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	SLIDE
	NOTES

	1
	Note the juxtaposition of the Business and Institutional sectors. Because much of the research on capacity in semi-public organizations is being done by large institutions such as hospitals, universities, hydro-electric agencies, ports, etc. a number of new approaches to CD in the non-public but also  non-business sectors has been experimented with by these institutions over the past 20 years or so.   Their motivation includes competition for scarce financial resources and a need/requirement for accountability. 


	2
	a) Note: refer to slide 8 and to note b) below. The business literature has become much more specific and precise in its use of the terms capabilities, capacities and competencies over the past few decades. This has been driven by the business sector that has found it necessary to focus in on specific needs it might have to meet market strategies in the face of globalization and competition generally.  The terms are not interchangeable, and care must be given to using the words at different levels of thought (for example, the leadership capacity of a sector,  the delivery capacity of the education ministry and the capacity of the health agency to test samples in order to ensure compliance with avian flu control regulations). Much would be gained if more specific terms were used depending on the context.  
b) See Helfat, C. et al, “Dynamic Capabilities-Understanding Strategic Change in Organisations” Blackwell 2007,  p 121 for definitions. This text is recognized as a foundation in the capacity literature by most business schools and large firms. See also March , J.C and Olsen, J. “Democratic Governance” Free Press, 1995, and especially chapter 4 where one can find a detailed analysis of “capabilities”. These latter two authors were pioneers in the “capability school” in political science and political economy. Other parts of that text deal with accountability. 
c) For a complete definition of what we mean by “business” and “institutional” see Scott, W. R., 1995


	3
	a) For a description and discussion of “dynamic capabilities” see Helfat  et al (2007).
b) The hierarchy noted in the third point can be horizontal, complementary or vertical.


	4
	a) Isomorphic mimicry is explained in detail in Pritchett et al (2010). 
These authors develop the case for, and warn against, the risk of ‘’isomorphic mimicry’’ that usually open the capacity trap:

<<The conflation of form and function, we argue, has been one of the most ubiquitous but pernicious mistakes of development policy over the last sixty years, and is manifest most clearly in widespread implementation failure.

The mechanisms and techniques of bank robbery may be much more common and identifiable than the reasons. One technique that facilitates persistent failure is ―isomorphic mimicry: the ability of organizations to sustain legitimacy through the imitation of the forms of modern institutions without functionality. Another is that external engagement can actively hinder the emergence of domestic, organically-evolved functional organizations, paradoxically, by pushing too hard and creating pre-mature load bearing so that stresses exceed capability. To account for these factors, we need a basic framework.>> 

On the topic of “lifecycles” and CD, refer to Helfat, (2003). The authors use real-world experience with business firms to articulate a typology or the paths that are possible for the evolution of organisational capabilities over time. The models help to explain the sources of heterogeneity in organisational capabilities over time, and are accompanied by basic approaches to defining the likely paths that an organisation will follow during CD. 

 [image: image1.emf]


	5
	a) The business literature is quite consistent in its use of the terms capacity, competency and capability, but it points out that there are many categories of capabilities:

· Strategic / Dynamic
· Operational
· Organizational
· Managerial
· Learning
It also suggests avoiding automatically giving organizational characteristics various anthropomorphic constructs that are the same as individual or small group characteristics. For example, an increase in “the capability to dynamically adjust to market changes” does take place the same way as an increase in “the capability to identify restricted goods at the border”.  One can see the preponderance of human factors in the CD of the latter but not the former, which is more systems, information and capital related (for example).

b) There are a great many examples of transformation strategies that are available for review. The key is to choose one that fits the CD that is required, and not only one that is comfortable for the decision-maker. 

 

	6
	a) In the business sector, the need for “having to account” is intrinsic to each activity, and the consequences for not being able to do so are clear. That does not mean that failure is not an option…it means that failures need to be clearly explained.  

b) On erosion and risk, the practice in the business sector entails not looking at only one component at a time. Practitioners need  to examine the entire set of components:  people, systems, procedures, out-sourcing, etc. 
c) 

	7
	a) There is a greater sense of urgency and a clearer set of benefits within the business and institutional sectors. The pressure to remain a player and to grow is intense, and much has been written on the critical need to know how to do that. This “capacity” to grow (a concept which has the equivalent in the ECDPM “5C” model as “survive”) is not only a concept but very real, with targets and clear obstacles and challenges to overcome. The Public Sector in many OECD countries are now waking up to this new reality. 

b) David J. Teece, (Teece-2009). the pioneer of the ‘’dynamic capability school of thought’’ in the business field launched in the early 90’s an endeavour:

 “to specify the nature and micro-foundations of the capabilities necessary to sustain superior enterprise performance in an open economy with rapid innovation and globally dispersed sources of invention, innovation, and manufacturing capability. Dynamic capabilities enable business enterprises to create, deploy, and protect the intangible assets that support superior long- run business performance. The micro-foundations of dynamic capabilities—the distinct skills, processes, procedures, organizational structures, decision rules, and disciplines—which undergird enterprise-level sensing, seizing, and reconfiguring capacities are difficult to develop and deploy. Enterprises with strong dynamic capabilities are intensely entrepreneurial. They not only adapt to business ecosystems, but also shape them through innovation and through collaboration with other enterprises, entities, and institutions.>> 

Lest anyone believe that the public sector and SOE cannot apply this concept, it is interesting to recall that many already have. The Natural Resources  Department in Canada has published its long-term strategy based on this concept, as has British Rail, Brazil’s Ministry of Health and most state-owned airlines. 



	8
	This diagram, like all models, needs to be interpreted and can only be understood under the assumptions that were used to create it. 

	9
	The model identifies that a series of design parameters are used to create a set of performance criteria that the CD must attain. The performance specifications will have been previously defined by management. Each of the design parameters influences the other. This model assumes seven parameters but other models could have been developed by combining or segregating the parameters into a smaller or larger number. 

A considerable pre-investment effort is made in defining the performance criteria and the CD strategy (or transformational strategy) best to ensure that they are achieved. That effort also includes detailed analysis of the execution processes and how they will work: individually and as a whole. The model also recognizes that any CD effort should feed back into corporate processes (ex. learning how to improve capacity) and that some corporate processes need to support the CD effort (ex. leadership and support). Ownership per se is not represented as we believe that ownership is not a design parameter in and of itself. 

	10
	“Public value” is a term often used by ECDPM. It is central to the concepts of political economy, but not really useful as a reference or goalpost in CD since it has no targets per se.  The same logic can be applied to “Common good”. Pursuing “public value and common good” are key justifications for supporting Civil Society, and the CD in that domain needs to be very specific in terms of the capability that would be required (within the specific context under analysis) in order for CS to play its desired role.

In terms of “Capacity for What”, the development approach is generally Weberian in that it assumes that an organization must have all the necessary capacities in-house and they must be developed from within.  While radical, other approaches to capacity are being promoted around the world. These approaches are based on business-sector  (i.e. market) models and generally transfer the responsibility and accountability for certain functions to other partners or stakeholders. 

Two very interesting examples are the budget support approach (which has had many positive, as well as negative reviews), and approaches based on payment for the delivery of services by stakeholders. 

The budget support approach has been described in many documents, and of particular interest is the reaction of watchdog groups to the way the approach has been implemented. For example, refer to the various EU Cour des Comptes reports that deal with accountability and due diligence. It is interesting to note that by far the CD that is undertaken through or parallel to BS relates to Public Sector Finance, and is essentially process related. 

The Cash on Delivery approach proposed by the Center for Global Development represents a serious move in the direction of CD for targeted results and performance. See: Birddsall, Nancy, and William D. Savedoff. 2010. Cash on Delivery: A New Approach to Foreign Aid with an Application to Primary Schooling. Washington: Center for Global Development. Some of the spin-off approaches that are possible from the use of this approach have involve the payment of stipends to families for letting their children attend school or receive vaccines. We have not found any evaluation or assessment of the extent to which these approaches have increased the capability of the responsible organizations.  



	13
	With respect to point 2, the range of dynamic capabilities are highly context dependent and the business sector demands a goal of ‘’fitness’’ (technical and/or evolutionary) with the environment and the business ecosystem of organizations, institutions, resources and rules (internal or external). Our research has shown that CD design in the development domain has been wanting in this regard: designers use the term “context” very loosely and mostly take into account external influences.  “Business sector CD designers” examine every relationship (see SAP examples by going to  help.sap.com/bp and especially the “accelerated SAP Focus Roadmap Overview



	14 
	The recognition of the interdependence between (developing) sovereign states and cooperation agencies (Paris, ACCRA, etc.) has not resulted in adequate accountability measures being put into place. (refer to recent report on the evaluation of the Paris Agreement).There is now a significant imbalance in place: donors have internal and external watchdogs and need to show accountability (sometimes in terms of “value for money” as is the case with CIDA and DFID), but Development Partners, with few exception, can claim to have the counterpart. Donors have tried to find measures of stability and sustainability in their CD interventions and often refer to the need for “ownership” as a proxy, a concept that is not particularly prone to measurement and is never base lined or referenced. Donor culture and the demands of financial responsibility try to compensate through tighter control frameworks, a strategy that often has the effect to forcing the DP to continue to implement the “original” plan instead of adapting CD to evolving events and constraints.  The business sector would never stick to plans that need changing. On the other hand, the business sector is freer to adapt its control mechanisms and resource utilisation frameworks than are donors and DP. We believe that it is time to get the tools in line with the job, and some governments have shown themselves open to this. For example, Canada places quite different accountability norms private sector firms and universities as it does on grants and contribution agreements that deal with Northern Affairs (including aboriginal community management). 

As Hauck and Land (ECDPM Discussion paper # 103, February 2011) stated adequately, capacity development (as well as ownership and leadership on the recipient side of ODA) command a realistic redesign of approach and longer strategic scope:

“The Democratic Ownership process is both evolutionary and unpredictable and there can be unforeseen outcomes and consequences. For external partners, this means that conventional approaches to project design, implementation and review based on high degrees of planning and control are unlikely to work. Instead, more flexible and iterative approaches that build on and adapt to existing levels of ownership and capacity, and that are responsive to emergent opportunities are to be preferred.”



	15 
	Please refer to any proposal for financing made to a risk-based funding agency or to any Annual Report of a major international firm to see how the capacity development strategies  relate to cycles. 

Any review of the HR development strategy of SOEs or public sector agency in a major OECD country will show how the mainstreaming of CD for future needs forms the core of CD.  Private sector firms around the world such as Corning in the USA have multi-million dollar HR development programmes, based on this concept, for their international operations. Even SME in North America, Europe and Japan implement this principle rigorously. 

	16
	On June 22, 2011 a press release indicated that the reason why Deloitte AJM Petroleum Consultants was that it wanted to acquire the capability of the firm in order to integrate it into its client offerings. Other than restructuring of government departments and agencies, this option is limited in the context of  public service sector agencies. On the other hand, a considerable amount public sector services are now being offered through Public-Private Partnerships in North and South America, including prison administration, health provision and license/permit administration. 

	19
	It is not unusual to see  5-8% of the cost of CD being spent on pre-investment costs. Ongoing M and E and other Project management costs are not counted as overhead in the Business Sector but as part of the cost of implementation.

 

	26
	Open Innovation is an example of a new strategic approach where innovation capacities are shared and develop based on alliances inside a business ecosystem. Co-ownership of innovation capacities open new perspectives for growth and strategic developments:

Please refer to Lichtenthaler (2011) for a detailed discussion of this concept:

 “Firms may combine outside-in and inside-out processes, integrating inbound and outbound open innovation. In addition to external exploration and exploitation, recent work has emphasized that firms increasingly maintain knowledge externally. External knowledge retention refers to maintaining knowledge outside a firm’s organizational boundaries over time using inter-organizational relationships as an extension of the internal knowledge bases. For instance, Cisco Systems manages a large alliance portfolio, which provides privileged access to the alliance partners’ knowledge without the need for immediately transferring the external knowledge.”
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