to solve problems and improve products or
services and performance (Chebat & Kollias, 2000; Herrenkohl, Judson, & Heftner, 1999).

2.3.2 The Soft Elements

Organizational culture is deemed to be the key element of organizational architecture. It is
believed that learning culture will help enhance organizational capabilities. Learning culture
is basically the extent of the organizational culture that fosters constant learning and
knowledge acquiring so as to respond to the changing environment. It is the culture that
encourages and supports employee learning, thinking, generating new ideas, and disseminates
the knowledge throughout the organization (Cook & Yanow, 1993; Popper & Lipshitz, 2000).
Organizational learning addresses how organizations adapt to their environments, develop
new knowledge, and then achieve competitive advantage. A study shows that it pays to invest
in people-focused practices including building learning capacity, knowledge accessibility,
and professional development. Organizations that have greater commitment to the learning of
their employees seem to enjoy greater financial rewards (Conner, 2010). Organizational
learning culture was found to have a positive direct impact on non-financial performance but
have a positive, but indirect (through non-financial performance) effect on financial
performance (Skerlavaj, Stemberger, Skrinjar, & Dimovski, 2007). Drawing from this line of
reasoning, it can be argued that learning culture may have a direct effect on organizational
competitiveness.

2.4 Organizational Quality

Organizational quality is considered to be an organizational work principle or philosophy,
which will drive the organization to work right the first time and every time. Without high
standard and high quality of work, those available resources, systems, and structures will not
be able to function and be optimally utilized. Therefore, it is necessary for firms to have high
standard and high quality work principle or philosophy as one of their key capabilities.

Various definitions of quality have been offered in the literature. The various aspects of
definitions encompass customers, manufacturers, products, value, and transcendent. Edwards
(1968) defines quality as the capacity to satisfy customers’ wants whereas Juran (1988)
defines quality as fitness for use by customers. As for manufacturers, quality is referred to as
the degree to which a specific product conforms to specification (Crosby, 1973; Gilmore,
1974). In addition, Broh (1982) defines quality as the degree of excellence at an acceptable
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price and an acceptable cost. Pirsig (1989) states that quality is something that you know
what it is. You believe that something is of good quality if you have a good feeling about it.

A comprehensive concept of quality control and management is the concept of total quality
management or TQM. Having observed Japanese success on quality control, western
corporations introduced their own version of quality, i.e., total quality management or TQM
(History of Quality, 2010). The concept of TQM encompasses organizational culture and
attitude that strives to provide customers with quality products and services. The TQM
concept requires quality focus in all aspects of the company's operations. Concentration is on
doing the right thing the first time and trying to eliminate defects from the work process
(Introduction and Implementation of Total Quality Management (TQM), 2010). TQM is
therefore a philosophy that everyone in the organization work continuously together to
improve the work process and the operations of the company.

The concept of TQM has become a management tool, applicable to both manufacturing and
service providing firms. It provides guidance to an organization that fosters continuous
improvement. The TQM philosophy emphasizes a systematic, integrated, and
organization-wide perspective involving everyone and every function of the firm. It focuses
primarily on the satisfaction for both internal and external customers. The key aspects of
TQM are the prevention of defects and emphasis on quality at all levels of work. TQM is not
a choice but a necessity. It is an integrated effort leading to building competitive advantage
by continuously improving all aspects of work (Total Quality Management, 2010).

Total quality management is frequently considered to be a means for achieving competitive
advantage. In their study, Douglas and Judge, Jr. (2001) found relatively strong support for
the relationship between total quality management practice and the corresponding
competitive advantage. Martinez-Costa (2009) analyzed the linkages between total quality
management, organizational learning, and performance and found that implementing TQM
led to greater performance. By drawing from the market-based theory of competitive
advantage, resource-based theory of the firm, and systems theory, Reed, Lemak, & Mero
(2000) found that implementation of total quality management (TQM) helps generate a
sustainable competitive advantage for the firm. As a result, quality of the company can be
referred to as the extent of the adoption of the principle of total quality management as a
holistic approach to long term success that views continuous improvement in all aspects of an
organization and involves all employees in the organization, and will have an influential
effect on organizational competitiveness (Knights & McCabe, 1999).

Product quality/service quality is also deemed to be a key element leading an organization to
be competitive in the marketplace. The fundamental definition of product quality/service
quality is that the product or service must meet customers’ expectations. However, in order to
develop a more complete definition of quality, we must consider the key dimensions of
product quality/service quality. We follow the concept of product quality suggested by
Garvin (1987) who proposed eight dimensions of product quality, i.e., performance, features,
reliability, conformance, durability, serviceability, aesthetics, and perceived quality. With
regard to service quality, the concept of service quality has been proposed as a key driver of
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customer satisfaction (Juran, 1988). Gronroos (1984) and Parasuraman, Zeithaml, and Berry
(1985) consider service quality as the difference between customers’ expectation and actual
performance. Gronroos (1984) suggested three dimensions of service quality, i.e., technical
quality, functional quality, and corporate image, whereas Parasuraman et at. (1985) identified
five dimensions of service quality. The five dimensions proposed consisted of tangibles,
reliability, responsiveness, assurance, and empathy.

Perceived quality is considered one dimension of Garvin’s (1987) eight dimensions of
product quality. It can be referred to as the positive or negative feelings customers attach to
the offerings, based on their past experiences with the products or services. Perceived quality
can be used to evaluate the quality of products or services of the company. If the firm’s
products or services are of higher quality when comparing with competitors, consumers will
be more likely to continue their relationships with the company (Charters & Pettigrew, 2006,
Eisingerich & Bell, 2008, Garvin, 1987). Both quality of the company and quality of products
or services will essentially help enhance the competitiveness of the company.

2.5 Proposed Model of Organizational Capabilities

Based on previous research described above, our initial model was developed by identifying
strategic dimensions and their elements associated with organizational capabilities. These
strategic dimensions consist of organizational resources, organizational architecture, and
organizational quality. Organizational resources are proposed to cover financial resource,
marketing resource, technological resource, and human resource. Organizational architecture
will be composed of planning system, information system, benefit system, empowerment
structure, and learning culture. The last dimension of organizational quality is deemed to
consist of quality of the company and quality of products or services. All of the above
elements are proposed to influence organizational competitiveness. This leads to the
development of the initial model presented in Figure 1.
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Organizational Capabilities

Organizational Resources

« Financial Resource

« Marketing Resource
 Technological Resource
* Human Resource

Organizational Architecture

¢ Planning System

« Information System

« Benefit System

*« Empowerment Structure
* Learning Culture

Organizational
Competitiveness

Organizational Quality

* Quality of the Company
* Quality of Products or
Services

Figure 1. Initial model of organizational capabilities

3. Research Methodology for Model Verification

We attempted to verify the proposed model presented in Figure 1 by interviewing small and
medium sized company executives. The purpose was to check the definition of organizational
capability as well as to check whether all of the proposed dimensions and their related
elements associated with organizational capabilities were agreed upon. Finally, suggestions to
modify the model would be sought to make the model more practical to the business world.

In order to verify the proposed model of organizational capabilities, in-depth interviews were
conducted to obtain information. Twenty small and medium sized enterprises were selected
from the business database of the Department of Business Development, Ministry of
Commerce, Thailand. The top executives of these enterprises were approached and requested
for their cooperation in the interview process. We adopted judgmental sampling to select
qualified enterprises for the verification. We selected twenty enterprises for the in-depth
interviews. Ten medium sized enterprises (five manufacturing enterprises and five service
enterprises) and ten small sized enterprises (five manufacturing enterprises and five service
enterprises) were selected. The classification of small and medium sized enterprises is based
on the Promotion of SMEs by the Small and Medium Enterprise Promotion Act 2000 (2010)
which is presented below in Table 1.
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Table 1. Classification of small and medium sized enterprises

Fixed Assets (Million Baht)
Type of Business Small Medium
Manufacturing Sector <50 > 50 but <200
Service Sector <50 > 50 but <200

Source: Promotion of SMEs by the Small and Medium
Enterprise Promotion Act 2000 (2010).

The questionnaire used for the in-depth interviews is developed by considering the following
key points.

e The definition of organizational capabilities

e The classification of three dimensions of organizational capabilities

e FElements associated with each dimension of organizational capabilities

e The definition of each element.

e The effect of organizational capabilities on organizational competitiveness
The questionnaire for the in-depth interviews is presented in Appendix 1.
4. Results

Most of the results are consistent with the literature review. All of the interviewees agreed
that organizational capabilities had to do with the strengths and the expertise of the
organizations to compete successfully in the market. It is a necessity that all firms regardless
of their size must possess organizational capabilities and competencies in order to compete
efficiently and effectively in the market. The interviewees said that the fundamental resources
were essentially needed for the organizations to be successful. The ways the organizations
were set up were believed to be an important ingredient for the success of the organizations.
The ways the organizations were set up included good working systems, good information
technology, good and hard-working employees, employee involvement, top management’s
competence, supporting working environment, emphasis on working together as a team, and
the good and acceptable quality of products or services.

They all agreed that organizational resources, organizational architecture, and organizational
quality were key dimensions leading the firms to possess competitive advantage. Seventeen
interviewees said that all four elements of resources, i.e., financial resource, marketing
resource, technology resource, and human resource, were primary resources all firms needed
to have. Fifteen interviewees pointed out that the word “technological” may be confusing
since it might include information system proposed in the dimension of organizational
architecture. They suggested that technological resource in this case should have to do with
manufacturing or service providing technology, which should consist of manufacturing or
service providing machines, equipment, and tools.
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Regarding the dimension of organizational architecture, the interviewees perceived
organizational architecture to be the framework and design of the organization which
involved the administrative systems, the layout of the organization, the management
principles (such as chain of command, decentralization, and decision making), and the
ambience of the organization. The comments of the interviewees coincide with the review of
the literature which categorizes organizational architecture into the system, structure, and the
cultural environment of the organization. They all agreed with all the elements proposed in
the model as key elements of organizational architecture. However, twelve of the
interviewees suggested that the word “benefit” should be changed to “compensation” to
specifically reflect all the tangible and intangible incentives and rewards given to employees.
In addition, one extra suggestion from half of the interviewees was that the culture part
should also include teamwork culture since working together as a team was a significant step
in driving the company to achieve its desired goals in the long run.

Organizational quality was also perceived to be a key dimension driving organizations to be
the frontrunner in the industry. The interviewees agreed that building the quality atmosphere
for the whole company was deemed to be an essential element for successful organizations.
All of them indicated that quality of products or services was fundamentally important if
firms would like to be able to compete in the market. Five interviewees said that quality of
employees was also an important part of the company. However, the researcher clarified that
quality of employees was already captured by the human resource element of organizational
resources.

All of the interviewees agreed that all of the elements in the proposed model had an
influential effect on organizational competitiveness. Without the right ingredients, it is
difficult for firms to compete successfully in the market.

The results of the in-depth interviews were used to modify the initial model. “Technological
resource” was changed to “operational resource” to specifically capture the resources used for
manufacturing or service providing purposes. These resources include efficient and
technological advanced machines, equipment, and tools used in the manufacturing process or
service providing process. The word “benefit” was perceived to be too broad and, as a result,
the word “compensation” was used instead. Besides, teamwork culture was included as an
additional element of organizational architecture. Working together as a team would help
unify all members of the organization and, as a result, leading the organization to achieve
higher and more effective desired outcome and performance.

The modified model is presented in Figure 2 and the conceptual definitions of all the key
elements associated with the three dimensions of organizational capabilities are provided in
Table 2.
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Organizational Capabilities

Organizational Resources

« Financial Resource

» Marketing Resource
 Operational Resource
« Human Resource

Organizational Architecture

* Planning System

« Information System

» Compensation System

* Empowerment Structure
« Learning Culture
*Teamwork Culture

Organizational
Competitiveness

Organizational Quality

* Quality of the Company
* Quality of Products or

Figure 2. The modified model of organizational capabilities

Table 2. Conceptual definitions of all the elements in the modified model

Elements

Conceptual Definition

Financial Resource

The extent to which the fund is sufficient and available for operations. It
encompasses the expertise in financial management that results in the effective
use of fund and the effective control of costs (Ulrich & Lake, 1990).

Marketing Resource

The extent of knowledge and expertise in strategic marketing planning and
execution, including market analysis (consumers, competitors, industry, and the
environment) as well as the development and deployment of marketing
strategies (Luo et al., 2005; Vorhies et al., 1999).

Operational Resource

The extent of efficient and modern machines, equipment, and tools that are
used to develop an efficient manufacturing process or service providing process
(Eris & Saatcioglu, 2006).

Human Resource

The extent of the collective value of the organization's intellectual capital
composed of competencies, knowledge, and skills possessed by employees at
all levels. This capital is the organization's source of creativity, innovativeness,
and competitiveness (Bassi & McMurrer, 2008; Human Capital, 2010; Wright
et al., 1998).
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Planning System

The extent of basic management function involving formulation of one or more
detailed plans. The planning system includes identification of goals or
objectives to be achieved, formulation of strategies, development of action
plans, and implementation, direction, and monitoring of all the steps in the

proper sequence (Phillips & Moutinho, 2000; Planning Definition, 2010).

Information System

The extent of the system used in the gathering, processing, storing, and
dissemination of information. The technologies used comprise computer
technology and data communications technology. Computer technology
provides most of the storage and processing capabilities while data
communications provide the means for dissemination and access of information
(Belohlav, Raho, & Drehmer, 1990; Information System Discipline, 2010;
Messner, 2007; Pollack, 1982).

Compensation System

The extent of the tangible and intangible incentives to compensate employees
for their work. The salary, wages, and financial welfare given to employees for
the work they do are tangible compensation, whereas other forms of intangible
compensation, such as recognition and awards, can also be offered to attract

and retain employees (Tremblay & Chénevert, 2008).

Empowerment Structure

The extent of management practice of decentralization by providing employees
with greater information, accountability, and authority so that they can take
initiatives and make decisions to solve problems and improve products or
services and performance (Chebat & Kollias, 2000; Herrenkohl et al., 1999).

Learning Culture

The extent of organizational culture that fosters constant learning and
knowledge acquiring so as to respond to the changing environment. It is the
culture that encourages and supports continuous employee learning, critical
thinking, and risk taking with new ideas, and disseminates the new knowledge
throughout the organization (Cook & Yanow, 2003; Popper & Lipshitz, 2000).

Teamwork Culture

The extent of organizational culture that fosters the environment for group
work. It is the culture that emphasizes the value of working as a team. It is
believed that working as a team will provide more productive results than
working individually (Montes, Moreno, & Morales, 2005)

Quality of the Company

The extent of the adoption of the principle of total quality management as a
holistic approach to long-term success that views continuous improvement in
all aspects of an organization. It involves everyone in the organization and

encompasses all functions of the organization (Knights & McCabe, 1999).

Quality of Products

Services

or

The extent of the perception that the firm’s products or services are of higher
quality when comparing with competitors. (Charters & Pettigrew, 20006,
Eisingerich & Bell, 2008, Garvin, 1987).

5. Discussion and Implication

Organizational capabilities can be created, built, and maintained, and are considered to be
vital to the success of the organization. It enhances the strength, the efficiency, the
effectiveness, and the competitiveness of the organization. Organizational capabilities are
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deemed to be the fundamental sources of organizational competitiveness. Organizational
capabilities include a variety of dimensions. Organizational resources, organizational
architecture, and organizational quality are key dimensions driving the company to become a
competitive firm in the market.

Sustainable competitive advantage can be derived from having a set of resources that can be
utilized to create value in the market. The proposed elements of organizational resources in
the model are consistent with past studies. Enz (2008) suggests that financial resources,
human resources, and marketing resources have an effect on building competitive advantage
in the Outback Steakhouse in Korea. A number of studies have investigated and proposed
that human capital resource could provide firms with a source of competitive advantage
(Barney, 1991; Wright, McMahan, & McWilliams, 1994). In addition, operational resources
vital to the manufacturing process or service providing process are also considered to be a
vital ingredient for building competitive advantage (Newton, Dalglish, & Douglas, 2003).
Those firms who possess these four essential resources and can effectively utilize them will
be able to enhance their performance and competitiveness in the market. Financial resource
provides firms with the necessary working capital to manage day-to-day operations.
Marketing resource provides firms with the ability to acquire customers and compete in the
market. Operational resource provides firms with machines, tools, and equipment necessary
to manufacture good quality products or provide good quality services. Human resource is
sometimes deemed to be the heart of organizational success. Without good quality employees,
firms will not be able to effectively and efficiently manage their work and drive the company
to become successful.

Organizational architecture is basically an organizational framework that creates a working
environment that fosters success. It helps ensure that all aspects or components of an
organization can function cohesively to achieve its goals. Organizational architecture
encompasses organizational system, organizational structure, and organizational culture. The
three key elements of organizational systems include planning system, information system,
and compensation system. Planning system provides a direction for accomplishing objectives.
It 1s considered to be one of the firm’s capabilities (Barney, 1991). Planning helps identify
objectives, formulate strategies, and action plans that will lead to achieve the desired
outcomes (Phillips & Moutinho, 2000). With a good planning system, firms will be able to
perform their work more effectively since they know what they have to do to become
competitive and successful in the market. Information systems refer to the way the
organization gathers, processes, stores, uses and disseminates information through the
utilization of information system technology (i.e., software and hardware). A primary
function of an information system is to provide relevant information for managing work and
making better decisions. As a result, information system is the extent of the system used in
the gathering, processing, storing, and dissemination of information. In order to be successful
and competitive, firms must invest in modern and valuable information system technology.
Good information system technology will provide firms with information about the market
and their customers as well as information regarding their competitors. This information will
help enable companies to manage, work, and compete more effectively.
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Compensation given to employees is also considered a key motivational element that helps
stimulate employees to work harder and work more efficiently for the company.
Compensation system is believed to be a vital element of organizational architecture (Dess,
Rasheed, McLaughlin, & Priem, 1995). It refers to the extent of the tangible and intangible
incentives the organization uses to compensate employees for their work. It can be used to
attract and retain employees. Organizations must consider the compensation aspect of the
company and try to provide valuable incentives to their employees.

Another key element related to organizational architecture is the empowerment structure.
Employee empowerment has received extensive attention during the past few years.
Employee empowerment has become an important structure in many organizations; it is a
cornerstone for driving the organization to produce effective and efficient work (Harvey &
Brown, 2001). To motivate employees to work harder and better, firm must adopt a
decentralization structure that gives employees the authority to make decisions, to contribute
ideas, to exert influence, and to be responsible for their work. Employee empowerment will
help achieve greater performance, produce better results, and greatly enhance employees’
commitment and morale. These outcomes in turn are expected to have an impact on
organizational competitiveness (Lawler & Mohrman, 1998).

Organizational learning culture is also considered an essential element affecting work
effectiveness and efficiency. Firms that value learning tend to outperform those who do not.
In a learning culture, people take responsibility and support one another. They share
experience and learn from mistakes as well as successes. Good ideas are heard, acted on, and
rewarded. Thus, learning culture will help enhance employees’ knowledge which, in turn,
will make employees work more effectively. Teamwork culture is also deemed to be a vital
element driving the organization to be successful. Teamwork culture can be created and built.
It is a work culture that values cooperation of all members of the organization. In a teamwork
culture, people believe that working collaboratively will help produce a more effective
outcome. The ways people in the organization think, plan, make decisions, and act will be
better and more productive when they work cooperatively. Teamwork culture can be created
and fostered. Training employees to understand the value of working as a team will help. In
addition, emphasis on group work in organizations will also help foster the teamwork culture.

Two aspects of quality, i.e., quality of the company and quality of products or services, are
expected to be key elements affecting organizational competitiveness. Quality of the
company is considered to be vital for creating a quality environment for the company. It is
based on the concept of total quality management which emphasizes a management
philosophy that seeks to integrate all organizational functions (i.e., marketing, accounting and
finance, engineering, production, etc.) and make them work together to meet customer needs.
It is a philosophical concept that focuses on doing the right thing the first time. Likewise,
product or service quality is deemed to be the main source of competitive advantage, with 70
percent of privately held businesses ranking it as a strong or very strong source (Quality is
number one source of competitive advantage for privately held businesses, 2010). In their
study, Kroll, Wright, and Heiens (1999) conclude that product quality can enhance
competitive advantage, leading to increased returns. Higher product or service quality leads
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to higher degrees of competitiveness. Emphasis on producing good quality products or
providing good quality services will enable the company to successfully respond to the
market needs. It is a necessity for firms who would like to become competitive and successful
to render customers with good quality products or good quality services. Quality must come
first and must come with an acceptable price.

In today’s intense competition, SME businesses must strive for building competitive
advantage. The fundamental approach is to build organizational capabilities within the firm.
This study proposes a practical model for building organizational capabilities. SME
businesses must focus on having sufficient and good resources. Financial resource, marketing
resource, operational resource, and human resource are considered key resources the firm
needs to seek and manage. Organizational architecture is another dimension of organizational
capabilities. Companies must first have a good framework and a good design for the
organization before they can effectively and efficiently drive the operations of the company.
Planning system, information system, compensation system, empowerment structure,
learning culture, and teamwork culture are deemed to be key elements associated with
organizational architecture. The planning, information, and compensation systems must be
carefully designed and the structure must render employees with authority for making
decisions. Building learning culture and teamwork culture will help create a good working
environment that supports effective and efficient work. Quality is also an important
dimension for success. Without good quality products or good quality services, firms will not
be able to compete successfully in the market. To be able to produce good quality products or
services, firms must first create a good quality working environment. In order to make it
work, all employees of the company must value the concept of quality and work continuously
to improve the quality of products or services as well as to improve the quality of the overall
work process.

6. Conclusion

To drive for competitiveness, SMEs in Thailand must try to establish organizational
capabilities. Past literature has suggested varying factors that can be implemented to build
organizational capabilities. Review of the literature suggests that organizational resources,
organizational architecture, and organizational quality are key dimensions of organizational
capabilities. In-depth interviews were carried out to verify the initial model. We selected
twenty SME businesses for the in-depth interviews. Ten medium sized enterprises with five
manufacturing enterprises and five service enterprises as well as ten small sized enterprises
with five manufacturing enterprises and five service enterprises were selected for the
interviews. The purposes of the interviews were to investigate and verify the initial model,
particularly the definition of organizational capability as well as the three proposed
dimensions and their related elements as presented in Figure 1. The results of the in-depth
interviews indicate that interviewees agreed significantly with most parts of the model. Some
suggestions were provided to make the model more practical and realistic. The term
“technological resource” was changed to “operational resource” to reflect the machines, tools,
and equipment used directly for manufacturing process or service providing process. The
term “benefit system” was changed to “compensation system” to directly reflect the tangible
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and intangible incentives given to employees. In addition, teamwork culture was added as
another key element of organizational architecture. Successful firms will depend heavily on
group work rather than individual work. The final outcomes suggest that financial resource,
marketing resource, operational resource, and human resource are key elements related to the
dimension of organizational resources whereas planning system, information system,
compensation system, empowerment structure, learning culture, and teamwork culture are
considered key elements associated with the dimension of organizational architecture. The
quality dimension of organizational capabilities includes the quality of the company as a
whole as well as the quality of products or services. Firms who posses these elements and
have the ability to manage these elements more effectively and efficiently than others will be
able to compete successfully in the market. The contribution of this study is the development
of the model for Thai small and medium sized enterprises’ organizational capabilities. The
model provides guidance and directions for those Thai SMEs who wish to enhance their
organizational capabilities and, as a result, leading to improved organizational performance
and competitiveness. Future research may wish to concentrate on collecting quantitative data
from a large sample size to verify the model as well as comparing the quantitative data
collected from manufacturing firms with those from service providing firms.
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Appendix
Appendix 1. Questionnaire for In-depth Interviews

This interview involves the concept of organizational capabilities. Organizational capabilities
are considered to be the firm’s ability to perform better than competitors using a distinctive
set of resources, systems, structures, and the like. Generally, organizational capability is
believed to form the basis for firms’ competitive advantage.

Questions
1. In your opinion, what do you think is the definition of organizational capabilities?
2. Based on the literature, organizational capabilities can be categorized into three

dimensions of capabilities consisting of organizational resources, organizational architecture,
and organizational quality. Do you think these three dimensions are sufficient components to
build organizational capabilities? Why?

3. In your opinion, are there other dimensions that should be added to the organizational
capabilities? Why?
4. Let’s look at organizational resources first, what do you think should be the definition

of financial resource, marketing resource, technological resource, and human resource?

5. What do you think about those four elements associated with organizational resources?
What other elements do you think should be added to the dimension of organizational
resources?

6. Now, let’s consider organizational architecture, do you think it is appropriate to
classify organizational architecture into system, structure, and culture?

7. What do you think should be the definition of planning system, information system,
benefit system, empowerment structure, and learning culture?

8. What do you think about those elements associated with organizational architecture?
What other elements do you think should be added to the dimension of organizational
architecture?

0. Concerning organizational quality, what do you think should be the definition of
quality of the company and quality of products or services?
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What do you think about the two elements associated with organizational quality?
What other elements do you think should be added to the dimension of organizational
quality?

11. Do you think these three dimensions of organizational capabilities will have an
influential effect on organizational competitiveness? Why?

12. Do you have any other suggestions regarding the model? Please explain.
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