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Abstract



Recent events affecting sone South East Asian econom es
portray the turbul ence to which national econom es are now
subject in the world econom ¢ environnment. How do firns
mai ntain the conpetencies required for | ong term success?
This study exam nes aspects of the relationship between
short term econom c turbul ence and the devel opnent and

mai nt enance of existing core conpetencies.

| nt r oducti on

Recent events affecting sone South East Asian econom es



denonstrate the turbul ence to which econom es are now
subject in the present world econom c environnent. This is
particularly true regardi ng high degrees of exchange rates
volatility. How do firnms maintain the conpetencies required
for long term success? This paper exam nes the relationship
bet ween exchange rate turbul ence, the maintenance of

exi sting core conpetencies and the devel opnent of new core

conpet enci es.

CORE COVPETENCI ES

The managenent of core conpetencies is one of the



nost i nportant strategic challenges facing a firmgiven
their crucial relationship to superior profitability. Once
created, core conpetencies cannot be sinply stockpiled for
use when needed. Rather, these core conpetencies require
constant use to maintain corporate fitness (Teece, 1990).
Thus firnms wherever situated and in whatever circunstances
nmust vi ew t he managenent of these core conpetencies as an
I nportant strategic issue.

The strategi c managenent of core conpetencies not only
requires investnent in existing conpetencies but also the
acqui sition and devel opnent of new ones. Consequently, one
of a firms key issues in naintaining corporate conpetitive
advant age i nvol ves striking the proper bal ance between these
activities.

What ever this balance, investnent in future

capabilities nust always continue. Oten the search for

solutions to present problens is in fact a strategic plan of

action to devel op new core conpetenci es.

STATI C AND DYNAM C PERSPECTI VES

Sanchez & Thomas(1996) support the inportance of the



di stinction between the static and dynam c perspectives
regardi ng core conpetenci es by suggesting that managi ng the
bui | ding of core conpetencies may be a task which is
intrinsically different from managi ng the | everagi ng of

exi sting ones. Consequently, different types of nmnagers may
be required for these two distinct tasks (Htt & Tyler,
1991). Conpetition and non-industry environnent al
factors contribute to the dynamc nature of a firms

envi ronnment and hence to the val ue of dynamc
representations of core conpetencies. Due to industry or
envi ronnment al changes, core conpetencies in one context or
hi storical era may not remain as such in another. This may
be true of sone ASEAN economes to the extent that the
skills for success have changed as a direct function of that
very success.

Uni que historical conditions, causal anbiguity, and
social conplexity, contribute to changing firm strategies
(Li pprman and Runelt, 1982; Reed and DeFillippi, 1990;
Mahoney and Wnter, 1996). Due to their flexibility,

I ntangi bl e resources and capabilities are nost likely to
have adaptive characteristics in turbulent environnents.

Tangi bl e resources are also inportant but it is the changing



application of these resources to new conditions which drive

profitability and in sone cases, survival.

The appropriate application of either static or dynamc
perspectives of core conpetencies depend on conditions
facing the firm Both perspectives give insight, their
differing enphasis a reflection of the conpeting objectives
of striking a proper bal ance between the devel opnent of new
conpetenci es and the inprovenent of existing ones (Penrose,
1959; Wernerfelt, 1984). The balance between ‘present and
future’ is reflected in the firm's level of organizational

flexibility.

TURBULENT FOREI GN EXCHANGE MARKETS

In the present global economic order international
trade is increasingly important in fueling the economic
growth of firms, countries, and entire geopolitical spheres.
This is particularly true for developing economies dependent
on the existing markets of the industrialized world.

To the degree to which foreign exchange rates are
constant, change slowly, or predictably, difficulties due to
fluctuations in currency exchange are minimized.

Difficulties are encountered however when the these markets



are mani pul ated or otherw se unduly chaoti c.

FORElI GN EXCHANGE RI SK EXPOSURE

G ven the present liquidity of foreign exchange
markets the desire to rapidly change the conposition of
forei gn denom nated asset portfolios may cause nassive
changes in the demand for currencies unrelated to the | ong-
term econom c fundanental s of those currencies hone
countries. This type of volatility may bear no rel ationship
to anything other than offshore asset allocation decisions.

Firms vary trenendously in the inpact of currency
exchange rates fluctuations on their present and potenti al
profitability. At one extrene firms with both assets and
liabilities denomnated in the sane currency have little
risk. At the other extrene firnms whose assets and
liabilities entirely denomnated in different currencies are
at greater risk.

To anal yze the effect of volatile exchange rates on an
I ndi vidual firnms performance strategi c managers nust realize
that there are many internal factors which are inportant.
VWhile firnms cannot generally affect foreign exchange markets

t hensel ves they may be able to influence the effect of those



markets on firmprofitability and viability.

Treasury functions of corporations nust do nore than
sinply manage direct currency risk, they nust al so devol ve
their expertise to the operating unit level as capabilities
to deal with currency volatility nmust becone firm w de.
Simlarly, informati on nust ascend fromoperating units to
treasury to coordinate firmw de currency exposure and

flexibility.

STRATEAQ C RESPONSES TO THE PRESENT ENVI RONVENT

Firms in nations wwth a recent history of high exchange
rate volatility may find thenselves in a precarious dilema.
Short term econom ¢ consi derations nmake the efficient
rationali zation of resources inperative for survival. This
can result in the gutting of intangible capabilities in
favor of the preservation of tangible ones.

The mai nt enance and devel opnent of core conpetencies
still remains crucial in the present environnent. Wrld
technol ogical trajectories remain unaffected by | ocalizes
currency volatility. Firns |ocated and doi ng business in
unaffected nations operate unabated. It sinply is not a | ong

termoption for firnms located in affected Asian economes to



abandon devel opnent of core conpetencies. To do so would
cede a perpetual conpetitive advantage to firns | ocated
el sewhere.

The issue is one of managing currency volatility in
such a way that it does not materially interfere with a
firm’s global competitiveness. This can only be accomplished
by maintaining and developing core competencies under all
circumstances, even under duress.

A solution to this conundrum is partially reached
through the realization that core competencies being
knowledge based do not interfere with recovery from economic
setbacks, they aid in the process.

This line of logic is in fact a single application of

a broader theme: core competencies cannot be sacrificed to
temporary economic setbacks. Core competencies not only
support future competitive advantage they are requi red for
long term firm survival. To abdicate the maintenance and
development of core competencies is tantamount to surrender
and is appropriate only in harvest strategies.

This paper has already suggested some responses to the
volatile exchange rate regimes. Firms must understand their

exposure in a sophisticated manner. Knowledge regarding the



I npact of currency depreciation or appreciation nust be
integral to all |levels of organizations based or doing
busi ness in non-reserve currency nationsl This is
particularly true for rapidly devel opi ng econom es subj ect
to the vagaries of foreign capital investnent.

Di stribution channels and nmarket structure may be
affected in these circunstances. Firns nust /nagine and pl an
for these effects. An awareness of what drives |ocal nmarkets
and the effect of external forces is inportant.

Recent high real estate appreciation in many ASEAN
nations reflected portfolio decisions made by investors in
America and Europe rather than |ocal economc
consi derations. Local currencies were artificially high
because of foreign demand for assets denominated in them
Al t hough the policies of national governnments nmay have
contributed to the problem when demand for new assets
abruptly fell off the result were preordai ned.

Managers must eval uate the reasons behind the demand

! Firms based in hard currency nations are not immune to the vagaries of currency fluctuations. Thisis
particularly true if they have important markets in nations subject to these extreme volatility. Nonetheless
hard currency fluctuations are generally less extreme and occur over alonger time period, thus being less
problematical.
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for their currencies. Care nust be taken in situations
where foreign portfolio decisions drive asset and currency
val ues. Predictably, once foreign investors have arrived at
their preferred exposure |evels then demand for the | ocal
currency will fall off. This is a particular problemfor
relatively small economes as they are nore vulnerable to
smal l er scale portfolio changes. It is inportant to note
that portfolio disinvestnent is not required for currencies
to tunble, sinply a significant drop in newinvestnent.

While we prefer stability we should not view it as an
end in and of itself. There are nunerous exanpl es of
economn es which have relatively stable exchange rates and
are goi ng nowhere with little international investnent
interest. Sonetines the fact that nothing is changi ng neans
not hi ng i s happeni ng.

Many developing economies have used Japan’s export
driven model as their orientation.

High domestic savings rates offer no relief from
currency fluctuations and may actually be counterproductive
in periods of high capital inflows from outside the country.
It is certainly true that contractionary fiscal and/or

monetary policy is not an appropriate response in this
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situation. It nmerely aggravates the problem since excess
donesti ¢ demand was never the issue in the first place. In
fact there is every reason to believe that stinulating the
economnmy woul d be of greater val ue?

In any event, strategic managers nust understand the
manner i n which these dynam cs play out. National
governnents and transnati onal organi zati ons nmake deci sions

affecting the business environnment and firns nust be

prepared to deal with these decisions, ill-conceived or not.

CONCLUSI ON

2 Measures to convert savi ngs into demand are appropriate.
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The recent buffeting of economes in Asia has presented
nanagersa\Mtrldifficult strategi c decisions. This paper has
I ndi cated that the continued nai ntenance and devel opnent of
core conpetencies remains essential. The devel opnent of a
sophi sticated manner in which to approach exchange rate
volatility is also called for

Exposure to fluctuating exchange rates is specific to
each firmand nust be dealt with uniquely. Awareness of this
strategic issue nust perneate the firmat all |evels.
Managi ng currency risk is not the exclusive responsibility
of treasury. It nust be shared with operations as well.

It will be interesting to see how firnms in countries
adversely affected by recent exchange rate volatility fare.
Undoubt ably some wll fail, but others wll prosper and
those skills devel oped in response to the present

envi ronment may portend conpetitive advantage in the future.

3 And governments.
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