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The Internal Analysis of Your Farm Business: EXPERT
What Is Your Farm’s Competitive Advantage? REVIEWED

Assessing the strengths and weaknesses of your farm business will help you iden-
tify those activities conducted on the farm that can create a sustainable competitive

Allan Gray advantage for the business. To accomplish this goal, it is necessary to identify those
. . activities at which your farm business excels, not just activities that it does equall
Michael Boehlje ) yo ] quaty
as well as its competitors.
Craig Dobbins Unfortunately, objectively identifying strengths and weaknesses for one’s own farm
Cole Ehmke business is very difficult to do. This publication presents a method for identifying your

farm’s competitive advantage. By clarifying for yourself the farm business’s capabili-

ties, you can take better advantage of trends and opportunities in the business envi-
Department of ronment. The information and worksheets in this publication will help you identify the
Agricultural Economics capabilities of your business.

Resources, Capabilities, and Core Competencies

The focus of an internal analysis of the farm business is to identify resources, capa-
bilities, and core competencies. Resources are inputs into a production process, such
as capital equipment, cash, skills of individual employees, and talents of management.
Resources are of two types: tangible and intangible. For most farmers, it is fairly easy
to recognize tangible resources because they can be seen and counted, and a dollar
value can be assigned to them. Tangible farm business resources include things like
land, storage facilities, barns, and machinery.

Purdue University

Purdue Extension . Intangible farm .business resources are not so easy to ident.ify. Intangiblt.e resources
include technological or mechanical know-how, family commitment, organizational

West Lafayette, IN 47907 structure, reputation, etc. These resources can’t be touched or counted, and it would
be difficult to assign a dollar value to them. Nonetheless, intangible resources are
increasingly becoming the key to the long-term success of businesses both in and out
of agriculture. However, just identifying the tangible and intangible farm business
resources is not enough because resources, by themselves, do not create a competitive
advantage. To develop a competitive advantage it is necessary to combine resources
and capabilities.

A firm’s capabilities are a reflection of management’s capacity to use resources in a
way that achieves goals and objectives. Capabilities relate to the way business deci-

Purdue Extension sions are made and implemented. Capabilities don't necessarily reside in individuals,
Knowiledge to Go but more in the farm’s culture and decision-making procedures.
1-888-EXT-INFO To be successful, a business uses resources and capabilities to create and maintain

core competencies. Core competencies are simply resources and capabilities that serve
as a source of competitive advantage. Core competencies are strengths that allow
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a business to achieve superior efficiency, quality, and innovation. For resources and
capabilities to be core competencies, they need to be valuable, costly to imitate, and
non-substitutable.

A valuable resource or capability creates value for the farm business by exploiting op-
portunities and/or neutralizing threats in the external environment. Valuable resources
or capabilities enable the farm to develop and implement strategies that create value
for customers. As an example, a flexible work schedule and the ownership of a semi-
truck can allow a manager to create value for grain customers by delivering grain with
only a few hours notice. In other words, to create value, the resource or capability must
help solve a customer’s problem.

An important question that farm business managers need to consider when determin-
ing the value of a resource or capability is “How many other farms have this charac-
teristic?” Resources and capabilities possessed by many rivals are unlikely to provide a
source of competitive advantage. Planting the most popular hybrid or using the most
popular brand of machinery will not provide a high value or a competitive advantage.
Competitive advantage results only when the farm business manager can develop and
exploit capabilities that differ from those possessed by competitors.

Costly-to-imitate resources or capabilities are those that competitors would have a
difficult time developing because they require a large capital outlay or a long period
of time to develop. One example would be an in-depth understanding of cropland that
has been handed down through the family for a number of generations. Because of
the years of experience in managing this land, the family members understand how to
achieve the best crop performance. This particular capability (tangible resource of land
and the capability to use it properly) would be difficult for many competitors, who
either rent land or are new to the ownership of land, to quickly replicate.

Finally, the resource or capability must have no close substitutes that could be used
to gain the same competitive advantage. One example is the trust-based working rela-
tionship that some farmers may have with their employees or in some cases with buyers
or processors. Trust-based relationships take time to develop, are many times hard for
competitors to recognize, and have very few, if any, close substitutes for gaining the
same advantage.

Core competencies are the key to developing a successful business strategy—a
competitive advantage. However, relatively few resources and capabilities meet the
stringent requirements of a core competency (Table 1). It is hard to develop and pro-
tect more than a few core competencies. In fact, most research conducted in this area
suggests that firms should identify and concentrate on only three or four core compe-
tencies.

The Value Plate

So, how do farm business managers begin the process of identifying their business’s
core competencies? One method that is useful for identifying the resources and capabil-
ities of the farm business and contemplating their potential for providing a competitive
advantage is the value plate.

The value plate is a concept developed by Michael Porter to provide a framework for
identifying the activities the firm conducts to create value. Figure 1 depicts the activi-
ties that a business might perform to development and deliver a product or service. This
value plate reflects your business strategy and industry economics. The value your busi-
ness creates is, generally, the amount that buyers are willing to pay for what you pro-
vide. The size of the external boundary of the plate represents the total value the farm
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Table 1. Criteria for Identifying a Core Competency

Is the Is the -
Resource or  Is the Resource or o)
Resource or Resource or Capability Capability Competitive
Capability Capability Costly Nonsubstitutable? Consequences
Valuable? Rare? 5
to Imitate?
No No No No C.ompetltlve
disadvantage
Yes No No Yes/No Competitive parity
Yes Yes No Yes/No Temporary competitive
advantage
Yes Yes Yes Yes SL!sjcamable
competitive advantage

Source: Hitt, Ireland, & Hoskisson. Strategic Management. 2001. Page 120.

creates for its customers. For your business, it is measured in total revenue. The indi-
vidual boxes within the boundaries represent the activities performed and the cost of
performing those activities. Your business is profitable only if the total revenue exceeds
the costs required to create your product. The difference between the value activities
(expenses) you perform and the value you create (total revenue) is the margin.

One wants the size of each individual activity box to be as small as possible, while
having the overall value plate as large as possible. Those activities that the firm does
at the lowest cost relative to the value created, vis-a-vis their competitors, give it a
better chance of achieving a competitive advantage. Business activities are combined
into two broad classes: primary activities and supporting activities. Primary activities,
on the bottom half of Figure 1, physically create and service your product. Secondary
activities, on the top half of Figure 1, support the primary activities by providing the
business-wide functions. These are discussed in detail in the next sections.

Supporting
Activities

-
Farm Infrastructure
Human Resource Management \'7,9
%
Technological Development
Procurement
N
Inbound Operations  |Outbound| Marketing| service
Logistics Logistics| & Sales
Supplier
Relation- Customer Relationships
ships

S —

Primary Activities

Figure 1. The Value Plate
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Although not all farm businesses will include all of the activities depicted in the
value plate, it is a useful way to think about and classify business activities. Differ-
ences in your value plate compared to your rivals’ can create competitive advantages.
Just as United Airlines’ value plate differs from Southwest Airlines” in significant ways,
such as boarding procedures, crew policies, and aircraft and route configuration, so will
your business differ from your competitors’ businesses.

Primary Activities

The bottom part of the value plate represents the general primary activities the farm
undertakes to produce goods or services. These activities consist of supplier relation-
ships (inbound logistics), operations, and customer relationships (outbound logistics,
marketing and sales, and service).

Supplier Relationships

Moving from left to right on the value plate, the first primary activity normally
includes a set of relationships with businesses that supply the inputs needed to create
your product, referred to as “upstream activities.” These upstream activities can serve
as a source of sustainable competitive advantage when special relationships are created
with suppliers that either reduce the cost of providing value to the customer or reduce
the costs of creating value.

Inbound logistics are concerned with the way in which physical inputs are received
and stored. The example crop farm in Figure 2 illustrates some examples of value plate
activities. Inbound logistics activities include fertilizer delivery direct from the retailer,
on-farm fuel storage, and custom application of inputs. These activities are important
to the product or service processes that the farm business is trying to create. Figure 3
provides a unique example of innovative logistics management.

Supporting

[ Farm Infrastructure: management information systems,
planning, finance, accounting, governmental regulations, etc.
Activiti Human Resource Management: activities used to motivate, compensate, train, and
cliviues direct farm employees including family, management, and laborers.

< Technological Development: research and adoption practices for things like GPS, VRT, GMO'’s,
No-Till, the Internet, IP storage facilities.

Procurement: (purchasing inputs) seed, fertilizer, chemicals, fuel, land, machinery, storage equipment,
office supplies, parts, tools, insurance etc. with particular focus on the negotiating activities associated
with these purchases.

Inbound ) Outbound Marketing Service >
Logistics Operations Logistics & Sales N
On-time delivery O
Fertilizer Tillage Grain transport Utilize contracts P Q'
and chemical Planting to elevator Futures & Storage S.
storage Fertilizing or buyer options Traceability
Spraying Quality

Custom Cultivation Grain transport IP grain Assurance
application of Harvest to storage Value added
inputs grain

Respond to

customers needs

N— ——
N
Primary Activities

Figure 2. Value Plate Activities for a Crop Farm
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Operations

Operational activities are the physical activities carried out in the produc-
tion of the product or service. These are the tillage, planting, fertilizing,
spraying, harvesting, breeding, and feeding activities we normally think
of as farming. The way in which those operations are conducted and/or
sequenced may prove to be the key to the farm’s competitive advantage.
Organic crop production is one area where the types and timing of opera-
tions can provide a key strategic advantage in the quality of the final
product. And even in commodity production, timely planting or harvesting
implemented using two or three shifts may be an important source of yield
or cost competitive advantage.

Customer Relationships

The next three primary activities include a set of relationships with cus-
tomers known as “downstream value activities.” These activities can serve
as a source of sustainable competitive advantage when used to create a
special relationship with the customer that benefits the customer either
through additional value in the product or reduction in the customer’s costs
of using the product or service.

Outbound Logistics

Outbound logistics focus on the collection, handling, storage, and deliv-
ery of the completed product or service. The farm business may create value
in this activity by undertaking activities that assure quality or purity of
the finished product, helping customers manage inventories by storing the
product until needed, or creating relationships with intermediaries such as

wholesalers or retailers to store and deliver the product to the customer on a specified

schedule. Figure 4 provides one such example.

Marketing and Sales

Marketing and sales activities build the relationship with the customer by increasing
understanding of what the customer values and helping the customer understand the val-
ue that the farm creates. These activities can be a key source of competitive advantage
for the farm and may consist of, for example, pooling production with others through
a cooperative to provide both volume and quality needed by the buyer. Or for specialty
products and services, it may be a set of integrated pricing, promotion, and delivery
strategies that are unique and customized to each buyer. These activities might also
include the set of pricing strategies the farm uses to reduce its risk in the product market.

Service

Service activities are often tightly linked with marketing and sales, and involve provid-
ing services the buyer would value along with the product. These services might include
product characteristic explanations, product quality assurance, and product warranties.
These additional services can, in some cases, be the only thing that differentiates your
products from competitors’ products. In agriculture, a competitive advantage might
come from the adoption of a set of documented identity preservation practices that are
provided to the customer, assuring them that exact procedures were followed to maintain

the quality and safety of the specific product.
Supporting Activities

The top half of the value plate represents supporting activities undertaken so the
primary activities can be done. These activities consist of the firm infrastructure, hu-
man resource management, technology development, and procurement. Each of these

EC-721

Don Villwock, a corn and soybean
producer in Southwest Indiana, has
reconfigured his value plate in a number
of ways. One interesting change has
been the handling of inbound logistics
for inputs. Through agreements with
his local supplier, Don has his fertilizer,
seed, and chemicals delivered directly to
the field where it is needed on the day
that it is needed. According to Don, this
arrangement has resulted in a substantial
reduction in his cost structure: “By taking
advantage of the volume of business I
provide to the supplier, I was able to
convince him to deliver the inputs to the
field for about the same price as if he
were to deliver the entire volume to my
farm. The great thing is that I no longer
pay for storage facilities, insurance, or
inventory taxes for my inputs.”

Figure 3. Supplier Relationships in Action
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functions is necessary for successfully completing the primary activities depicted in the
lower half of Figure 1 and Figure 2. The idea is to identify the support activities con-

Eric Akins, a grain farmer in North Texas,
partnered with two other farmers to pur-
chase a grain elevator that had been out
of service for over 10 years. By combining
the partners’ corn production, the 1 million
bushel grain elevator’s capacity could be
fully utilized.

A large egg producer located a mile from
the facility recognized the value of the mil-
lion bushels stored so close to his operation
and was willing to pay a substantial pre-
mium to Eric and his partners for their corn.
In return, the partners agreed to deliver the
corn to the egg farm on demand.

Eric said, “The old elevator is probably
not commercially viable, but we can keep it
running well enough to satisfy our needs.
Besides, once you have a million bushels
of corn collected in one spot, you have
something to bargain with. I don’t know if
this will last, but so far it has provided us a
considerable advantage over other farmers
in the region.”

Figure 4. Customer Relationships
in Action

Margin

ducted by the firm and determine the cost of those activities relative to
the value they create either directly or through the product or service
that they support. Supporting activities can often be the true source of
a competitive advantage, yet they are often ignored when management
thinks about its resources and capabilities because much of the perfor-
mance in these areas is associated with intangible assets.

Firm Infrastructure

Firm infrastructure consists of the functions associated with general
top management and includes the activities of strategic planning,
systems integration, regulatory oversight, and other functions that
cut across the farm business as a whole. This function is extremely
important in making sure the business stays focused on its goals and
objectives, and that activities, core to the success of the firm’s strategy,
are carried out in a superior fashion. Figure 5 provides an example of
this activity.

Human Resource Management

Human resource activities deal with recruiting, hiring, training,
developing, and retaining the business’s employees. This support activity
can be critical to the firm’s success, particularly when the primary
activities require particular skills or incentive structures to achieve the
desired product or service. For example, many farm businesses have
grown to a size where herdsmen are employed to provide operations
management to the livestock enterprise or maintenance and machine
operations managers are employed for the grain enterprise.

Technology Development
Technology development activities are concerned with the way the

farm manager develops, evaluates, and uses technology in the production process. For
many, this may include investments in research and development, such as on-farm tests
to improve production processes or product characteristics. For other farms, probably
most farming operations, this activity will focus on the evaluation of technologies
developed by others.

Procurement

Procurement activities focus on the processes used for purchasing inputs. This activ-
ity may involve bidding processes, Internet purchases, participation in purchasing
groups, hiring buyers, negotiating contracts, etc. Ultimately, the firm uses a series of
different procurement processes to assure a proper balance between cost and quality in
the development of its primary products or services.

Margin is the desired result of performing the value-creating activities. The basic idea

of the value plate is that the customer is willing to pay a certain amount for the value
the farm creates. The value the customer is willing to pay is represented by the size of
the overall value plate. The size of the individual activity boxes represents the cost of
performing those particular activities. Thus, the smaller the size of the individual activ-
ity boxes relative to the value the customer is willing to pay, the greater the margin
will be for the farm.
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When using the value plate as a mechanism for identifying business strengths

and weaknesses, it must be compared to competitors’ value plate. Those “Our family farm has a board
activities that are strengths for a farm business are those that it can perform in | meeting every month. The board
a manner that is superior to competitors’ or those that the competitors simply consists of my son, son-in-law, all

three wives, and myself. We do not

. , o . . make any major decisions in the crop
Rating a farm’s and/or a competitor’s capacity to execute the primary and or hog side of the business without

support activities of the value plate is challenging. This exercise requires approval by at least a majority of the
judgment because there is no obviously correct model or rule available to help board members. In fact, we have not
in the process. In addition, Enuch of the data av.aﬂable for.these evaluations is yet made a decision that didn’t have
largely anecdotal and sometimes unreliable or difficult to interpret. Nonetheless, | ynanimous approval. This approach to
the concept of the value plate is a useful way to frame all of the various decision making makes sure we are all
activities conducted by a farm business. In addition, the value plate forces farm | in agreement on the direction of our
business managers to think about these activities relative to their competition, | business, which increases our

cannot perform.

as well as what value these activities create for customers. efficiency and lowers cost.”
. —Levi Huffman, Farmer,
Strategies for Improvement Carroll County Tndiana

There are two traditional strategies for improving margins: improving
productivity and creating more value. Figure 6 illustrates the concept of
improving margin potential by improving productivity. The focus in this
approach is on reducing the costs associated with performing the value-creating
activities while maintaining the same overall value to the customer. The result of the
improved productivity is a larger margin area.

Figure 5. One Method of Providing
Business Oversight

Margins can be increased even if additional costs are incurred in some activities as
long as benefits are obtained in others. For example, acquiring a more skilled work force
may increase human resource costs. But more skilled workers may reduce downtime and
managerial oversight and thus the cost of production activities. The size of the human
resource box in the value plate would increase, but the size of the inbound logistics,
operations, outbound logistics, marketing, and service would decrease. As long as over-
all cost savings is larger than the increase in the human resources box, the result will
be an increase in potential margin.

The typical strategy to create value and generate a margin is to accomplish the
activities at the lowest cost, to have the lowest fertilizer cost per acre or feed cost
per cwt. gain, or to purchase seed and chemical inputs at the best prices. But in some
cases, more margin is generated by carrying out activities that actually increase cost,

Increased
margin
potential
through
process

improvement
N:

Same amount of value captured \
by the firm, area in the inner
plate is smaller, leaving a greater
margin potential.

From... \

Figure 6. Increasing Margins by Improving Productivity
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if those activities create additional value for upstream or downstream partners that
exceeds the incremental cost of value creation. For example, grain processors may not
want to invest in inventory or storage and handling facilities and will compensate the
farmer/supplier to do so. Even though the producer is incurring additional costs, he or
she is creating more value for the buyer (a bigger value plate), and there is additional
margin if the additional value created exceeds the costs.

Figure 7 illustrates the concept of increasing the value delivered to the customer
and the additional margin generated. Here the size of the overall value plate is being
increased. Along with the increase in the overall value comes an increase in the cost of
performing the activities to create that value. Thus, the margin potential may remain

From...\‘

4

the same as a percentage of the product’s value, but

Eop— the product is worth more. As long as the increased
percentage of cost associated with creating more value is less than
margin the additional value created, there will be potential
potential on additional margin.
greater value

\ While the first approach to improving margins

was concerned with reducing the costs associated

with delivering the current value, the focus of

A larger plate indicates
increased value delivered

this approach is on creating additional value for

the customer. This can be a substantially different

to customer.

mindset. This approach requires a keen understanding
of customers and what exactly they value. Once
the customers’ needs are understood, this approach

focuses on delivering that value efficiently, not on

Figure 7. Increasing Margin Potential by Increasing making sure costs for individual activities were lower

Customer Value

than competitors’ costs.

With increased interest in specialty products, quality attributes, and identity preser-
vation and segregation, opportunities for producers to create more value are increased.
However, creating value only allows the potential for an increase in margin. For the in-
creased potential to be realized, the farm business manager must find a way to capture
the increased margin. In a similar vein, farmers can create additional value for suppli-
ers and have the potential to capture higher margins. One example of this concept is in
the land rental market, where a tenant may incur additional costs of weed control and
building/fence/land maintenance and repair that is of value to the landlord. In turn,
the landlord may offer more favorable rental terms or a longer term rental contract or
make investments in drainage or clearing that will benefit the tenant. A similar value-
creation activity might occur when a farmer incurs the cost of putting in test plots for
a seed company. Often in this situation the farmer is rewarded with a discount on seed
purchased from the dealer or with preferred access to the highest yielding varieties.

Final Comment

Gathering data about the activities a farm performs via the value plate is the first
step in assessing a competitive advantage. As part of a value plate analysis, a number
of internal factors important to the farm business should be clear. The farm business
manager can refine these factors by dividing them into strengths and weaknesses. Next,
farm business managers will want to evaluate their readiness to use their strengths and
weaknesses (i.e., resources, capabilities, and core competencies). To help organize your
thoughts about your business, two worksheets are provided: “Farm Value Plate Analy-
sis” and “Assessing Strengths and Weaknesses.” Suggested procedures for using these
worksheets are presented below.
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Farm Value Plate Analysis

In completing the “Farm Value Plate Analysis,” you assess the various aspects of the
activities in your business. In each area you are asked to indicate your level of skill.
If your management team has multiple members, each individual should complete the
form, and then you should compare assessments.

Assessing Strengths and Weaknesses

The review of the internal business environment will likely identify a number of fac-
tors important to the business. Your analysis of these factors can be refined by divid-
ing these factors into strengths and weaknesses. These can be listed in the “Assessing
Strengths and Weaknesses” worksheet. For each strength or weakness, you need to indi-
cate the relative importance of the item to your business. Then you need to assess how
well your business can respond to each factor. See the instructions below for additional
information about completing the worksheet and the calculation of the weighted score
for your business.

1. List strengths and weaknesses that your farm has (6 -10 items) in the Internal Fac-
tors column. These are things over which you as a manager have control.

2. Weight each factor from 1.0 (Most Important) to 0.0 (Not Important) in the Weight
column based on that factor’s probable effect on the farm’s strategic position. The
total weights for all items must sum to 1.00.

3. Rate each factor from 5 (Outstanding) to 1 (Poor) in the Rating column based on
how well your farm is positioned to take advantage of the strength or to compensate
for the weakness.

4. Multiply each factor's weight times its rating to obtain each factor’s weighted score
in the Weighted Score column.

5. Use the Comments column to list the rationale used for each factor.

6. Add the weighted scores to obtain the total weighted score for the farm in the
Weighted Score column. This tells how well the farm is responding generally to the
factors in its internal environment.

The better positioned your farm resources are, the higher the total weighted score will
be. A three would indicate that your farm business is neither well nor poorly positioned,
just average. A number higher than three would mean that your business is doing well.
A business with an overall rating of five would be responding to the environment in an
outstanding way. Note that your business does not benefit from doing an activity well
or having a skill or resource if that activity/skill/resource is not important.

This publication is part of a series on applying strategic thinking to your farm.
Each publication has a unique focus, enabling you to select those topics of
greatest interest to you. Other publications help build a guiding vision for your
farm business (EC-720), identify the important industry trends (EC-717), and
assess how well your business can respond to opportunities and threats (EC-716).

Each publication contains reading materials and work exercises to help you,
the farm business manager, develop, review, and, if necessary, modify your
strategy for future business success. Other materials are available on-line at
<www.agecon.purdue.edu/ext/farmplan>. This site contains information about
strategy as well as financial management. And for still more Purdue Extension
educational materials on agricultural economics and farm business management,
visit <www.agcom.purdue.edu/agcom/pubs/agecon.htms.
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Place a checkmark under the number indicating your level of skill.

Farm Value Plate Analysis

EC-721

Low Average

1 2 3 4 5

6

7

9

High
10

Primary Activities
Inbound Logistics

1 Materials handling

2 Warehousing

3 Inventory control
Operations

4 Crop management

5 Livestock management

6 Mechanical ability

7 Building construction skills
Outhound Logistics

8 Storage

9 Materials handling

10 Order processing of finished
goods

11 Transport to market
Marketing and Sales

12 Negotiation skills

13 Pricing strategy

14 Promotion
Service

15 Lender relationship

16  Stakeholder relationship

17 Quality Assurance

18 On-time delivery
Supporting Activities
Firm Infrastructure

19 Financial management

20 Planning

21 Government regulation

compliance
22 Quality control
23 Accounting
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Low

4

Average

5

6

High
/ 8 9 10

Human Resource Management

24
25
26
27
28
29
30
31
32
33
34

Personnel management
Physical endurance
Emotional endurance
Analytical ability
Decision making

Ability to act and accept risk
Communication skills
Leadership skills
Delegation

Recruiting
Compensation

Technological Development

35
36
37
38
39
40

Ability to assess new technology
Ability to conduct on-farm trials
Feed/fertilizer technology
Environmental control technology
Product tracking

Process equipment design

Procurement

41
42
43
44
45

Purchasing procedures
Inventory monitoring
Negotiation of terms

Acquiring capital items
Assessing price/value trade-off
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Assessing Strengths and Weaknesses

Internal Factors Weight | Rating Weighted Comments
Score

Strengths

Weaknesses

Total 1.0
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