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Dynamic capabilities at Sky Plec.

In the 1990s Sky Plc (Sky) was a UK-based pay-tv provider. Twenty years later it had grown
into a leading European, multi-product, multi-platform entertainment and communications
firm. Whilst many legacy media firms complained about the high-velocity environmental
conditions and the profound impact of digitalization and new media technologies on their
business models and revenues, Sky sensed an opportunity for market leadership and appeared

to thrive on high levels of turbulence.

An ambitious corporate strategy
From the outset, Sky focused on one primary corporate objective: ‘profitable growth’. Initially,

Sky focused on the UK pay-tv market by growing subscriber numbers and revenues through a
strategic recipe of negotiating the rights to premium content (sports, film, and TV) developing

new conditional access technologies, and delivering high-quality customer service.

Sky adopted corporate strategies that were opportunistic, flexible, and adaptable. This
approach, coupled with deregulation in many media markets, meant was able to develop into a
challenger brand in a much broader category of services, including fixed line and mobile
telephony, and online gaming in the UK. With the harmonization of digital platforms and
regulation across Europe, it became possible for single providers to offer consumers are far
broader ‘value proposition’, an integrated package of entertainment and telecommunications
services. Sky followed this approach and extended its corporate perimeter geographically with
the acquisitions of Sky Italia and Sky Deutschland (2014). These in turn, repositioned the
company from a ‘UK based pay-TV provider’ into a ‘European, multi-product, multi-platform
entertainment and communications firm’.

Sky’s dynamic capabilities

Dynamic capabilities theory argues dynamic competitive environments drive firms to renew
and reconfigure resources, capabilities, and competencies to deliver a sustainable competitive
advantage and superior performance. Developing dynamic capabilities entails managing both
intangible (knowledge-based) and tangible (resource-based) resources. The more dynamic the
market conditions, the faster firms need to take strategic action to adapt and transform their
business to the demands of the competitive environment (Oliver and Picard, 2020; Oliver,

2018).
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Sky’s intangible resources, skills and capabilities included:

e Aspirational and flexible corporate strategies that allowed it to extend its corporate
perimeter in terms of new media markets and geographic scope.

e Persistent communication of ambitious strategies by a succession of Chairmen and Chief
Executives to stakeholders in a way that mobilized and empowered it to proactively respond
and embrace changes in an uncertain competitive environment.

e Managerial cognition and sensing skills to identify the opportunities provided by new

digital media technologies and anticipate the potential disruption of mature media markets.
Tangible resources, skills and capabilities included investment in and reconfiguration of:

e New organizational processes and routines to produce new operational capabilities in
digital distribution and programming, customer relationship management, and interactive
broadcasting services.

e Product innovation and development where they created numerous industry-leading
products and services including: Sky+ the UK’s first fully integrated personal television
recorder and the Sky Guide an advanced electronic programme guide (2001); Sky Multi-
room subscription (2004); Sky Gnome, a portable device to listen to audio content (2005);
Sky HDTV, Sky Broadband and Sky Talk, Sky + access from customer mobile phones
(2006); Sky Anytime, an on-demand service (2007); 3D television (2010) and Sky Go
(2011); the streaming service, NOW TV (2014); and Sky Q (2016) which merges live TV
with catch-up, on-demand and video streaming.

e Forming strategic alliances; corporate acquisitions and mergers that provided a more
expedient route to expand into new markets and access to new resources and capabilities
than organic growth. Sky consistently made strategic investments and acquisitions to access
new online and interactive broadcast and communication capabilities including: British
Interactive Broadcasting Holdings Limited for digital interactive broadcast (1997);
KirchPayTV (2000) for pay-tv services; Sports Internet Group for internet content
infrastructure and on-line gaming (2000); WAP TV Limited for interactive TV applications
(2001); Artsworld Channels Limited for arts and music channels (2005); My Kind of Place
Ltd for website development and e-commerce functionality (2006); Easynet for broadband
delivery (2007); 365 Media Group for sports and gaming capabilities (2007); Amstrad for
high definition PVR and set-top boxes (2008); Virgin Media Television for their channel
portfolio (2010); Shine TV for content production (2011); The Cloud for Wi-Fi network

88



Published as: Oliver, J, J. (2024). Dynamic Capabilities at Sky Plc. In: Kung, L. Strategic
Management in the Media (3™ Edition), pp.87-90, Sage, London.

capabilities across the UK (2011); O2 for consumer broadband and fixed-line telephony
(2013); Parthenon Media Group for international distribution and multi-media rights

management (2013); Sky Italia and Sky Deutschland (2014).

Divestment as a dynamic capability
While the dynamic capabilities literature tends to focus on the role of investment in

reconfiguring and renewing resources and capabilities, divestment (the disposal of strategic
resources) is also a dynamic capability. Between 1997 and 2017 Sky disposed of equity
holdings in assets that did not fit its strategic focus (Granada Sky Broadcasting, BSKYB Ltd.
and BSKYB GmbH, 2005) or were draining corporate resources (closure of analogue TV;
2001; KirchPayTV, 2002; OpenTV, 2003). They also made tactical divestments in non-core
products and services that included TV channels, entertainment and gaming services, and

communication platforms due to poor performance in the marketplace.

A consolidated view of Sky’s acquisition and divestment activity is presented in the
table below. Most of its acquisitions and divestments are media related and have led to an
overall consolidation of its market-leading position. However, the most significant expansion

of Sky’s corporate perimeter occurred with the acquisitions of telecoms firms from 2006

onwards.
Media Entertainment Telecoms
Acquisition 10 3 3
Divestment 15 8 2
Conclusion

Sky’s consistent strategic goal has been profitable growth. Despite high-velocity market
conditions, it has delivered superior financial performance over a sustained period. Its
management of intangible and tangible resources has been ‘dynamic’ and this has transformed
the firm during a time of significant change in the competitive environment, resulting in a step
change in business capabilities and providing it with a degree of flexibility during a time of
unprecedented change in the media industry. It has also allowed it to extend its perimeter of
activities to take advantage of the opportunities provided by the digital environment and the
harmonization of technology and regulation across Europe. Notably, its focus on strategic

acquisitions to generate new capabilities and divestments has also repositioned the firm from a
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UK, single-product TV firm into a European, multi-product, multi-platform entertainment and
communications firm. This product and geographic expansion of its corporate perimeter has
also yielded impressive results with corporate revenues growing from £777m in 1995 to

£12,920m by 2017.

Case Questions
1. How do you interpret Sky’s corporate objective of ‘profitable growth’. Is it vague, flexible,

or opportunistic?

2. Did Sky’s acquisition of a broad range of media businesses help it overcome uncertainty in
the media environment?

3. In high-velocity markets core competencies need to be refreshed, adapted or disinvested,
otherwise they will become core rigidities and barriers to strategic change. Do you agree?

4. Identify a core competitor of Sky. Analyse its resources according to the VRIN criteria.
Identify its critical core competencies (understood as ‘bundles’ of skills, technologies, and
practices that are unique, competitively important, and hard for competitors to copy?) Has it
developed any dynamic competencies? Does the company have distinct capabilities and
processes in place which allow it to respond to its environment faster or better than its
competitors? How well is this company positioned? What advice would you offer its
leadership team to improve its resources, core competencies and dynamic capabilities?

5. Has Sky developed any dynamic competencies? Does the company have any distinct
capabilities and processes in place that allow it to respond to its environment faster or better
than its competitors? How well is this company positioned? What advice would you offer its

leadership teams to improve its resources, core competencies and dynamic capabilities?
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