Strategy is like Kung Fu: 

“It is the art of turning your opponent’s strength’s into their weaknesses,

and your weaknesses into your strength’s”*
Canon: Competing On Capabilities

Case Study

Introduction

The ability to recognise and comprehend the sources of sustained competitive advantage for firms has developed into a key area of research within the field of strategic management.  Resulting in a vast quantity of literature surrounding the fundamental argument of what makes a good strategy. Consequently this has led to the emergence of many different perspectives of strategy.  However the two schools of thought that this essay will be focusing on are the positioning
 and resource-base view  (RBV) approaches to strategy, both of which are situated at opposite ends of the spectrum, creating a paradox of Market Vs Resources.  

Scholars of the outside-in school
 argue that successful firms are driven by the influences of the market and thus externally orientated (Day, 1990).  In other words success is dependent upon where a firm positions itself within the market.  On the other hand proponents of the RBV school,
 argues that success is dependent on the firm i.e. how it’s manages it’s resources. This essay attempts to use the above theory to explain and analyse the success of Canon Inc, and present a case for Canon’s participation within the computer industry, and pose suggestions for other industries that the company may find advantageous to their future product portfolio development.

Canon: Defined Terminology 

As a result of the wide range of research into the area of the RBV of the firm, there has been a lack of consensus on terminology when regarding what can be classified as a firm’s resource. Therefore for the purpose of this discussion the following definitions of what constitutes as a firms resource will be employed to clarify the debate (see footnotes 
, 
) Competitive success depends on a firm’s ability to transform a companies core competencies into strategic capabilities that consistently provide superior value to the consumer. (Stalk et al 1992).  

What these terms therefore have in common is that they both place and emphasis on the behavioral aspects of strategy. However contrastingly, competence places an emphasis on technological and production expertise at specific points along the value chain, whereas capabilities are more broadly based, encompassing the entire value chain.
  When regarding Canon, the majority of supporting literature to the case has argued that the firm is indeed a resourced-based strategist. At a first glance this may be true, but closer inspection may prove otherwise.

Canon: Are Their Capabilities A Recipe For Success?

Canon’s core competencies in precision mechanics, fine optics and microelectronics have enabled the firm to enter into and in many cases dominate markets as diversified as photocopiers, cameras, image scanners, and laser printers. However is Canon’s commercial success a result of their ability to utilize or even ‘stretch’ their capabilities in such a manner that it matters not whether their choice of industry is deemed initially unprofitable? Or is it the exploited advantageous factors within the firm’s industrial environment that have contributed towards Canon’s commercial achievements. Do their capabilities and resources add value by enabling it to exploit opportunities/ and neutralize threats? To enable a subjective argument to be built, analyses of Canon’s core capabilities must be executed.

Firstly Canon’s key capabilities lay under three categorized streams of corporate function, technological, marketing and manufacturing expertise. Canon’s key source of technological strength arguably rests within their seemingly productive R&D divisions.
  Their decentralized R&D divisions have developed an environment that fosters creativity and an inquisitive, yet systematic approach to research, of which innovative strategic literature has coined necessary to become a learning organisation.
 This is a transferable capability that Canon accounts for as one of their marketing strengths, as will be discussed shortly. This could account for the increasing investment into divisionalised R&D units between 1981 to 1990 
 (six times the amount of 1981), which has allowed for Canon to continuously develop their capabilities based around their competencies.  

This resource allocation, immediately validates an RBV approach, however on closer inspection, Canon’s encouragement of R&D personnel participation in consumer research/marketing activities, poses argument that outside-in, research capabilities are also being developed.  Day (1990) argued that an analyses from both perspectives needs to be deployed, during these critical activities. His views can be found viable, in the fact that Canon’s initial strategy regarding photocopier development was to target on a segment that Xerox had ignored, e.g. research into how competencies in microelectronics could be adapted to produce a smaller copier that succeeded Xerox’s market offering.  Therefore Canon’s determined R&D strategy, took its cue from customer needs and competitors activities, and used these signals to develop their own game plan (Jaworski and Kohli 1993).  Porter (1985) would further argue that at the time Canon was considering entry into this market, their competitive environment would have to be analysed under the five competitive forces
 to determine the attractiveness of the industry.  

One of Canon’s objectives for the Personal Copier (PC) was to launch at half the market price, to achieve this price-based strategy, they successfully developed their intangible relational resources (Lowendahl 1997) with external partners.
  As Canon stretched this external relations capability over at least two sources for each part, production was not held up, allowing for their tight J.I.T inventory to remain unaffected if suppliers failed.  This relationship-specific asset allowed for Canon to lower overall production costs, due to the lessened risk of hold-up.  Adding value to Canon’s value-chain
 (Porter, 1985).

This also in-turn enabled Canon to increase their speed to market, via time cost savings.  As well, as a result of Canon’s TS ½ programme, this speed capability was combined and enhanced with their approach to HRM strategy, which was based upon ‘best seller’ product performance.  Outlining that external-market factors here were certainly utilized when devising this part of their HRM strategy.  When Xerox’s patent’s expired, a rapid launch of their PPC was necessary to allow for Canon to develop further knowledge capabilities (e.g. patent knowledge) of the copier market (Green et al, 1995), before the new entrants that were anticipated to shortly emerge.

Canon’s learning capabilities, have certainly had a part to play in their overall marketing capabilities, argued by Cohen et al (1990) as being a result of prior knowledge that the firm has accumulated over time, with a relation to R&D investment.  Canon’s high ‘absorptive capacity’ (Cohen et al, 1990) is one of their key contribution factors to their commercial success.  

Canon: Managerial Success

During the time of Canon’s entrance in to the copier market, according to Prahalad and Hamel (1990):

“The most successful companies were those that followed ambitions entirely out of proportion to their capabilities and resources, claiming that it was their overarching ‘strategic intent’
 sustained at all organisational levels was what made them winner’s”

With regards to the copier market, for Canon, this meant in order to climb-over Xerox’s ‘Wall of Patents’, it required their management to create a whole new space in the industry that was uniquely suited to their strengths.  Simply imitating their product on price and quality, would not lead to a competitive realisation.  If Canon’s ambitions of becoming a premier global company were to be realised, managers understood that an active management process would need to be incorporated that allocated resources based on their intent (e.g. the development of the ‘PC’) 

The initial intent of beating Xerox’s offering resulted in manager’s effectively posing their engineers with the challenge of creating entirely new copier technologies based on their competencies.  To generate enthusiasm among the taskforce and mobilize the entire company behind the development

process, Tanaka (who had become the product champion) effectively used the slogan, “Let’s make the AE-1 of copiers.”  Hence “We’ve done before, let’s show we can do it again!”

Apart from motivating their design teams with challenges that were digestible before another was launched (A key weakness that Canon’s President had identified in the past).
   Canon’s HRM strategy of using 23 small cross-functional teams during the development of the ‘PC’, allowed for more effective communication across the firms divisions.  This united with decision-making and suggestion schemed employee empowerment across all divisions (e.g. Manufacturing’s: “stop and fix it” policy) allowed for speed, cost saving and TQM objectives (e.g. product reliability) to be met within the teams.  This resulted in many issues being resolved before they became problems.  

Combined with Canon’s “inverted thinking,” (defined by Canon managers as planning from scratch when left with no options).  Permitted Canon, when studying causes of copier troubles, to discover that 90 percent of them involved the drum. Which led the concept change and the genesis of the disposable cartridge.  From this analysis managers were able to set another goal of manufacturing drums for same cost of a beer can. 

Today employee empowerment within Canon’s SBU divisions has allowed for faster decision making and increased productivity, whilst enabling board managers to concentrate on the creating and implementation of Canon’s long-term corporate strategy.  

This challenges set by Canon, came as a result of analysing competitors, hence an outside in perspective to strategic planning is required. This approach is further supported by Day’s (1990) argument based on the concept of spanning capabilities.
  Therefore Canon were aware of the fact that they would have to stretch their capabilities in order to meet their target price-advantage, however also realised that they needed to re-invent the copier in order to further delay/deter Xerox from gaining the ‘attacker’s advantage’ (Christensen & Rosenbloom, 1995) in the ‘PC’ market.  

The fact that Canon can be deemed as a learning organisation through their placement of critical importance on continued growth through diversification, may arguably account for the seemingly “Don’t Run, Before You Can Walk”** strategy.  Of which is applied to many of its activities, such as initial product launch in Japan, and use of distribution channels.  This may have allowed for Canon to develop their resources and capabilities, however arguably at the expense of the market.  Once again this reinforces the conflicting view that the market is needed to develop a firm’s strategic planning for success and in-turn new capabilities.
 Whatever the case, Canon manager’s, especially during entrance into the copier market, successfully leveraged their capabilities-based activities in order to achieve enhanced value creation, thus a sustained competitive advantage.

As a result of this analysis it is certainly possible to argue that Canon is indeed a resource-based firm, in the evidential way that they have utilized resources and leveraged capabilities in order to ride the waves that their chosen industry may create.  However as discussed, there is plenty of evidence for the positioning approach being applied within Canon’s strategic planning of resource and capability usage. For example Canon’s intent on satisfying the paper size demands of the global market, of which financial figures indicate that Canon is heavily reliant upon
.

Canon: The Computer Industry

The corporate philosophy of Canon is ‘Kosei’, which means ‘living and working together for the company good’. This guiding philosophy has been clearly communicated to each employee and is engraved on the façade of corporate headquarters. Consequently, when given a challenge to develop a personal copier with certain characteristics, everyone worked cooperatively to meet it.  It is these organizational values that would possibly allow for Canon to achieve a successful entrance into the computer industry.

Their realisation of their strong brand presence within the office automation industry, and the beneficial carry-over effects of trust and reliability – arguably reinforced by their photocopying product’s reputation. This will give Canon competitive advantages surrounding market entrance, competitive positioning, and long-term performance. (Green et al, 1995)
 However, if Canon attempt to get by on the strength of their brand, and performance within the computer market is resultantly poor, occurring damage could be so severe, that other SBU’s may suffer in the long term.  This would mean that Canon’s diversified efforts of the past could become their downfall.

Canon’s scale of entry of new computer products is vital, due to the vast number of existing, established competitors within the industry.  Canon must continuously, fully utilize its marketing capabilities in order to get its product across. In other words, seriously ‘educating’ the consumer about their products and what benefits they offer over existing brands. This will be vital if Canon decide to go ahead with the development of multifunctional computer ranges.

Due to the fast technological pace of the industry, Canon’s product platforms will need to be built up quickly. Incremental innovations (such as a slightly faster processor) may allow for them gain a “fast-follower” second-mover advantage (Christensen & Rosenbloom, 1995), but will only allow them to remain competitive with their rival’s latest offerings.  This poses the question “So what can Canon do to sustain an advantage?”  The answer: They must use their ‘inverted thinking’ capabilities to consistently analyse consumer computer related problems, and pose solutions in the form of their product lines.  They must present the consumer with augmented differentiated products (Levitt 1986).  It is here where Canon’s knowledge of patenting will be imperative, for setting up entry barriers to new and incumbent firms.

Canon will also have to focus on their speed to market capabilities.  Therefore, even though Canon can be identified as fast learning, they must develop further relational-capabilities with component suppliers.  It is here that Canon may find problems surrounding entry barriers to certain computer related technologies, as a result of rival’s contracts with their suppliers (i.e. – supplier’s who are locked into contracts that only permit supply to one firm).  To get around this problem, Canon, who have tended to backward integrate on only unique technologies, may find it a necessary solution.  The company cannot afford to waste time or money waiting for suppliers to manufacture parts in this fast paced industry.  Canon’s process of decentralized decision-making within firms will allow for faster SBU management decision making which will surely aid this necessary speed to market approach.

Canon: The Future 

In the last three years, Canon have developed their R&D efforts within the field of Diverse Software Application.  This will open the pathways to a variety of new products that Canon may discover to be attractive to their future strategy inclusion. A major focus of this research has been based upon digital image and telecommunication technologies, based on their competencies that allowed them develop electronic-photography.  This will enable Canon to consider further develop new product concepts such as their suggested ideas based around image transmitting devices.  Devices such as these could include the next generation of mobile phones, with integrated technologies that allow for the transmitting of image and sound.  Companies such as Nokia and Ericsson have already shown an interest in these next generation phones, which means that if Canon was to consider entrance into this sector of the phone market, these would be the key rivals for them to either contemplate forming a joint R&D venture, or developing the technology themselves, with the possibilities of licensing the technology out if they do not wish to compete within the sector themselves.  Failing that “Beat Nokia” could become Canon’s new form of strategic intent.   Capabilities surrounding software application technologies will also open possible opportunities within the speech and text recognition product markets.  This would further allow for Canon to diversify their product ranges within the automated office industry.

Canon’s past-acquired competencies surrounding precision mechanics arguably would provide useful if Canon were to focus on the production of measuring technologies such as highly precise equipment such as process/measuring devices for advanced medical equipment industries, or even construction industries.

In the past Canon have been renowned for their creative destruction of their product lines, through the introduction of the bubble jet printer, over it’s laser-printing products.  Today Canon, has also expressed an interest in combining its digital image technology with that of broadband technologies.  This aims of these in-development technologies will allow for the storing and printing of images without the need of a personal computer.   Therefore this poses the question, if Canon were to launch this new broadband imaging technology, would they damage their share of the computer market, one that they potentially dominate with the launch of their multifunctional systems.

Conclusion

Throughout this report I have attempted to analyse the case of whether Canon’s commercial success is a result of their key capabilities.  To achieve this objective I used the two conflicting schools of the Resource-based view and Positioning.  On completion of this analysis, I feel that it is fair to conclude that Canon has achieved a lot their commercial success through their resource base, however I feel that this is key to the fact that Canon have managed, through HRM and marketing capabilities, to effectively develop itself into a strong learning organisation.  This has been a key factor in their abilities to continuously innovate new products into their chosen markets.  In other words their resource management is at the core of their success.  However I would also state that their strategy development is at the same time not based solely around what their key capabilities they have, but upon their external environments developments, leaning towards a more positioning school of thought.

To summarise Canon are indeed an effective example of an inside-out firm, with the ability to profitably adapt their capabilities to the demands of the market.  However if they are to be an effective presence within the computer industry they will have to seriously consider their external environments, due to the vast number of existing and increasingly new entrants into the industry, as well as the fast moving technological pace that is contained within it.

.
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� See Appendix 1: For a more extensive explanation of the Positioning and the Resource-Based View perspectives.








� Such as: Porter (1985) however not exclusively; Day (1990); Mintzberg (1990a); Jaworski and Kahn (1993); Webster (1994)





� Such as: Barney (1991); Stalk, Evans and Shulman (1992); Hamel and Prahalad (1993) 





�‘Core competences’ are an integrated bundle of skill and technologies that managers consider the corporation as a collection of competitively important competence, which could be used, in different products and markets. (Prahalad and Hamel, 1990)  These combinations of skill and know-how are provide competitive advantages for the firm that rivals find hard to imitate. (Johnson and Scholes, 1997)





� ‘Capabilities’ are sets of business processes that are strategically understood.  Every business has strategic processes that are understood that deliver value to the customer.  But few think of them as primary object of strategy. Capabilities-based competitors identify their key business processes, manage them centrally, and invest in them heavily, looking for long-term payback. (Stalk, Evans and Shulman, 1992)





� See appendix 2: For a Prahalad and Hamel (1990) Diagrammatical ‘Tree Root’ definition of Competencies  





�  Approximately 80-90% of Canon’s patentable inventions stem from their R&D product divisions.





�  Dosi (1982); Nelson and Winter (1982); Pavitt  (1990)





� Source: Ackenhusan and Ghoshal (1992) “Canon: Competing on Competencies” (In De wit and Myer 1998)





� Entry of New Competitors, Threat of Substitutes, Bargaining Powers of Buyers, Bargaining Power of Suppliers; see appendix 3





� Canon, where possible, always initially manufacture the required component in-house, in order to see time and cost resources would be on external partners.





� See Appendix 4: For further discussion of the Value-Chain





� See Appendix 5: For further definition of ‘Strategic Intent’  Prahalad and Hamel (1990)





� See Appendix 6: For Canon’s President Ryuzaburo Kaku Quote. 





� See Appendix 7: For a further discussion of Day’s (1990) “Spanning Capabilities”
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� See Appendix 8: For “Innovation Management Frame” Trott, P (1998) 





� Source: Ackenhusan and Ghoshal (1992) “Canon: Competing on Competencies” (In De wit and Myer 1998)





 


� See Appendix 9: For Green et al’s (1995) ‘The Entry Strategy Performance Model’
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