[image: image1.jpg]



Enhancing Strategic Capital
Peter A.C. Smith, President, The Leadership Alliance Inc.
pasmith@tlainc.com
Key Words: Strategic Planning, Strategic Capital, Opinion Leaders,
Social Networks
Word Count: 2851 in article body & references
Pullout Quotes:
· It is not just “What you know” or even “Who you know” that ensures a successful outcome - it’s “Who you know well enough to trust for advice, or have confidence in to get things done efficiently and effectively” 

· Given the skepticism typically associated with a new strategic initiative, “opinion leaders” will critically impact its success or failure
· Visionary managers are in the vanguard of those who are turning to network visualization and analysis for usable insights into the network dynamics shaping both threats and opportunities in their organizations
· The various influential network agents have recognizable characteristics that can be identified through network visualization and analysis e.g. individuals who have influence as “opinion leaders”
Introduction

In private life, our strategy for buying something as simple as a book, or as complex as a car, involves turning to people we trust in our personal networks for help and advice. Likewise the business world’s knowledge economy is founded on having ready access to supportive trusting relationships across collaborative community-networks of all kinds. It is not just “What you know” [Human Capital] or even “Who you know” [Relationship Capital] that ensures a successful outcome - it’s “Who you know well enough to trust for advice, or have confidence in to get things done efficiently and effectively” [Social Capital] (Smith, 2005). 

Most managers and executives would agree that their organization’s Strategic Capital, the capability to successfully plan and execute strategy, depends to a large extent on the frame of mind and knowledge of the organization’s employees, and that these people have opinions and insights that are shaped for better or worse through their everyday human interactions. In other words an organization’s success largely depends on its aggregated Social Capital or Social Liability. Yet in the spirit of “the knowing-doing gap”, strategy is all too often designed and implemented in executive isolation, as if it were some kind of generic clockwork, with little or no attention paid to how a particular  organization “ really works”, or “who thinks what”. 
In concert with other authors, this article proposes that an employee-inclusive approach is a crucial aspect of effective strategic planning. Further, being able to visualize relationship networks across the organization, and identify informal opinion leaders and patterns of positive or negative influence, are critically important to the success of this or any other strategic exercise. This is particularly true before strategic plans are formalized, but non-the-less helpful at any stage of implementation. How such important information may be obtained quickly and cost effectively with employee participation using up-to-date Social Network Analysis techniques is described in this article. How this will enhance the organization’s Social Capital, and hence its Strategic Capital, is highlighted.
Strategic Planning – The Need For A New Approach

The term "strategic planning" is typically associated with a formal, lengthy, complex, and expensive process carried out by the executives of an organization, or by an elite planning group, conceptualized in stereotypically masculine terms and privilege. More than fifteen years ago Michael Porter wrote: “Strategic Planning in most companies has not contributed to strategic thinking. The answer, however, is not to abandon planning. The need for strategic planning has never been greater. Instead, strategic planning needs to be rethought and recast. While some companies have taken the first steps in doing so, few have transformed strategic planning into the vital management discipline it needs to be.” (Porter, 1987; pp. 17). Although there is evidence that strategic planning may improve organizational performance, many authors have echoed Porter’s view that traditional approaches to strategic planning are inapt to address the planning needs of dynamic competitive environments.
In attempting to address these shortcomings, the notion of learning as planning has been explored by a number of authorities (Leavy, 1998). Although clearly not a new concept (Ackoff, 1977; De Geus, 1988), the planning of strategy through explicitly learning-related contexts has only more recently found fertile ground as interest has grown in approaches such organizational learning (Schwandt & Marquardt, 1999), intellectual capital (Andriessen, 2003), and knowledge management  (Groff & Jones, 2003). By contributing a language that can be used to discuss the direction and priorities of the enterprise, the balanced scorecard tool and related strategy map have contributed to this growing interest (Kaplan & Norton,1996; Kaplan & Norton, 2004). 
It seems logical in today’s dynamic and uncertain environment that the capacity for strategic learning through innovative, divergent strategic thinking rather than conservative, convergent strategic planning would be central to creating and sustaining competitive advantage. According to Pietersen (2002) strategic organizational learning has four key steps - learn, focus, align, and execute. These steps form a cycle that combines learning, strategy, and leadership into one process, embedding learning in the "capacity for `rethinking' the nature of its [the firm's] business and its current strategic posture in the most fundamental way" (Leavy, 1998; pp. 459). In this approach strategy making forms a natural part of formal or informal activity and sense-making, and many members of the organization are involved rather than a select few.
The value has long been recognized of having an organization’s staff and middle-managers participate in the formal strategic planning process, or at least of having mechanisms in place to access the knowledge and expertise residing within the organization's ranks. However, the involvement of employees in strategic thinking and dialog seems seldom to have been solicited, although at least one case has been reported (Smith & Day, 2000). Unfortunately, as the complexity of the business environment increases, good communication and shared understanding among managers and staff are vital. The key to executing strategy is to have people in the organization understand it. Otherwise they do not know what is expected of them or what they are required to do, and they “turn-off”.
Ackoff (1977) has long insisted that it is critical for strategic planning be “interactive” and “participative”, focusing on “making it happen” by facilitating learning, and by exploring and exploiting situations as they eventuate in dynamic fashion. Ackoff has also emphasized the benefits of interactive and participative planning with regard to addressing tacit everyday organizational realities such as culture, politics, and mindsets. This is important because according to De Geus (1988; pp. 70) “... planning means changing minds not making plans”. 

The challenge for managers therefore is to institute a more employee-inclusive routine for effectively collecting, sharing and exploring the information needed to inform and implement strategic action. This paper sets out a uniquely simple way that managers may design the context within which employees can contribute to the strategic thinking of the organization whilst creating a culture that will be conducive to creativity and innovation, and motivated for planned change. 

Social Capital And Change
Smith & McLaughlin (2003) argue that the success of any significant change or strategic initiative will be critically dependent on understanding, and improving as necessary, the collaborative characteristics of an organization’s culture. They propose that lackluster execution can often be traced to non-rational emotion-based “people-factors” that negatively influence interpersonal relationships, and that are ignored during typical project implementation.
In other words, the extent to which formal and informal conversations, story telling, and trust-based interactions of all kinds, can take place across stakeholder communities is critical to learning and the widespread sharing and introduction of new ideas. The concept of Social Capital (SC) is useful for representing the collaborative status of relationships across an organization. Although there is no uniformly accepted definition of SC, its meaning in an organizational setting has been captured by Gabbay & Leenders (1999; pp. 3): “The set of resources, tangible or virtual, that accrue to a corporate player through the player’s social relationships, facilitating the attainment of goals”. Each individual’s relationships with other individuals in an organization form that individual’s SC for better or worse; close relationships enhance SC, whereas distrust and lack of openness cause low SC (sometimes termed Social Liability). Furthermore, the SC of individuals in an organization aggregates into the SC of the organization.
Where one or more individuals in a community have attained high SC, another important consideration is the prestige or influence that they have acquired versus other individuals in the community. These influential “opinion leaders” are in general highly trusted as advisors by other individuals for potentially a variety of reasons e.g. personal attributes, expertise, knowledge, longevity, local deployment, power. They are seen as removing risk from innovation by providing an evaluation of local “fit”. Given the skepticism typically associated with a new strategic initiative, “opinion leaders” will critically impact its success or failure. Their role in the diffusion and adoption of innovation is highlighted in Figure 1 which based on Rogers (1995) and is consistent with the author’s experience. In the Figure, innovation is traveling from left to right across the various subgroups of the community. About 14% of community members may be expected to be “opinion leaders” and about 84% of members will rely on their advice. Each sub-group of the overall community serves to reduce the risk of adoption for the sub-group that follows it. 

- Figure 1 about here -

Once opinion leaders have been identified their views regarding all aspects of the organizations strategic agenda may be ascertained and they may be more formally organized e.g. in advisory groups, communities of practice and the like. Where strategic or other change initiatives are congruent with the aspirations of the opinion leaders, “buy in” is assured, and adoption accelerated as noted above. Speeding up the adoption process is very important since as De Geus notes (1988; pp. 71) it takes from 12 to 18 months in a traditional strategic planning setting for an organization to act on strategic signals. Although all members of an organization will not have a direct voice in this approach, their views will certainly be articulated in a focused and visible fashion. When the SC of the organization is poor, and/or the opinion leaders are negative or apathetic to proposed strategic options, it is no less important that the organization’s decision makers be aware of the situation.
An organization that has an up-to-date assessment of its SC, a visualization of the influence patterns across its formal and informal social networks, and a list of its opinion leaders, will clearly be well placed to sort out how to effectively evaluate its various strategic options. As a bonus, innovation adoption may be accelerated if influence patterns and opinion leaders have been identified so that communication may be facilitated between sub-groups. Activities to achieve these various objectives are described in the next section. 
Network Visualization And Analysis

The notion of networks as a dominant organizing principle to explain how organizations work is attracting significant interdisciplinary interest. An organization’s strategic capital assessment is the key to successfully understanding the potential of the organization to strategize and perform, and network visualization and analysis is an important part of this effort. Visionary managers are in the vanguard of those who are turning to network visualization and analysis for usable insights into the network dynamics shaping both threats and opportunities in their organizations. Cross and Parker (2004) provide many instructive examples from their practice, and case studies are available from the author.
Stakeholder relationships are important intangible assets that contribute directly to value creation. Network visualization and analysis surfaces these relationships and therefore opens them to better management and optimization. Subject matter expert networks, leadership networks, learning and innovation networks, and communities of practice are examples of organizational structures that contribute directly to value creation and strategic initiatives. In order to prosper, organizations must create as much value as possible from these and other assets. 

Network visualization and analysis depends on the special techniques of Social Network Analysis (SNA) to reveal the complexities of how people communicate and interact in social networks by mapping the relationship patterns across an organization’s formal and informal social networks, and by identifying its opinion leaders. SNA is comprised of a number of complex mathematical routines; however, simplified descriptive texts are available, for example Scott (2000). Hampered by its earlier theoretical focus, SNA is only now emerging as a practical and dynamic approach to addressing real organizational problems (Kilduff & Tsai, 2003). Because of its mathematical complexity, computer programs are typically used for calculation and display (Borgatti et al, 1999). 

In practice, data regarding “who influences whom” with respect to some indicator of interest are first collected from the target organizational population, or the whole organization. This data-gathering constitutes a separate “front-end” phase and is not part of the formal SNA software. In the past this was a very time consuming manual task involving interviews and/or lengthy questionnaires. Today database software exists to streamline and automate this function e.g. KNETMAPTM (Konverge Digital Solutions Corp.), and a typical data gathering process would begin with a query sent by email to all individuals in the target community e.g. “In getting your regular work done effectively, who would you go to for help in solving a problem? If no one, please do not answer the question”. Each person selects from an online list of names that are recognizable as colleagues and co-workers. New names e.g. external contacts, may be added online to the list.

Based on data that each staff member voluntarily provides in response to the query, a visualization or map is generated in real time. An example of such a map is shown in Figure 2. Networks are defined by:
· “actors” who are individuals in the target community and who are shown as filled circles called “nodes” in Figure 2

· “relationships” indicated by arrowed ties between nodes in Figure 2 where the direction of an arrow A ( B indicates that A goes to and is influenced by  B with respect to that query, or A (( B indicates that the activity is reciprocated. An absence of a tie indicates no relationship with respect to that query
· “attributes” associated with each node e.g. role, tenure    

Each network map depicts a particular dynamic in the organization by showing who goes to whom for specific information. These maps can be archived for retrieval at any date, either for decision support, location of expertise, or to monitor changes in existing networks; and the nodes (representing individuals in the network) can be labeled or anonymous. The maps show not only how the individual employee operates within their team or department, but also show how teams and departments interact with one another, and how individuals/teams interact with external stakeholders. The ability to map this in a way that is immediately shared throughout the organization is a vast step forward beyond conventional data gathering. The appropriate SNA is then applied to these data to produce additional network-related assessment and visualization for local interpretation.
- Figure 2 about here -

The various influential network agents have recognizable characteristics that can be identified through network visualization and analysis e.g. individuals who have influence as opinion leaders or who are important network links across organizational boundaries. Networks themselves may be characterized as displaying effective or in-effective social communications and collaborative archetypes. In this way key informal and formal players are identified, the relationship networks visualized and compared to optimal patterns, and actions undertaken as necessary to realize the potential envisaged for the initiative at hand
Conclusions

Utilization of network visualization and analysis will provide a sound foundation for an employee-inclusive approach to strategic planning e.g. based on focus groups of opinion leaders. Overall, this approach will contribute to more effective management of social capital by facilitating definition and exploration of the organization’s strategic options, and by aiding and accelerating implementation of the organization’s strategic undertakings. In other words it will significantly enhance the organization’s strategic capital. 
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Figure 1
Diffusion And Adoption Of Innovation (Rogers, 1995) 

Figure 2

Example Of A Network Map
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