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Prologue

On the path towards a knowledge-based society, organisations — firms, public
institutions, non-governmental organisations — increasingly face the challenge
to mobilise knowledge resources for creating value in a sustainable manner.
The transformation towards a digitized economy and society deeply changes
how we manage information and knowledge, how we connect, collaborate,
learn and decide within and across organizations. While digitalization offers
new opportunities for disruptive renewal; knowledge workers, managers and
organizations will have to recreate their governance, leadership, innovation,
knowledge and learning processes and practices as well as their work organiza-
tion. New business models and digitally enabled co-creation emerge, requiring
new ways of managing knowledge.

This book aims at providing an overview of the fields of knowledge-based man-
agement as well as offering guidance for the implementation of knowledge
management.

As the fruit of more than twenty years of research and consultancy projects
carried out by both authors, this is the first textbook to bring together perspec-
tives and practices on knowledge-based value creation from all continents.

It is intended not only for academic education but also to provide guidance to
managers, business consultants, trainers, coaches and those interested in learn-
ing about organisations in a knowledge economy. While the main focus of this
book is on businesses, many of the approaches, methodologies and tools
explained are also applicable in public administration and non-profit organisa-
tions.

This book also presents «state-of-the-art» theory and practice. Many case stud-
ies, examples, questions, assignments as well as easy-to-use knowledge man-
agement tools at the end of each chapter make this work a compendium for
learning and for implementing knowledge management initiatives.

This book begins with an «Introductory summary».
Chapter 1 deals with the changed environment of competition in knowledge-
based societies and increasingly digitalised economies, and a self-assessment

invites the reader to evaluate their own organisation.

Chapter 2 explains what knowledge means in organisations and clarifies the
relation between information, knowledge and competitiveness.
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Chapter 3 addresses the issue of finding the right organisational form to enable
organisational learning, innovation and «boundaryless» knowledge flows. By
using several case studies, different forms of organisations are described from
the viewpoint of knowledge structure and knowledge transfer.

Chapter 4 underlines the significance of people for the knowledge of an organ-
isation, and focuses mainly on future working methods in knowledge firms as
well as new perceptions of roles of knowledge workers 4.0.

Chapter 5 concentrates on strategies for managing knowledge and offers an
explanation of the «knowledge market» concept.

Chapter 6 is devoted to knowledge management in such different contexts as
managing knowledge across cultures, countries and regions as well as in small
businesses and the public sector.

Chapter 7 concentrates on how information and communication technologies
associated with the digital transformation can support knowledge work.

Chapter 8 addresses the issues of intellectual capital reporting and how to pro-
tect and safeguard the knowledge of an organisation.

Chapter 9 provides guidance on implementing knowledge management initia-
tives in practice and on fulfilling the KM requirements of ISO 9001:2015 in
particular.

This book discusses knowledge management predominantly from an organisa-
tional and business perspective, but for those readers who are interested on a
knowledge worker and leadership perspective based on Peter Drucker’s think-
ing, we recommend North and Gueldenberg: Effective Knowledge Work: Answers
to the Management Challenge of the 21st Century (Emerald Publishing).

Our thanks go to Deepti Parte and Virendra Degvekar for translating, format-
ting and editing this book and to Ian Copestake and Christopher Drodge for
proofreading. We also thank Silke Bartsch for designing appealing graphs and
figures. Lastly, we are also grateful to Springer for their support of the book.

Klaus North

Gita Kumta
Wiesbaden, Germany/Mumbai, India
Spring 2018



Introductory Summary

«L’entreprise est le lieu ot s'organisent les savoirs et les intelligences individuels en
une intelligence collective créatrice capable d’ entreprendre»

Jacques Morin

(The enterprise is the place where individual knowledge and intelligence converge
to form a collective and creative intelligence capable of undertaking
entrepreneurial actions)

We have tried to encapsulate the essence of this book by providing brief answers

to the following ten questions regarding knowledge-based management.

== Why is «<knowledge» and knowledge management a hot topic of discussion
today?

== What is the relevance of knowledge as a competitive factor?

== What does «knowledge» of an organisation actually mean?

== [s it possible to measure knowledge?

== What is knowledge management?

== What are the hurdles in the creation and use of knowledge?

== How to promote knowledge sharing?

== How can an enabling environment that promotes knowledge flows be
developed?

== How can processes and structures be organised to support a «<knowledge
market» in a company?

== How should an organisation begin with the introduction of knowledge
management?

1. Why is <kknowledge» and <knowledge management» a hot topic of
discussion today?

With globalisation and digitalisation firms, public institutions and non-
governmental organisations realise that sustaining competitive advantage or
reaching goals requires tapping the full creative potential and knowledge of all
members of the organisation. The business environment is transforming from
that which was largely dominated by physical resources to one dominated by
knowledge. Companies are increasingly designing products and services
which are a result of and collaboration within and across organisations. Quick
organisational learning and agile processes are required to find adequate
answers to faster changes in the markets and higher speed of innovation,
resulting in fall in prices, shorter product lifecycles, personalisation of cus-
tomer needs, establishment of new business areas, etc. For this purpose, it is
necessary to mobilise all relevant knowledge resources. Traditional potential
for rationalisation and differentiation have to a large extent been exhausted.
However, «knowledge» as a resource still retains rationalisation potentials
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(e.g. by transferring best practices) and differentiation potentials (e.g. by com-
bining knowledge). The developments in information and communication
technology offer the option of dealing with huge volumes of information at
low cost, allowing people to collaborate with each other even over long dis-
tances, and so facilitate co-creation, decision support and the exchange of
knowledge (see » Chap. 1).

2. What is the relevance of knowledge as a competitive factor?

The specific set of knowledge and competence of organisations supports their
ability to offer unique products and services and enables operational effective-
ness in creating customer value. The intelligent use of knowledge about cus-
tomers enables the management of individualised customer journeys by
recognising the customer’s present and future needs. Having knowledge about
competitors and other innovative organisations helps to learn from them and
position itself accordingly. Productivity and quality increase by process know-
how and transfer of «best practices» within and across the company. A transpar-
ent presentation of the «intellectual capital» makes a company more attractive
to investors. Thus, a company can achieve long-lasting competitive advantages,
especially if its knowledge is difficult to be copied or transferred. This applies to
know-how of employee teams, patents, personal and organisational networks
as well as to organisation structures that promote cooperation and exchange of
information. An organisation’s ability to learn and discard irrelevant knowl-
edge —i.e. tolearn and unlearn - is of great importance in this age of knowledge-
intensive activities (see » Chap. 2).

3. What does «knowledge of an organisation» actually mean?

Knowledge can be classified as explicit and tacit. Explicit knowledge is formal
and structured and can be codified to be shared, while tacit knowledge is expe-
riential, consisting of lessons learned while executing tasks/projects and
insights gained from continuous problem resolution. Among other things,
knowledge is comprised of patents, processes, technologies, abilities, skills and
experiences of employees, and information about customers, markets and sup-
pliers. Knowledge is developed in a specific context and cannot be considered
in an isolated form. It is people specific and its availability or existence is
unknown in many cases. For example, even if a painter precisely explains to us
how he has made a certain painting, we are unable to reproduce the same paint-
ing. The result of this complexity of knowledge is that it cannot be completely
stored and transferred detached from people. Knowledge is not «frozen food»
that can be randomly stored, broken down and transferred. It is like preparing
fresh food and learning from it every time; knowledge is the process of know-
ing (see » Chap. 2).
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4. Isit possible to measure knowledge?

«What cannot be measured cannot be managed» is a frequent saying in man-
agement. Therefore, some organisations structure their «Intellectual Capital»
and have started to experiment with Intellectual Capital Reporting and to
develop indicators that refer to customers, employees, processes, innovations
and finance capitals. The «Balanced Scorecard» of Kaplan and Norton also helps
in evaluating knowledge and learning associated with objectives and processes.
However, at present, there is no comprehensive methodology for measuring
organisational knowledge (see » Chap. 8).

5. What is knowledge management?

Knowledge management enables individuals, teams and entire organisations to

collectively and systematically create, share and apply knowledge to achieve

their strategic and operational objectives. Knowledge management contributes

to increasing the efficiency and effectiveness of operations on the one hand and

to innovate and change the quality of competition on the other. The aim of

knowledge-oriented management is to generate knowledge from information

and convert this knowledge into a sustainable competitive advantage that can

be measured as success in the business. In view of this, knowledge management

is comprised of the following tasks and purposes:

== Acquiring knowledge: Ensuring that the information and knowledge
necessary for business development and business processes is available.

== Creating knowledge: Ensuring that the knowledge is developed in the most
suitable place inside or outside the company and that it leads to innova-
tion.

== Sharing and using knowledge: Ensuring dissemination, learning and
optimum use of knowledge.

== Learning: Ensuring that the organisation and each of its employees is able
to learn and to reflect as well as apply what is learned.

== Protecting knowledge: Knowledge is an asset and its value needs to be
protected by keeping it updated through contributions from people.

The challenge is to evolve the right approach for managing knowledge. It
depends on the culture of the organisation and is a combination of «people
systems» and «information systems». The approach of «knowledge ecology»
emphasises that companies should achieve the right growth conditions for
«knowledge plants» (see » Chap. 5).

6. What are the hurdles in the creation and use of knowledge?

Hurdles in the creation and use of knowledge in many companies can be sum-
marised using the following points:
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== Organisation structure (e.g. line of business, establishments, and profit
centre) and values practiced in the organisation create obstacles to
knowledge flows. Knowledge is power and is therefore kept under
wraps. The «not invented here» syndrome prevents transfer of knowl-
edge.

== Reward and appraisal systems offer too little incentive to collaborate, learn
and transfer knowledge.

== There are a lack of efficient processes for creating and transferring knowledge.
Information systems are not user friendly.

== Knowledge is often confused with information and is therefore treated as a
product such as «frozen food» (see » Chap. 3).

7. How to promote knowledge sharing?

Managing a company from the knowledge point of view means aligning behav-

iour and cooperation directed towards shared goals and values of the organisa-

tion as a whole. This should be done in such a way that the short-term success

of units and the long-term development of competence of the organisation as a

whole can be ensured.
The following three conditions must be fulfilled in order to create and

transfer knowledge effectively:

== Enabling conditions: Corporate values, guiding principles, mission, vision
and the reward systems must interconnect with the success of the
business units and the contribution to the development of the whole
organisation.

== Rules of the game: A knowledge market should be established in the
company with supply and demand. Those in need of a solution can seek
knowledge and those who have insights can provide knowledge.

== Processes/structures: Efficient processes, structures and media should be
developed for creating and transferring knowledge (see » Chaps. 3 and 4).

8. How to create a «kknowledge ecology» that promotes knowledge flows
and learning across the organisation?

A knowledge-promoting environment — also known as a knowledge ecology -
contains a value system that is characterised by terms like trust, cooperation
and openness to continuous change.

Today, the goals and incentive systems in many of the companies are based
on business units or profit centres. Individual performance is honoured more
than teamwork. However, under knowledge management, companies begin to
consider measurable contributions to the creation and transfer of knowledge in
their appraisal systems. While rewarding knowledge workers, the success of the
entire organisation is heavily weighted (e.g. using equity options) in order to
encourage transfer of knowledge and teamwork across firms.
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By introducing a «Balanced Scorecard», the traditional financial indicators
can be complemented by competence-based criteria (based on customer,
employees, processes, innovations, etc.). Companies are increasingly appoint-
ing «knowledge managers» at senior management level. However, these efforts
will be successful only if senior management is committed to knowledge man-
agement (see » Chaps. 4 and 9).

9. How can we organise processes and structures to support a knowledge
market in an organisation?

Establishing a knowledge market facilitates knowledge supply and demand,
brings knowledge sellers and knowledge buyers in contact, facilitates exchange
of knowledge and determines the exchange conditions.

What does this actually mean? Firstly, it is necessary to achieve transpar-
ency in terms of «<who knows what in the organisation». Once the knowledge
supply is presented transparently, the sellers and the buyers should be brought
into contact with each other. Formal and informal networks (e.g. communities
of practice) are increasingly gaining importance for this purpose. Contact fairs,
approaches via the internet, debates, exchange of experiences, mentoring, etc.,
are other options to bring knowledge sellers and knowledge buyers in contact
with each other.

The common interest of the seller and the buyer is crucial for the success of the
subsequent exchange of knowledge or the collective development of knowledge.
Exchange and development of knowledge can take place through competence net-
works, cooperative projects, personnel rotation and exchange of manuals as well as
process and customer information (see » Chaps. 5 and 9).

10. How should a company introduce knowledge management?

Experience has shown that a combined change process from top to bottom (top
down) and from bottom to top (bottom up) supported by appropriate informa-
tion technology is promising. It is possible to adopt different ways of introduc-
ing knowledge management.

The following arrangements should be made:

== Knowledge, learning and innovation are integral parts of the overall
organisational strategy. The leaders of the organisation should be fully
committed to actively managing knowledge resources: «Knowledge
creation and transfer is very important for ensuring prolonged competi-
tiveness of our company. The performance of the management and the
employees is measured based on this».
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== Management and reward systems should be reformed so that learning and
competence development oriented at the overall goals of the organisation
are honoured. Collaboration is a defining principle across the organisa-
tion. Managers and leaders recognise and reinforce the link between
knowledge, learning and performance.

== Relevant knowledge is made available and enriched in processes, work
flow and projects. Competence networks and «Communities of Practice»
transfer knowledge within and outside the company (e.g. to suppliers).

== The information and communication systems ensure that information is
easy to access and retrieve. Selected information is sent to potential users
in a systematic and coherent manner.

Firms should avoid to create a knowledge management structure that is parallel
to the «real business», but rather make sure that KM is integrated into all busi-
ness functions.

This introduction strategy of knowledge management leads to short-term
successes that pave the path for a long-term strategy of knowledge manage-
ment. The «Twelve-point programme» at the end of this book will assist its
implementation (see » Chap.9).
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2 Chapter 1 - Towards a Digitally Enabled Knowledge Society

In an economy where the only certainty is uncertainty, the one sure source of lasting
competitive advantage is knowledge
Ikujiro Nonaka

Learning Outcomes

After completing this chapter

== You will have gained an understanding of value creation in the digitally enabled
knowledge economy,

= You will know challenges and approaches to managing knowledge intensive
organisations;

== You will be able to assess the «fitness» of an organisation for knowledge based
competition;

== You can run a knowledge café.

1.1 Knowledge: A Resource for Creating Wealth

1.1.1 Knowledge Societies and Economies

«Knowledge» as a resource for creating wealth is gaining increasing importance globally
at the level of nations, regions, organizations, teams and individuals. The emerging
knowledge societies develop their capabilities to identify, produce, process, transform,
disseminate and use information to build and apply knowledge for human develop-
ment. They require an empowering social vision that encompasses plurality, inclusion,
solidarity and participation (UNESCO 2005, p. 27). In knowledge societies, the values
and practices of creativity and innovation play a major part for sustaining competitive
advantage. Creativity and innovation also lead to promoting new types of collaborative
processes (UNESCO 2005 p. 19), which are increasingly digitally enabled.

We have to note, however, that every society has its own knowledge assets devel-
oped often over centuries. It is therefore necessary to work towards connecting the
forms of knowledge that societies already possess and the new forms of development,
acquisition and spread of knowledge valued by the knowledge economy model
(UNESCO 2005, p. 17).

Knowledge societies are are dominated by professional experts and their scientific
methods. Knowledge economies are marked by the expansion of knowledge-producing
or knowledge-disseminating occupations (Burke 2000).

Peter Drucker used the term «knowledge society» already in 1969 in his book «The
Age of Discontinuity». In his seminal study «The Production and Distribution of
Knowledge in the United States» Fritz Machlup (1962) had focused his research on the
patent system, but he came to realize that patents were simply one part of a much bigger
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«knowledge economy» which he analysed. In the 1990s detailed studies on the transfor-
mation of labour, property and knowledge were conducted (cf. Stehr 1994; Mansell and
When 1998; Adolf and Stehr 2017 see also Kornienko 2015).

Three Driving Forces

The increasing importance of knowledge as a resource can be traced back to three inter-

dependent driving forces (8 Fig. 1.1):

== Structural change: Moving from labour and capital-intensive activities to informa-
tion and knowledge-intensive activities means that the companies increasingly sell
information, knowledge or intelligent products and services. Work and capital is
replaced by knowledge as a scarce resource. This structural change results in
changed forms of organisation and transaction within and among the companies as
well as in a changing role of management and employees.

== Globalisation: Globalisation of the economy has changed the international division
of labour. The countries known as industrial nations are now becoming knowledge
nations. International learning processes are picking up pace in such a manner that
new competitors are emerging in the world market in a short time span due to fast
learning cycles. Digitalization enables the international delivery of services.

Structural change
into digitized
knowledge society

« Knowledge is a scarce resource
« Generation of information and knowledge markets

Importance of
knowledge

has increased

Information and
communication
technology

Globalisation

« Accelerate transactions « Local and global competition
« Reduces cost of transactions - Accelerated international
learning process

« Worldwide information transparency
- Worldwide control of business processes

B Fig. 1.1 Three driving forces increasing the importance of <knowledge» as a factor of competition
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== Information and Communication Technologies (ICT): ICT enables dealing with
big data, connecting easily, collaboration and interaction at low transaction costs
and brings about worldwide information transparency. Thus with «perfect
information» we can come one step closer to ideal competition. This results in
fast market changes and a higher innovation rate that is reflected in price
reductions, shorter product lifecycles, personalisation of customer requirements
and the emergence of new business areas. A new global information market place
is established. The digital transformation accelerates structural change and
globalisation.

Towards Digitised & Intangible Assets

Currently, we are witnessing a development towards digitised knowledge societies on a
global scale. What does this mean? The move towards an increasingly digital world is
rapidly changing the ways in which people and organisations create, use & share data,
information and knowledge. A common definition of ‘digital transformation’ is the one
coined by Bounfour (2016), namely ‘the change associated with the application of digi-
tal technology in all aspects of human society’

@ Figure 1.2 shows this development in a historic perspective (cf. van Doren
1991; Burke 2000) starting with the «Age of Reason» (Knowledge 1.0). Even though
in ancient times there have been schools of philosophers reflecting about knowledge,
at least in Europe, the sixteenth century is considered as the start of a systematic
scientific exploration of nature and the development of a more widely accepted sci-
entific method. From about 1700 it became possible to pursue an intellectual career
not only as a teacher or writer but also as a salaried member of certain organisations
dedicated to the accumulation of knowledge, notably the academies of science (van
Doren 1991, p. 27).

16th-17th Century 18th-19th Century 20th Century

«Age of reason» Industrial Society Information and Digitized Knowledge
Knowledge Society Society

Scientific penetration of Knowledge production Knowledge becomes - Digitization of
nature (Rousseau, Galiliei, permeates all areas of life the dominant everyday life and

21st Century

Newton ...) Industrial Revolution production factor value creation
Development of a Separation of knowledge Emergence of - Cognitive, social,
«Scientific Method»: (planning/design) and Computer, Internet collaborative and

systematic-methodical
appropriation of new
knowledge
Interaction between

scholars and craftsmen,

execution (knowledge

embedded in machines)

Professionalization of
knowledge producers
(engineers, doctors)

Artificial Intelligence;
Algorithms for
routines

Dominance of
professional experts
and their scientific

networked systems,
Augmented
Intelligence

Digital penetration
of professions and
education

Emergence of “knowledge

instiutions” (universities) methods

Knowledge 1.0 Knowledge 2.0 Knowledge 3.0 Knowledge 4.0

O Fig. 1.2 Phases of knowledge production and dissemination
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The insights gained in the “Age of Reason” enabled the development of an “Industrial
Society” (Knowledge 2.0) in the eighteenth century. Knowledge was increasingly embed-
ded in machines and production systems. Knowledge creation had been professionalised.

The twentieth century witnessed the upcoming of an “Information and Knowledge
Society” (Knowledge 3.0) where information and knowledge became dominant produc-
tion factors. In the United States and Europe, already around the year 2000 more than
30% of the economically active population worked in knowledge-intensive and creative
professions such as engineering, science, teaching, consulting, banking, management,
journalism, medical practice, law and art; in social professions; or in the information
and communication sector, to name just a few (Florida 2002). The structural change to
an information and knowledge society also involves changes to labour relations where
the status of formal and full-time employment is increasingly complemented by free
lance work, self-employment and entrepreneurial activity (c.f North and Gueldenberg
2011). This development is discussed in » Chap. 4.1.

In this economy intangible investments in products, development, education and
training in software as well in increasing the effectiveness of management processes and
information supply turn out to be the decisive indicators for the future performance of
the economy. The value of a company is therefore determined increasingly by their
“intellectual capital” and less on the basis of book value, i.e. the physical assets of a com-
pany (cf. Sveiby 1997). Thus since the beginning of the 1980s, we witness see a divergent
development of book value and market value of firms, where some companies are valued
on the stock market at ten times or more their actual book value. The term “intangible
assets” has been coined to explain the difference between both these values. The ele-
ments of these intangible assets that are traditionally called “goodwill” (while selling the
company) include brand names, customer and supplier base, the related market knowl-
edge, the individual competence of the employees as well as the “collective problem-
solving competence” that is represented by employees, technologies, software, production
processes, patents etc (Sveiby 1997). It is therefore not surprising that apart from the
software companies, even the branded companies and manufacturers of knowledge-
intensive products, such as medication, exhibit a particularly high degree of intangible
assets (see B Fig. 1.3).

Knowledge 4.0 refers to a societal stage where applications of digital technologies
are pervasive in everyday life, leading to a “digital ubiquity” (Iansiti and Lakhani
2014), and also contribute a significant share to value creation. Researchers find that
smart, connected products with their four capabilities of monitoring, control, opti-
misation and autonomy transform competition in the digitally-enabled knowledge
economy (Porter and Heppelmann 2014). Thus, professional expertise is increas-
ingly leveraged or “augmented” Davenport and Kirby (2016) by cognitive and net-
worked systems. For example, McKinsey forecasts a potential economic impact of
five to seven trillion US$ through the automation of knowledge work by 2025
(Manyika et al. 2013).

In the “digitised knowledge society” (Knowledge 4.0), digital transformation strate-
gies take on a different perspective and pursue different goals (North et al. 2018). From
a business-centric perspective, they focus on the transformation of products, processes,
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Company value

Exogenous influences
Value-added potential by:
- Image
» Market value
- Customer base

Intangible

assets - Knowledge:

o Employee knowledge
o Customer knowledge
= Organisation knowledge

Fixed and current
assets

B Fig. 1.3 The value of a company is being increasingly determined based on its intangible assets

business models and organisational aspects owing to new technologies such as big data,
business analytics, cloud computing, cognitive systems, robots, social software and the
Internet of Things. From a human-centred perspective, knowledge management’s focus
on collections of (documented) knowledge has been extended to comprise connections
between people (Kaschig et al. 2016) and to embrace social relations with their corre-
sponding technology support, also called social knowledge environments (Pawlowski
etal. 2014).

Researchers have associated the capabilities of big data analytics to a “data capital-
ism” which is “cashing in on our privacy” (Thornhill 2017). In this view, data has become
an important source of monetisation as it enables the analysis of customer preferences
and provide user-optimised advertising, products and services, and to further develop
them. Algorithms are increasingly pervasive in many fields (Ausiello and Petreschi
2013).

Be it in business or in everyday life, digital transformation strategies have certain
elements in common. These elements can be ascribed to four dimensions: use of tech-
nologies, changes in value creation, structural changes, and financial aspects (cf. Matt et al.
2015). The transformation of analogous assets into electronic representations is associ-
ated with new forms of cognition.

1.1.2 International Division of Labour Based
on Intangible Assets

The worldwide availability of information as well as the low-cost and efficient facilities
of communication has led to an explosive rise in international trade and foreign direct
investments through the participation of more and more countries.
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In a generation, the proportion of the gross national product of US to world gross
product has dropped from approximately 50% to around 20%. New competitors thrust
themselves into the world market and learn fast. ACER, for example, the electronic
company founded in Taiwan in 1976 with 11 employees, learnt things rapidly through
joint ventures and alliances. Today, it is a leading international computer and semicon-
ductor manufacturer.

In the new international division of labour, «selling» information and knowledge
packed in products and services has gained more and more importance compared to the
mere exploitation of cost differences and pure «economies of scale» that characterised
the international division of labour in the fourth Kondratiev wave (cf. Huws 2005). In
particular, trade in knowledge intensive services and international royalty and licence
fee payments (as a measure for selling intellectual property) have grown significantly.!
India is an important player in global Knowledge Process Outsourcing (KPO) includ-
ing services such as research and information gathering, e.g. intellectual property
research for patent applications; business and market research, legal and medical ser-
vices; training, consultancy, and research and development (Mehrotra 2005; Agarwal
and Nisa 2009; Contractor et al. 2010). The digital transformation allows for advanced
service outsourcing.

The advanced economies are increasingly turning into «Knowledge nations». Their
companies have knowledge about the worldwide markets, develop product concepts,
organise production processes on an international level as well as control the interna-
tional logistics of the «supply chain». The physical production and to some extent even
the development of product components takes place in the new industry nations or
emerging markets. We call this the impresario concept of international division of work
as described in the case study below (North 1997).

The availability of knowledge is also a criterion for decisions pertaining to where
business activities are located. This involves not only the creation of local market knowl-
edge but also the availability of corresponding qualified employees and suppliers. Firms
aim to research, develop or produce in a place where one can learn the most. It is not
difficult to predict that in the future, the use of comparative cost advantage will be of less
importance than the use of comparative knowledge advantage.

Creation and transfer of knowledge play an important role even in the operative man-
agement of international companies. This involves decisions on «which knowledge is cre-
ated where» and «how can knowledge be transferred efficiently». Multinational companies
are turning into worldwide knowledge networks with their customers and suppliers.

Case Study

Production Impresarios: Orchestrating International Manufacturing Networks

«How to ensure global market presence and minimize own investment?» is the challenge for
global companies. One solution is to become a «production impresario» instead of a manufac-
turer with high vertical integration. A «production impresario» develops the product concept,

1 Compare the annual WTO trade statistics, » www.wto.org
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commissions the product modules to the system suppliers, coordinates parts production and
assembly in an international manufacturing network and undertakes the sales and distribution
of the products. The power of the production impresario lies in his knowledge of worldwide
markets, technology and innovations. In order to organise product development, production
and sales, the impresario should be in a position to transfer relevant information along value
chains, i.e. he should be capable of controlling the international learning process and offer logis-
tics support. The production impresario concept has taken hold mainly in the global automobile,
textile and electronic industry.

Thus, for instance, the multi-domestic concept of a leading truck manufacturer is based on
the knowledge that markets, especially in the developing countries, cannot be captured with
high-tech vehicles that are produced in high cost countries but are to be sold on a dollar basis.
Only those trucks that are adapted to the purchasing power and conditions of use in such
countries and that possibly contain many parts from local production are suitable for these
growing markets. The basic idea is this: The truck manufacturer breaks away from the risks of
investment and in-house production with the purpose of slipping more and more into the role
of a know-how supplier, a developer and a worldwide logistics expert. In this way the firm gets
rid of the risk and becomes more agile by passing the problems of fixed cost pools to others
who are involved in production.

Also Benetton operates as a production impresario. Till 2000 Benetton made part of its pro-
duction in its own factories and through a wide network of domestic sub-contractors, mainly spe-
cialized in sewing. Now Benetton has drastically moved to a new strategy, abandoning Italy and
organizing production around a dual supply chain: close locations (East Europe and North Africa)
for quick production and far away locations (Asia) for more standardized products. This leads to a
redefinition of competences for the Treviso clothing district, where Benetton traditional sub-con-
tractors have been in few years, drastically curtailed. Benetton restructuring marks the transition
to a new network of competences between agents in the district. The sales network is organised
through a multi-level franchising system. Approximately 70 independent firms work as regional
dealers of the group. Over 3000 sales outlets worldwide are operated by independent companies
as franchising partners of Benetton. Benetton is responsible worldwide for the marketing and has
area representatives. Thus, with relevant sales and market data, it is in a position to grow its low
equity quickly by using the franchising concept (Crestanello and Tatara 2009; Fornengo Pent
1992; see also North 1997).

1.1.3 Accelerated Competition: Improving Faster
and Becoming Different

Rethinking traditional definitions of economy, wealth creation, business models and
organizations and institutional structures has also consequences how firms compete
and institutions act in increasingly digitally enabled settings.

While the wish «to improve faster» is aimed at increasing efficiency, this only brings
about short term relief in keeping a competitive lead. Take an example of a leading
electronic company which sees an annual erosion of 15% in the price of its products.
Best practice transfer might lead to an increase in productivity, but is not a long lasing
remedy. In order to avert such a fall in price, the competition parameters must be
changed using innovation of products, processes or business models. Efforts must be
taken to bring unique and inimitable products and services to the market.

Thus, knowledge-oriented management not only means «improving faster» but also
«becoming different, gradually».
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Different, because it becomes impossible or very difficult to imitate the company that
acquires a new configuration of resources as a result of a change in its culture. Gradually,
because in most cases this means a change to a new company culture based on innova-
tion which is a result of a highly complex process. Such a change must be initiated,
organised and sustained with a lot of patience.

In this respect innovation can be defined as a new configuration of knowledge
resulting in new or improved processes, products or business models.

Products can be imitated in the short-term or long-term depending on their complex-
ity. It is very difficult, however, to imitate the capability that is organised and fixed in a
company to create, combine, transfer and store knowledge and to generate solutions from
the knowledge for the present and future needs of customers. Thus it is a source of long-
lasting competitive advantage. Knowledge competition rewards the skill of playing with
an infinite number of options in order to find new and better ways of doing things (Romer
1986). For this companies need to develop «dynamic capabilities» (see » Sect. 2.3).

Why can this new «knowledge evolution» not lead to the development of an alto-
gether new quality of competition within and among the companies? We can take the
analogous example of the development processes of life, which involves the emergence
of higher forms from a constructive interaction of the different primitive forms, through
a «Plus Sum Game» wherein the advantage of one form is linked with the simultaneous
advantage of the other. Knowledge sharing in and across organisations is such a «Plus
Sum Game» in which the sum of what is gained by all players is greater than the com-
bined sum of what the players entered the game with (refer to the discussion of the
concept of co-opetition in » Sect.3.1).

Another contributing factor to newer forms of interaction and competition is that
the classical limits of companies change and even fade away at times, which, for exam-
ple, applies to the concept of open innovation (Chesbrough et al. 2006).

Companies are increasingly being considered as virtual entities that revise traditional
business concepts: from competitive-rivalled to cooperative appreciation of competition,
from a mere task based organisation to a process-oriented organisation that is directed
towards value creation, from mistrust-based alliance management to trust based alliance
management. Everyone in the organisation is involved «in a non-stop process of personal
and organisational self-renewal. Everyone is a knowledge worker - that is to say, an entre-
preneur» (Nonaka and Takeuchi 1995). Corporate entrepreneurship can therefore be
characterised by three dimensions: product innovation, risk-taking propensity and pro-
activeness in the pursuit of new opportunities (see Barringer and Bluedorn 1999).

Case Study

K&P Engineering: Learning Fast

K&P Engineering carries out structural analysis for complex buildings (for example bridges)
at two offices with approximately 30 employees, mostly engineers. Only those engineers
who handle projects efficiently and learn quickly from their mistakes as well as those who
distinguish themselves as experts in a specific area are successful in this business. The
brains of these employees contain highly specialised knowledge about solutions and
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recurring errors in construction. How can this information be stored, made available to all
and used for training and continuous improvement of the younger employees?

At K&P, frequently recurring construction errors as well as good solutions are documented
using a database structured according to types of buildings. If an employee has to conduct a
structural analysis for a new object, he can update himself with the frequently recurring
construction defects by referring to the database, detect them quickly, avoid them in his
construction work if possible and learn the elements of a «good solution». This generates a
commonly accessible collective knowledge of the engineering company.

Though it is easy to use the solution database, it is not always easy to convince the
employees to feed their information in the system. They commit errors, since they work
under high pressure, and they would not like to be linked with errors by documenting them.
Further they possibly feel that the value of their expertise will reduce if others too have
access to their experience. Until now, K&P has succeeded in motivating its employees to feed
information by communicating with them and convincing them. With an increase in the con-
tent of the database, there is an increase in its use by the employees. Thus a culture of learn-
ing from errors begins to establish itself.

However, significant implementation problems confront the recognised potential of
knowledge management in a company. Despite superior information technology, data-
bases, exchange of experience, work groups, steering committees, etc. many companies
succeed partially or fail completely in bringing transparency to the knowledge and in
using synergies. Thus they end up «reinventing the wheel». In many cases, employees are
not aware of the developments taking place in some other area of the same organisation.
When working together within a business area is a challenge in itself, it is even more dif-
ficult to cooperate across a business segment with the purpose of converting the entire
available knowledge quickly and efficiently into solutions for customers’ problems.

This could be viewed as a result of misunderstanding the process of knowledge cre-
ation. While one view is restricted to information processing, the more successful
approach is to view knowledge creation as a process that enables the company to respond
quickly to customers, create new markets and rapidly develop new products and
services. Information processing only creates formal knowledge in terms of data, codi-
fied procedures and principles, and is measured using metrics such as increased effi-
ciency, lower costs and improved return on investments (Nonaka and Takeuchi 1995).

The multi-divisional form of organisation found in a number of major enterprises
often stands in the way of smooth flow of knowledge across the segments. Hence there
is an argument that an efficient creation and transfer of knowledge within the frame-
work of a hierarchical and multi-divisional organisation is difficult (Hedlund 1994).
Apart from the organisation structure mentioned above, even the values that are prac-
ticed in the organisation can create restrictions, for knowledge is power and is kept
under wraps. The «not invented here» syndrome hampers the transfer of knowledge.
Often, the rewards and appraisal systems that have an individualistic orientation offer
very little incentive to create and distribute knowledge (see @ Fig. 1.4).

However, there is an increasing awareness that «Creation and exchange of knowledge
is very important for our business and takes us forward».

This increasing awareness among management and employees is a good starting
point for changing-over to a new quality of competition.
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B Fig. 1.4 What hampers the creation and transfer of knowledge?

Managers interviewed by us summarised the problems and potential of knowledge
management as follows:

If we knew what our company knows, we could fulfil the customer requirements in
a better way, offer innovative products earlier, react faster to the market changes and
increase our productivity. In short, we could improve at a faster rate.

Some Typical Knowledge Problems in Organisations

= Employees are unable to find critical existing information when required. This results in
employees using incomplete information or re-inventing the wheel. Information about
a study conducted in a particular area, if found easily, will help reduce the time in
initiating a study in another similar area and estimate the effort more realistically.
Knowledge is of little value if it cannot be found when needed.

= |essons are learned but not shared. Knowledge gained through failure is often
undervalued. Events that caused a delay in the project completion or those that
affected sales adversely are often forgotten. One tends to repeat past mistakes due to a
lack of knowledge or the inaccessibility of the lessons learnt from failures.

= QOrganisations often don't know what they already know. In the knowledge-based
economy survival depends on the best possible response to a multitude of challenges
primarily using the knowledge gained through past experience. Due to a lack of sharing
culture and facilitation, best practices of a group do not get embedded into the
organisation’s procedures.

= Very often individuals who have valuable information are not tracked in the organisa-
tion and this knowledge moves with them with no benefit to the organisation.
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1.1.4 What Is Knowledge Management?

Since the mid-1990s, there has been an intensive academic discourse and practical
experimentation regarding models and practices of managing knowledge in organiza-
tions. Research focused on “The knowledge-Creating Company” (Nonaka and Takeuchi
1995) and the “New Organizational Wealth” (Sveiby 1997) and “Intellectual Capital”
(Stewart 1997). The latter two discussing new ways of measuring and managing knowl-
edge-based resources. Multidisciplinary approaches to managing knowledge emerged
in fields such as information and computer science, library science, business adminis-
tration, psychology, sociology, education, engineering, philosophy and other scientific
areas (c.f. Heisig 2015).
Zack et al. (2009) postulate that knowledge management (KM) has progressed from
an emerging concept to an increasing common function in business organizations.
The path to an intelligent, knowledge-oriented company initially begins with five
basic questions:
1. How important is knowledge as against physical assets for the success of our business?
2. Which strategic goals do we want to support by knowledge management?
3. Which knowledge/competences do we have and which knowledge/competences do
we require in the future to ensure long lasting competitiveness?
4. How do we manage the «knowledge» resource in the company?
5. How should we organise and develop our company so that we can cope with
present and future knowledge-based competition?

@ Figure 1.5 shows that by contrasting current and future knowledge organisations can
develop answers to the above questions. How to do this based on a systemic under-
standing of KM will be expanded upon throughout this book.

Which Which
knowledge knowledge
|::> Generate new products,
and services and businesses areas and
competence competence
do we have do we have
Increase operational )
today and effectiveness in the
how future
and how
can we can we
. |::> Ensure attractiveness <‘,:| )
use it for the stakeholders cldg|uli= ©F
optimally ? generate it ?

B Fig. 1.5 Basic questions for the knowledge management of an organisation
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Before we provide our definition of Knowledge Management we would like to make
clear what is our understanding of management. The role of management in a learning
organisation has been well formulated by Drucker:

Management means:

1. Making people’s strengths effective and their weaknesses irrelevant

2. Enhancing the ability of people to contribute,

3. Integrating people in a common venture by thinking through, setting and exempli-
fying the organisational objectives, values and goals

4. Enabling the enterprise and its members to grow and develop through training,
developing and teaching

5. Ensuring everyone knows what needs to be accomplished, what they can expect of
you, and what is expected of them. Management allows us to coordinate hundreds or
thousands of people with different skills and knowledge to achieve common goals.

Based on this understanding we define KM as follows (a search of the literature reveals
a huge number of KM definitions which contain similar elements?):

— Definition

Knowledge management enables individuals, teams and entire organisations as
well as networks, regions and nations to collectively and systematically create, share
and apply knowledge to achieve their strategic and operational objectives.
Knowledge management contributes to increase the efficiency and effectiveness of
operations on the one hand and to change the quality of competition (innovation)
on the other by developing a learning organisation.

Role of Knowledge Management in “VUCA” Environments

In the past, organisations primarily engaged in knowledge management (KM) prac-
tices that focused on managing current knowledge and past experiences with a strong
emphasis on documentation (Pawlowsky et al. 2011, Bolisani and Handzic 2015). Today,
a hypercompetitive “VUCA” environment (volatile, uncertain, complex, ambiguous),
changed communication behaviours and the evolution towards knowledge work 4.0
set the scene for managing knowledge within and across organisations in the digitised
society.?

In analogy to the concept of “ambidexterity” (Tushman and O’Reilly 1996), KM has
to support a number of conflicting knowledge activities such as “exploitation” and
“exploration” or “sharing” and “protection” at the same time in such VUCA settings. In
the light of the ensuing conflict between stability and flexibility, KM stabilises the organ-
isation’s capabilities in a mode of protection and exploitation on the one hand and con-
currently supports dynamic capabilities in a mode of exploration and sharing to enhance

2 Areview of concepts of knowledge and knowledge management can be found at Anand and
Singh (2011).
3 The following text is adapted from North et al. (2018)
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agility and renewal. An organisation’s ability to manage such seemingly contradictory
processes and practices increasingly gains importance with digital transformation. Let
us look in more detail into these two functions of KM.

Operational KM as stabiliser

Also in the future, operational KM will continue to aim at making the right knowledge

available at the right time and place to support the employees of an organisation, plus

the relevant stakeholders in the organisation’s environment for day-to-day operations.

The means and ways of how to achieve this ambitious objective, however, will change

under a KM 4.0 perspective. Organisations can engage in the following activities to

stabilise the portfolio of competencies in an organisation:

1. Facilitate ubiquitous and curated knowledge flows: Quick, easy and ubiquitous
access to the knowledge base of the organisation and across organisations gains
importance and can be characterised by decentralized, and increasingly peer-
networked repositories augmented by rapidly evolving machine intelligence.
Murray and Wheaton (2016) argue that there is a need for “knowledge curation”
as even advanced technologies such as machine-readable ontologies have not yet
come close to being able to extract deep meaning or accurately organize content
into proper contextual categories. Curation establishes, maintains and adds value
to repositories of knowledge and helps to keep them relevant and up-to-date. In
practice, curation could mean that an expert compiles a selection of links and
shares them, adding a clear explanation of the selection criteria used to compile
the list as well as brief introductions explaining why each link is relevant. However,
the decisions necessary in such a process might also be augmented by machine
intelligence, by a team or crowd who are engaged in the domain that is curated by
the expert.

2. Enable collaboration: The emphasis of KM has shifted from the support for
collecting to connecting knowledge activities (Kaschig et al. 2016) that help to
make collaboration work. Connecting knowledge activities are viewed comprehen-
sively to comprise connections between people, that is joint knowledge creation,
sharing and acquisition, and connections of knowledge both in an abstract and a
manifest form - the integration of knowledge from diverse sources be it people,
documents or algorithms. KM needs to help people to develop the competencies
needed for work 4.0, amongst which competencies for technology-mediated
collaboration and collaboration with machines as “team mates” stand out.

3. Monitor and control augmented learning and decision-making: As organisations
increasingly develop and deploy algorithms to automate routine knowledge tasks
and decisions plus provide decision support in known situations, such automated
knowledge behaviour needs to be monitored and controlled to be not only efficient,
but also compliant with an organisation’s internal and external regulatory system.
The corresponding experiences made need to be systematically reflected and inter-
preted in this respect, KM will have to ensure transparency of cognitive technolo-
gies, so that users will always be aware of how cognitive systems “think” and act. A
particular challenge here is to identify and leverage the tacit knowledge of subject
matter experts or communities and to provide the means for humans to keep up to
date with the exponential growth of opportunities created by self-learning systems.



15 1

1.1 - Knowledge: A Resource for Creating Wealth

Strategic KM as Catalyst
In an increasingly turbulent and complex environment, it is the responsibility of KM to
critically examine knowledge and competencies of the organisation, a network or busi-
ness ecosystem and identify its “blind spots” Here, KM takes on the role of an innovator
and “irritates the system” by questioning past learning, established behaviours and prac-
tices. KM must succeed in supporting the development of “dynamic capabilities” of
organisations to reconfigure, realign and integrate core competencies with the help of
external resources. Organisations can engage in the following activities to productively
foster the growth of capabilities for improved organisational performance under shift-
ing environmental conditions:

1. Identify critical knowledge: KM needs to provide deep insight into the critical
knowledge assets required to embark on the learning journey involved in the
activities to pursue future organisational goals. Therefore, KM also questions
current core competencies, intellectual property rights, market and industry
comprehension, and customer understanding and expectations (MacMillan et al.
2017). KM should identify the pockets and islands of knowledge creation within
and beyond the organisational boundaries that can be connected to acquire new
core competencies that can be appropriated by the organisation. Hence, organisa-
tions need to integrate isolated knowledge on and views of the environment to
make sense of information as a basis for seizing new opportunities and transform-
ing the organisation. Strategic knowledge mapping helps to uncover and take an
integral view on critical knowledge assets, providing the context for discovering the
most promising digitalization strategies (MacMillan et al. 2017).

2. Facilitate sensemaking and shared understanding as a basis to act: describe
sensemaking as a way of understanding connections between people, places and
events that occur now or occurred in the past, in order to anticipate future
trajectories and act accordingly. The ability to frame (set in context) and reframe
problems and observations is particularly important when big data analytics seem
to provide answers without adequate context knowledge (Madsbjerg 2017). Deep
insights and shared understandings emerge through multiple discourses of
people. The underlying mechanisms of meaning making can be seen as the
essence of collaboration and highlight that negotiation processes are interactive,
reciprocal and that meaning resides in the social realm and can be manifest in
socio-technical systems. Sensemaking is a shared and communal activity that
produces knowledge appropriate for action, but biased heavily based on the
individuals doing the sensemaking - that is, each group of people who have the
various sensemaking conversations will “talk into existence” a very different set of
situations, organisations, and environments (Weick et al. 2005). In this view
sensemaking is a process that is highly collaborative, effective for organisational
growth and planning in both the short and long-term, and highly dependent on
interpretation.

The increasing complexity of work tasks intensifies the demand for collabora-
tion, which in turn requires KM to support the creation of shared understanding
among work groups (Bittner and Leimeister 2014). On the organisational level,
shared understanding among organisations that collaborate in business ecosystems
is vital for efficient knowledge creation in such ecosystems. Researchers found that
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at the beginning of business ecosystem formation, organisations need to share their
capabilities, expertise, and knowledge and in particular make the tacit knowledge
explicit in order to boost integration.

3. Encourage renewal, agile learning and reflection: To ensure renewal in an ever
changing and often disruptive environment, firms have to learn how to systemati-
cally develop new business models and non-profit organisations need to be capable
of redesigning their missions in an accelerated manner (cf. Kotter 2014). KM can
play a key role in these above described issues related to render organisations more
dynamic in the future. In an environment that is characterised by unpredictability
and various unanticipated crises, KM must support quick problem-solving,
encourage constant experimenting, foster collaborative learning and facilitate
professional reflection to learn from mistakes. For example, KM can be responsible
for developing a “next practices” process in an organisation. Future developments
in a business or technology area, or in a business model can be explored in cross-
departmental workshops which include a range of stakeholders such as customers
and the scientific community.

4. Build platforms for engagement: In an era of information overload, human
attention is a scarce resource. In order to attract heterogeneous and unexpected
knowledge it is of strategic importance to build platforms that engage members in
and beyond the organisational boundaries. Ghazawneh and Henfridsson (2010)
point to the importance of governing third-party development through specific
knowledge which they call “platform boundary resources” These include the design
of technical boundary resources such as software development kits and application
programming interfaces and social boundary resources such as incentives, intellec-
tual property rights, and control systems. KM’s role is to build platforms that attract
engagement of a wider community for the strategic development of organisational
competencies, products and services.

Case Study

The Rise of the Knowledge Market

Today, we witness the emergence of online knowledge marketplaces where you can sell your
personal knowledge. You can see its roots in the crowd sourced Question & Answer trend that
spawned sites like Quora, Aardvark, Stockoverflow or » Ask.com and where you can get your
questions answered for free.

The Swedish start-up » www.Mancx.com is proving the success of their concept of an online
knowledge market to exchange personal information for money. Mancx is a fully transactional
knowledge market with global paying/payout capabilities. For information buyers, Mancx is the
place to go to for answers to business questions they face on a daily basis. For information sellers,
Mancx offers a way to capitalise on accumulated knowledge and to build their personal brand pro-
file as sources of valuable information. Mancx provides a secure environment and anonymity to
negotiate and broker a deal of knowledge selling, taking a 20% commission on every concluded
transaction.


http://ask.com
http://www.mancx.com
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This is the same philosophy that » www.Acabiz.com has regarding information. Acabiz is an
Italian company funded by private investors and the finance arm of Lombardy’s governmental
body. Acabiz came up with the idea of a knowledge marketplace out of a desire to create a plat-
form for academics to connect with businesses, governments and NGOs. It thus provides a direct
link between the final consumer and supplier of specialised knowledge and cuts out middlemen
or consultants.

«Accessing niche or specialized knowledge is mission-critical for any successful and tar-
geted business activity today,» said Guido Uglietti, the founding partner of Acabiz. <Everyone
recognizes the importance of academia to business knowledge transfers, but has been no global
platform tool to facilitate and promote knowledge transfer in any simple and scalable way.»

Acabiz created a platform for academics, who they call knowledge holders, to connect
with businesses, known as knowledge hunters, who are interested in their specific research
expertise or knowledge. The Acabiz platform allows businesses to easily and directly tap into
the knowledge network of thousands of academics worldwide who all have highly special-
ised knowledge in fields such as architecture, engineering, law, medicine, science, financial,
economics and other areas.

Source: Adapted from: Jeniffer Hicks: The Rise of the Knowledge Market. » http://www.
forbes.com/sites/jenniferhicks/2011/06/27/the-rise-of-the-knowledge-market/.

1.2 How Organisations Learn

Competing in an ever changing environment requires organisations to learn. How does
this happen? The following subchapter is adapted from Brenda Barker Scott’s excellent
literature review on organisational learning.

s Whatls Learning?
The question of whether learning is a cognitive process as well as a behavioural process
has practical and theoretical implications.

Theorists adhering to a purely cognitive perspective view learning as the develop-
ment of new insights through the revision of assumptions, causal maps or interpretive
schemas. An organisation has learned «if any of its units acquires knowledge that it
recognizes as potentially useful to the organization».

Theorists favouring a dual cognitive-behavioural approach suggest that while
cognitive development is necessary, action is also required for full and complete learn-
ing. Here learning is said to occur as new insights, assumptions, and causal maps lead to
new behaviour or conversely, new behaviour leads to new insights. Pointing to the inti-
mate relationship that learning has with action, Argyris (1999) suggests: «An organiza-
tion may be said to learn to the extent that it identifies and corrects errors».

Organisational knowledge (OK) theorists have also noted the behavioural-cogni-
tive distinction, but from the point of view of the product of learning; either the devel-
opment of know what or know how.

4 The full text with all sources can be found under: B http://irc.queensu.ca/gallery/1/dps-organiza-
tional-learning-a-literature-review.pdf


http://irc.queensu.ca/gallery/1/dps-organizational-learning-a-literature-review.pdf
http://irc.queensu.ca/gallery/1/dps-organizational-learning-a-literature-review.pdf
http://www.acabiz.com
http://www.forbes.com/sites/jenniferhicks/2011/06/27/the-rise-of-the-knowledge-market/
http://www.forbes.com/sites/jenniferhicks/2011/06/27/the-rise-of-the-knowledge-market/
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Central to the cognition-behaviour question is the notion that learning is a function
of conscious thought. Potential learning, however, is blocked when members lack the
appropriate cognitive apparatus for noticing or experiencing a «learning need» and for
sensemaking. Sensemaking has also been linked to the levels of cognitive development,
whereby routine learning is associated with single loop learning, and double loop
learning with deeper cognitive adjustment. Those exploring the interplay between cog-
nition and action have delved into how action springs from, or leads to, deeper cognition
through reflective processes such as action learning and after action review. Since know-
ing is highly situational, its lessons cannot be easily codified and transferred in proto-
cols and training manuals. Rather, practitioner-developed knowing must be absorbed
through interaction via improvisation, apprenticeship, conversation, and storytelling.

= Can Organisations Learn?

While some academics maintain that organisational learning is simply the sum of what
individuals in organisations learn, others contend that organisational learning is a
reflection of the collective ideas, activities, processes, systems, and structures of the
organisation. Nonaka (1991), describes a company as a living organism with a collec-
tive sense of identity and a fundamental purpose, which in turn influences each mem-
ber’s commitment to learning and sharing knowledge.

Independent of the benefits to individual learning, social interaction, and common
experiences also play an important role in the development and transfer of group
knowledge.

Those exploring group level learning have identified how social processes enable
the exchange, synthesis, and broadening of individual member knowledge into the
synergistic knowing that resides amongst the group. Here academics have studied
the many processes and conditions associated with productive learning interactions
via conversation and interaction principles, and common working-in-learning
experiences.

To this end practical theorists have developed social technologies like café conversa-
tions, whole systems change processes, and theory (Scharmer 2007) to offer philosoph-
ical, procedural, and logistical tenants for the facilitation, focus, pacing and flow of
productive learning experiences amongst and between groups and communities.

The Fifth Discipline - Learning organisations are organisations ...

= where people continually expand their capacity to create the things they truly desire,

== where new and expansive patterns of thinking are nurtured,

== where collective aspiration is set free, and where people are continually learning to see
the whole together.

The elements:

1. Personal mastery

Mental models

Building shared vision

Team learning

Systems thinking

uhA W

Source: Senge (1990).



19 1

1.3 - The Knowledge Firm: A Quick Assessment

= Organisational Features That Promote Learning

Others, primarily those working from the organisations can learn perspective, suggest
that an organisation’s ability to learn is dependent on a host of organisational features.
In answer to the call for adaptable and responsive organisations, ones in which learning
is the norm, not the exception, scholars have identified a number of pertinent features
including a firm’s learning intent, strategies supporting innovation or capability devel-
opment, enlightened leadership and distributed authority, norms and belief systems
supporting learning, the use of whole systems planning and decision making forums,
processes and tools that permit the flow or transfer of knowledge between individuals
and groups, and support and legitimacy of practitioner oriented learning.

An organisation’s ability to exploit new knowledge has been attributed to how well it
is able to act on new insights (flexibility and speed), how extensively it is able to spread
new insights to other parts of the organisation (breath), and the degree to which it
embeds the learning in organisational features such as norms, protocols, products, pro-
cesses and structures (depth).

Alternatively, describing organisations as interpretive systems, noted theorists
Richard Daft and Karl Weick (1984) have attributed interpretive schemas to organisa-
tions that, in turn, influence how organisational decision-makers notice, attend to, and
interpret the signals in their environments. In turn, different interpretations lead to dif-
ferent organisational responses, which ultimately shape strategy, norms, form and pro-
tocols for learning.

Daft and WeicK’s (1984) account of discovering versus enacting organisations, pro-
vides a useful lens through which to explore how different interpretive schemas influence
the nature and type of organisational learning. In a discovering organisation managers
assume that the environment is predictable and analysable. Following this, managers
attempt to adapt and learn by setting predictable performance goals for continuous
improvement efforts. Conversely, managers in an enacting organisation assume that the
environment is unpredictable and malleable, and therefore innovate and learn through
trial and error experimentation. Here managers understand that as they learn and apply
their learnings, they in turn co-create or enact an enriched environment. The world
transforms as they transform.

Independent of how a firm defines it features, it is widely appreciated that these
contextual factors shape individual and group learning.

In an exploratory study Chawla and Joshi (2011) looked at the impact of knowl-
edge management on learning organisation (LO) practices in India, and based on a
small sample of firms they concluded that IT-firms and IT-enabled services score high-
est on most of the LO dimensions. The testing of their hypothesis revealed that most of
the KM dimensions had a positive impact on LO. The type of industry, however, did
not have any statistical differential impact on the dimensions of LO in most cases.

1.3 The Knowledge Firm: A Quick Assessment

A knowledge-based firm is characterised by its ability to learn and thus generate rele-
vant knowledge to derive business success from this resource. The economic success of
such firms is attributed to their knowledge related capabilities, which vary according to
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the type of business. A specific category are knowledge intensive firms or organisations,’
such as auditing firms, consultancies, engineering firms, research labs, schools or uni-
versities which sell «packed knowledge» of highly qualified experts or organise learning
processes. For a franchise company like McDonalds, the creation and transfer of knowl-
edge means efficiently training employees with few qualifications to reach a competence
level necessary for expanding the standardised and replicable processes and stan-
dardised operations of preparing a «BigMac®» worldwide. Indian IT biggies Infosys
Technologies and Wipro have successfully incubated «learning services» and are selling
these to global customers struggling with technological and process changes in their
companies as well as demographic shifts in the workforce. While Infosys integrated the
service in its Enterprise Solutions Group in 2010, Wipro leveraged its capability in the
learning space to extend it as a service to customers in terms of managing learning
content, learning delivery, and hosting and managing learning platforms (Das 2010).

= Dimensions of Knowledge Intensity

Until now, we have been talking about the «knowledge-based firm» or about «knowledge-

intensive firms» without explaining what knowledge intensity means. Knowledge intensity

has two dimensions — knowledge intensity of the process and knowledge intensity of the product/

service. We have distinguished four fields in the knowledge intensity portfolio (see @ Fig. 1.6):

== Product intelligence: Products and services vary in the degree of knowledge embed-
ded in them. An indicator for «product intelligence» is the research and develop-
ment (R&D) effort as a percentage of total cost or sales. Product intelligence is high
in the case of software products, machine tools that identify their own errors,
pharmaceutical products, etc.

5 » http://www.som.cranfield.ac.uk/som/dinamic-content/media/ISRC/What%20really%20is%20
a%20KIF.pdf


http://www.som.cranfield.ac.uk/som/dinamic-content/media/ISRC/What%20really%20is%20a%20KIF.pdf
http://www.som.cranfield.ac.uk/som/dinamic-content/media/ISRC/What%20really%20is%20a%20KIF.pdf
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== Process intelligence: Refers to the complexity of processes and the knowledge
embedded in them. The amount of R&D investments in process development and
improvement as well as the qualification level of people employed in production are
indicators for process intelligence. High process intelligence can be found in «Mass
customisation» (Pine 1993) wherein custom-made products are produced with over
millions of variations. The resulting products, such as a bicycle or a tailor-made
suit, are not particularly intelligent in themselves, but the intelligence lies in the
conceptualisation and execution of the process. Increasingly sophiscticated
algorithms govern processes, for example in the financial industry («FinTechs»).

== Product and process intelligence combines both the described phenomenon. A
practical example is a firm that manufactures high-precision balances in a
customer-oriented production.

== Value added by physical work: Low knowledge intensity in the value added chain and in
the performance is evident while selling physical work (even boxing brings money!).

— Definition

A good overall indicator of knowledge intensity is the added value of a product/

process. This reflects the value generated by transforming an input (raw materials,
components, information) into an output valued by a customer. The more special-
ised and unique knowledge is embedded in the transformation process the higher
the value added (see Porter and Millar 1985).

= What Makes a Knowledge Firm?

What are the characteristics of a company that converts knowledge into sustainable
competitive advantage? Knowledge oriented companies can be distinguished by a
number of the features that are described here briefly. At the end of this chapter, the
reader has the option to assess whether his company is a «company insensitive to knowl-
edge» or a «knowledge-oriented company». This short analysis enables the raising of
awareness about the subject and to take initial steps toward creating a knowledge firm.
However, this does not mean that every company has to turn itself into a knowledge
company, for a company that is insensitive to knowledge can also be successful (but for
how long?).

We recommend the reader to look at the short analysis at the end of this chapter. The
following text explains the individual sections of the subsequent analysis.

Companies will specifically develop into a knowledge firm when customer require-
ments are highly differentiated and demand custom-made products. Knowledge firms
will counter a fall in the price for standard or «me-too» products and services by offer-
ing complex integrated solutions. This, for instance, applies to the supplier industry
for the offer of modules and systems as opposed to production of individual parts or
components. Even in a consultancy, the deployment of standard products is valued
less by clients than turn-key projects or complete solution packages which demand
significantly more knowledge and are therefore pay better. Markets with a high speed
of innovation and short product life-cycles require speedy creation and transfer of
knowledge.
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A knowledge firm offers solutions for customer problems, which are less intensive in
terms of labour and capital and are more and more knowledge-intensive. It is difficult to
imitate and substitute them, since they draw on complex knowledge and skills. Even the
ability to imitate efficiently under the «We are unbeatable at imitation» motto can be a
successful business strategy.

Case Study

Mumbai’s Dabbawalas - <A Model of Managerial and Organizational Simplicity»

The case of Mumbai’s Dabbawalas demonstrates how a simple business idea which offers solu-
tions to customer problems can become a successful business model which is difficult to imitate
when executed with discipline and dedication.

It has gained recognition world over for its service and operation and in the words of Prof.
C. K. Prahlad, is «A model of managerial and organizational simplicity».

«Dabbawalas», is a group of people in Mumbai, India, whose job is to carry and deliver home-
made food in lunch boxes to office workers. «<Dabba» means lunch box or tiffin. Daily, on the
streets of Mumbai, 5000 dabbawalas routinely deliver home cooked lunches in tiffin carriers to
200,000 working people all over the city.

They have been in the business for over 100 years and in 1998, Forbes Global magazine
conducted an analysis and gave them a Six Sigma rating for efficiency. In the same year two
Dutch filmmakers, Jascha De Wilde and Chris Relleke, made a documentary called «Dabbawalas,
Mumbai’s unique lunch service».

The system the dabbawalas have developed over the years revolves around strong
teamwork and strict time-management. At 9 a.m. every morning, home-made meals are
picked up in special boxes, which are loaded onto trolleys and pushed to a railway station.
They then make their way by train to an unloading station. The boxes are rearranged so
that those going to similar destinations, indicated by a system of coloured lettering, end
up on the same trolley. A simple colour coding system doubles as an ID system for the
destination and recipient. The meals are then delivered - 99.9999% of the time to the right
address. The organisation relies entirely on human endeavour in the form of links in the
extensive delivery chain with no technology. The success of the system thus depends
on teamwork, an attitude of competitive collaboration and excellent time management.
Synergy and cooperation is very high, as all of them come from a single sect from remote
villages around Mumbai.®

The ability to combine the knowledge of different business fields in order to innovate
is gaining importance, and the same applies to the speed of generating new business
fields and developing products more effectively than the competitors.

The investors in the knowledge firms are interested in a long-lasting increase in a
company’s value, especially those dealing in intangible goods.

Traditional companies often treat knowledge as a commodity, like information, that
can be divided and stored («frozen food»). But knowledge firms are aware that the cre-

6 Varma, Shailena; The Amazing story of Mumbai Dabbawalas » http://toostep.com/insight/
the-amazing-story-of-mumbai-dabbawalas
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ation and transfer of knowledge is an individual and collective learning process that
cannot be dominated and controlled completely. Employees of such a company can dis-
cern correctly that we learn fast from other companies, we transfer knowledge effec-
tively within the company and to/from our customers, suppliers, alliance partners and
competitors.

The knowledge firm is mainly characterised by values, processes and structures,
the organisational «ecology», that allows the «plant knowledge» to grow and prosper
in a company. In this regard, we can also speak of a «knowledge ecology». Basic val-
ues practiced by such an organisation are trust, openness to new concepts and
authenticity.

The term authenticity indicates that the employees are supported in the use of
unconventional solutions, enjoy freedom in their demeanour and in organising their
work and are allowed to be their own self. In knowledge firms good ideas get imple-
mented notwithstanding who moots them.

For instance, highly-paid software specialists who often live in unconventional office
environments and can afford their «ticks» because they are creative and encourage liber-
ties through their creativity. Google is a good example of a firm that has understood
how to nourish creativity and commitment.’

The corporate vision and mission emphasises the importance of knowledge for the
success of business. Leadership and incentives must be organised in such a way that they
reward both individual performance and the contribution to overall success of the com-
pany. This gives rise to an interest in generating good performance not only for one’s
own unit but also to help other units, customers and suppliers to improve.

While there are no key performance indicators (KPI) for the creation and transfer of
knowledge in the traditional company, the knowledge firm measures both based on the
business goals. Creation of knowledge does not make any sense if it is isolated from
these goals. Such indicators are an integral part of the reporting system showing how
knowledge is converted into the success of the business. Non-financial indicators that
refer to customers, employees and processes gain importance over traditional financial
indicators.

In a knowledge firm, a significant change as opposed to the traditional hierarchical
companies is that the position of the management and experts is valued equally. In a
traditional company, one requires responsibility for a certain number of employees or
the responsibility for a certain budget in order to scale a position of a department man-
ager or chief department manager. But in a knowledge firm one achieves his position in
the company by the knowledge that one has, the knowledge that one gives to the others,
the ability to coach other employees, the ability to learn new things and to demonstrate
expertise. The person who is in the position of an expert must continuously develop
himself.

Knowledge firms develop «knowledge markets» wherein demand and supply are
decisive for the creation and exchange of knowledge. A knowledge company achieves

7 Regarding inspiring office environments see » http://www.youtube.com/watch?v=TaGO7XIP2EU
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transparency about «who knows what» within and outside the company and knowledge
transfer and development are based on common interests. Best practices and expertise
are emphasised in the company thus offering a permanent stimulus for implementing
good practices. Knowledge companies have overcome the «knowledge is power» syn-
drome; now «knowledge-sharing is power».

Various agents, processes and media support the operative tasks in our vision of a
knowledge firm. In such a firm, knowledge transfer processes are defined as well as the
structure of developing new business fields, products and processes. A top-ranked
coach promotes knowledge creation and transfer as «Customer Focus Coordinator» or
«Director of Knowledge Management». However, these coaches do not manage knowl-
edge the way one manages financial resources. Instead, they ensure that the «knowledge
ecology» is right and the rules of the knowledge markets are followed. They promote the
growth of employees in this new type of company.

Strategically important knowledge of an organisation is bundled in competence net-
works that are also responsible for the distribution and protection of this knowledge.
Employees exchange knowledge in «communities of practice». In a knowledge firm, a
number of cooperative projects promote teamwork across the functions and business
areas in a «boundaryless behaviour».

A knowledge firm practices intensive benchmarking both internally as well as exter-
nally. It finds out best practices, distributes them, enquires wholeheartedly whether such
practices can be used in the individual units and if not, looks for the reasons. A number
of problem-solving groups yield all the available information of their employees. The «not
invented here» syndrome is replaced by «implement good ideas from wherever they come».

Training and competence development are a high priority. Individual and collective
learning processes are based on demand and joint learning happens in teams close to
work situations and business units. Employees are no longer «sent» for training. Instead,
they themselves control their own learning process actively.

While informal contacts are not appreciated in the traditional hierarchical com-
pany — «youd rather not talk to our colleagues in Delhi because they could snatch away
our business» — team work and informal contacts are promoted in the knowledge
firm by means of knowledge fairs, knowledge brokering, attractive canteens, lounges,
coffee corners and other options of informal meetings. But not all options for elec-
tronic communication are implemented in order to enable colleagues to get to know
each other through personal meetings. In such a company, the office layout and the
overall structure of the workplace and social spaces support interaction amongst the
employees.

Information and communication technology is an important component of a
knowledge firm. It connects all the employees of the organisation as well as relevant
customers, suppliers and other external know-how experts. Electronic media is used
intensively for discussing and transferring knowledge. The databases and other infor-
mation sources are available for an updated, complete and integrated access to relevant
information which is beyond the limits of functional and business units. Such databases
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and sources build the collective memory of the organisation. The media is user-friendly,
easy to learn, adaptable to an individual’s method of working and allows easy contribu-
tions (e.g. wikis, blogs).

The well-informed reader will argue that such a company described above does not
exist in reality or that this utopia will also not find any practical application in the future.
This argument can be countered because there are already many companies that closely
match the criteria mentioned here, thus drawing us close to this vision. One such suc-
cessful company is General Electric which has already gone far ahead in its «reinven-
tions» towards a knowledge oriented company and is mentioned a number of times in
this book. Phonak (Switzerland) and Oticon (Denmark), both manufacturers of hearing
systems, exhibit many of the characteristics of a knowledge firm mentioned here. The
list continues with Buckman Laboratories and Sequent Computers in the USA, KaO in
Japan, Semco in Brazil, the MLP financial services in Germany, Infosys, Wipro, Tata
Steel, Eureka Forbes, and Tata Chemicals in India, etc.

For the employees and management, a change towards a knowledge firm means a
change in the working method and roles as they were described by the leading repre-
sentatives of organisational learning (Argyris and Schon 1978; Senge 1990; Flood
2009). Employees of this new corporate context must be able to «to learn learning».
Apart from their field-specific competence, they must have the basic ability to deal
with new information and communication technologies to procure information as
early as possible and convert it into knowledge. Employees are expected to have a
distinct communication competency and the skill of self-management as well as an
ability to be creative and solve problems themselves. The social competence or «capa-
bility to work in a team» involves consulting within the group, solving conflicts, deal-
ing with stress and unexpected behaviour of the others. Management is mainly
responsible for organising the above mentioned framework conditions «ecology» as
well as for determining the goals and measuring the achievement of goals as per the
extended criteria of a knowledge firm. The management itself is an expert — be it for a
specific theme, be it for coaching others to learn or be it for communicating the values
and goals.

= Short Analysis: Fitness for Knowledge Competition

Grade how you assess the position of your company in the knowledge competition
between a «knowledge-oriented company» and «company insensitive to knowledge». (You
might also use the self-assessment on p. 41). Students can do the same with their univer-
sity, department or teamwork with their fellow students. A good approach to sensitisa-
tion is copying and distributing the questionnaire given below among colleagues so that
the results can be discussed subsequently on points such as how different the categorisa-
tion turned out to be? Where was the maximum difference in the grading? Where do we
see the biggest obstacles on the way to a knowledge firm and which measures can give
maximum results with less effort? How can each of us contribute to the distribution of
knowledge in the company?
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= Short Analysis: Fitness for Knowledge Based Competition

Company insensitive to 1
knowledge

Knowledge oriented company

Our markets

Low differentiation.

Customer requirements are highly
differentiated, demand ‘for custom-
made’ products and services

Demand standard products.

Honoures customized and high
value products/services.

Low innovation speed and long
life-cycles.

High innovation speed and short
life-cycles.

Our solutions for customer problems

Work or capital intensive

Knowledge intensive.

Can be imitated easily.

Are difficult to imitate.

Can be substituted.

Cannot be substituted at present.

The firm faces difficulties to
generate new business fields.

Generation of new business fields
and products is more effective than
the competitors.

Our capital providers

Are interested in short-term yield.

Are interested in long lasting
increase in the value of the
company.

Knowledge and learning

We get few ideas from the
employees.

Good ideas get implemented
not withstanding where they come
from

We learn slowly (from other
companies).

We learn fast (from other
companies).

We do not know “who knows
what?”

We know where to locate our
knowledge

We do not take much effort to
protect our knowledge.

We protect ourselves systematically
against loss of knowledge.

One is afraid to emphasise best
practice and expertise.

We emphasise best practice and
expertise.

Training does not lead to a
collective learning process.

Training practices teamwork and
knowledge transfer across business
units.

The employees are“sent” for
traning.

The employees actively control their
own learing processes.

There is no institutionalised KM .

KM processes and roles are
implemented.
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Inefficient experience exchange.

Communities of practice exchange
experiences.

We do not have systematic and
open benchmarking.

By benchmarking (internal and
external) we find out best practices.

Offices and social places are
seperated in our company.

Our offices and social zones
encourage teamwork.

Basic organisational conditions

The values of our organisation
foster mistrust, scepticism
against innovations, confromity
and formalism.

The values of our organisation
promote trust, openness to
innovations, authenticity and
informal contacts.

The company goals have no
relation to the knowledge goals.

KM strategy is embedded in
business strategy.

Knowledge is power.

Knowledge sharing is power.

Reward systems are directed
towards the performances of an
individual or a single unit.

Reward systems align individual
performance and contribution to the
overall success of the company.

There are no indicators for the
creation and transfer of
knowledge.

We measure the creation and
transfer of knowledge based on
business goals.

Management positions are
valued higher than experts’
positions.

Management positions and experts’
positions are valued equally.

Information and communication

techno

logy

Our systems are not available to
all the employees.

Our systems connect all the
members of the organisation and
enables effective collaboration.

Our systems are exclusively
meant for matters within the
company.

Relevent customers, suppliers and
external partners also have access to
our systems.

Stored information is incomplete
and not updated.

We always have access to latest
and complete information.

There are different isolated
applications thus making it
difficult to connect the systems.

We have an integrated platform that
enables access to relevent
information across functional units
and business units.

There are no discussion forums
wikis, or blogs.

Discussion forums, wikis or blogs
are used for discussion and transfer
of knowledge.

The available systems are user
unfriendly or are not accepted.

The systems are user friendly and
are used intensively by the
employees.
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1.4 Key Insights of Chapter 1

== Knowledge as a resource and the capacity to learn become the main ingredients for
sustainable competitiveness.

== All over the world we view structural changes towards a knowledge economy and
society giving rise to changed education systems, new forms of learning and
valuating talent and competence.

== Intangible assets increasingly determine the value of organisations.

== Self-assessment provides insights if an organisation can be considered as «knowl-
edge firmp.

1.5 Questions

What are the characteristics of a knowledge economy?

What are the driving forces of knowledge based competition?

What is the influence of intangible assets on company value.

How would you define Knowledge Management? Describe at least five factors that
determine the success of knowledge-based management.

What are the objectives and basic questions of knowledge-based management?
What hampers creation and transfer of knowledge in and across organisations?

7. What are the characteristics of a «knowledge firm».

Ll

AN

1.6 Assignments

1. Knowledge Oriented Company
Give examples (or prepare a poster) on firms which display the characteristics of
a «knowledge oriented company» according to the criteria described in the test
at the end of » Chap. 1.

2. Knowledge Management Definitions
Conduct an internet search on the definition of KM and compare them.

1.7 KM-Tool: Knowledge Café

© What is a Knowledge Café?
A Knowledge Café is a means of bringing a group of people together to have an
open, creative conversation on a topic of mutual interest to bring to the surface their
collective knowledge, to share ideas and insights and to gain a deeper
understanding of the subject and the issues involved.

Q Why use it?
A Knowledge Café provides a space for people to meet, discuss and reflect. This
ultimately, leads to action in the form of better decision making and innovation and
thus tangible business outcomes.
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0 How to run it?

A simple session may go something like this:

1. The facilitator «Coffee house owner» welcomes people to the café and explains
what knowledge cafés are all about and the role of conversation in business life
(max 15 min).

2. The facilitator spends 10-15 min outlining the subject or theme of the café and
poses a single open-ended question. For example, if the theme is knowledge-
sharing then the question for the group might be «what are the barriers to
knowledge-sharing in an organisation and how do you overcome them?»

3. The group breaks into small groups of about five each and discusses the
questions for about 30-45 min and then we come back together as a whole
group for the final 30-45 min where the individual groups share their thoughts.

4. Optionally in the small group sessions, people change tables every 15 min to
broaden the number of people they get to interact with and thus the differing
perspectives of the group.

Usually no attempt is made to capture the conversation as doing so tends to destroy
the conversation. The value of the café is in the conversation itself and the learning that
each individual takes away. In some circumstances though it makes sense to capture
things from the café depending on its purpose and there are ways of doing this that
interfere minimally with the dynamics of the conversation. A good idea is to have a
paper table cloth and café tables on which participants can write, draw, mindmap.

For more information refer to:

» http://www.gurteen.com/gurteen/gurteen.nsf/id/run-kcafe

» http://en.wikipedia.org/wiki/Knowledge_Cafe

» www.youtube.com/watch?v=NTZ0vfOTmi4
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A learning organisation is an organisation skilled at creating, acquiring and transferring
knowledge and at modifying its behaviour to reflect new knowledge and insights

David A. Garvin

Learning Outcomes

After completing this chapter

= You will know the difference between information, knowledge and competence,

= You will be able to apply the SECI-model of explicit/tacit knowledge conversion
to real organisations;

= You will be able to explain competitive advantage by the resource based view
using the «VRIN»-concept and the construct of «dynamic capabilities»;

= You will learn approaches to structuring organisational knowledge and
assessing the value of knowledge resources;

== You will be able to run an idea competition.

2.1 Knowledge Based Value Creation

2.1.1 The «Knowledge Ladder»: Information, Knowledge
and Competence

Knowledge in organisations takes many forms. It includes the competencies and capa-
bilities of employees, a company’s knowledge about customers and suppliers, know-how
to deliver specific processes, intellectual property in the form of patents, licences and
copyrights, systems for leveraging the company’s innovative strength and so on.
Knowledge is the product of individual and collective learning and is embodied in
products, services and systems. Knowledge is related to experiences of people in organ-
isations and in the society, but only a small part of knowledge is made explicit. Tacit
knowledge largely determines how people behave and act.

For firms knowledge is a resource, an intangible asset and forms a part of the so-
called intellectual capital of an organisation. In order to enable knowledge-based value
creation, management has to understand what knowledge is and how knowledge is
related to competitiveness. In the following we will explain the underlying terminology
of knowledge-based value creation first through a short case study and subsequently by
systematising the relationship by means of the knowledge ladder (8 Fig. 2.1).

Case Study

Transfer of Best Practice (Electronic Manufacturing Services)

In the morning, the factory manager, Janya Gupta clicked the inbox on the computer screen. A
newsflash showed her that the results of the periodical benchmarking round the 50 electronic
manufacturing units of the concern had been directly entered in the best practice database.
She clicked on the news and got an overview of the graphically formatted information. In the
benchmarking comparison, her factory was placed in the upper half. Through voicemail, she
requested the best practice team of her factory to analyse the information and study the
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possibility to adopt the «best practices» of other factories in order to increase productivity and
thus compensate for the steady price fall of electronic components. She met the best practice
team in the afternoon and yet again verified the data of her factory that was reported to the
best practice database. Everything was OK. The best practice team developed knowledge
about the differences by establishing a relation between the benchmarking information of
their own factory and that of the comparable factories. Over a video conference that was
arranged at short notice with the members of the best practice teams of two «sister factories»
they learned and received the know-how. The team received tips on how to change the
configuration for assembly in their factory. The insights motivated them to act. Results were
measurable just 3 days later. The best practice team of the electronic manufacturing services
had demonstrated its collective problem-solving competence. Factory manager Janya Gupta
is satisfied and stresses that in her view, the capability to learn faster than the competition is a
lasting competitive advantage.
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B Fig. 2.1 The knowledge ladder

Data and Information: Raw Material for Value Creation Let us start at the bottom of the
competence ladder. People communicate by means of symbols; these may be letters, num-
bers or signs. These symbols can be interpreted only if there are clear rules of understand-
ing. These rules are called syntax. Symbols plus syntax become data. Combining the
numbers 1, 3, 5 and the unit symbols for degree Celsius plus a point to 13.5 °C transforms
symbols into data. This data can only be interpreted if it is given an exact meaning. It
becomes information if we add to the data whether we talk about air temperature, the
precise time and place of that temperature.
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Definition

Information is organised data adding meaning to a message. This information is inter-
preted differently depending on context, experience and the expectations of people.

Knowledge: Creating an Understanding as a Basis to Act In the development of knowl-
edge we distinguish between different levels. The first, <kknow what», is a result of interioris-
ing information. For example reading a book which only creates value for an organisation if
a person is able to apply this information i.e., the «know what», is transformed into «<know-
how» by means of application. How difficult this transfer from «know what» to «know-
how» can be is experienced by many people who read the operating instructions of a mobile
phone for instance and want to apply the information to program specific functions. As the
mental models of those who have written the operating instructions and those who apply
the operating instructions are different, the user may not be able to interpret the instructions
correctly. A solution could be to have potential users write the operating instructions.

— Definition

Knowledge refers to the tacit or explicit understanding of people about relationships
among phenomena. It is embodied in routines for the performance of activities, in
organisational structures and processes and in embedded beliefs and behaviour.
Knowledge implies an ability to relate inputs to outputs, to observe regularities in
information, to codify, explain and ultimately to predict (Carnegie Bosch Institute
[CBI] 1995).

Knowledge in organisations is only to a small extent explicit. Using the metaphor of the
iceberg we can say that only the small part visible above the water is explicit knowledge and
the big part hidden under the water is tacit knowledge. According to Polanyi (1966) tacit
knowledge is personal, context-specific, often unconscious and therefore hard to formalise
and communicate. Explicit or codified knowledge refers to knowledge that is transmittable
in formal, systematic language. Polanyi says «that we can know more that we can tell». We
shall see below how the transformation of explicit knowledge into tacit knowledge and vice
versa is an important process of knowledge creation and distribution.

Case Study

Thought Experiment: Is Knowledge «Justified True Belief»?

Philosophy professor Edmund Gettier called into question the theory of knowledge that
had been dominant among philosophers for thousands of years when he defined knowl-
edge as «justified true belief».

According to Gettier, there are certain circumstances in which one does not have
knowledge, even when all of the above conditions are met. Gettier proposed two thought
experiments, which have come to be known as «Gettier cases,» as counter-examples to the
classical account of knowledge. One of the cases involves two men, Smith and Jones, who
are awaiting the results of their applications for the same job. Each man has ten coins in his
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pocket. Smith has excellent reasons to believe that Jones will get the job and, furthermore,
knows that Jones has ten coins in his pocket (he recently counted them). From this Smith
infers, «the man who will get the job has ten coins in his pocket.» However, Smith is
unaware that he also has ten coins in his own pocket. Furthermore, Smith, not Jones, is
going to get the job. While Smith has strong evidence to believe that Jones will get the job,
he is wrong. Smith has a justified true belief that a man with ten coins in his pocket will get
the job; however, according to Gettier, Smith does not know that a man with ten coins in
his pocket will get the job, because Smith'’s belief is «...true by virtue of the number of
coins in Jones’s pocket, while Smith does not know how many coins are in Smith’s pocket,
and bases his belief...on a count of the coins in Jones’s pocket, whom he falsely believes to
be the man who will get the job.» (see Gettier 1963, p. 122.) These cases fail to be knowl-
edge because the subject’s belief is justified, but only happens to be true by virtue of luck.
In other words, he made the correct choice (in this case predicting an outcome) for the
wrong reasons. This example is similar to those often given when discussing belief and
truth, wherein a person’s belief of what will happen can coincidentally be correct without
his or her having the actual knowledge to base it on.

Source: Gettier (1963, p. 122) cited according to » http://en.wikipedia.org/wiki/Epistemology

Competence: The Right Action at the Right Time  The ability to apply knowledge is based
on specific motives (<know why»). People will only act if they are motivated. Therefore, an
important management task to enhance knowledge-based value creation is to ensure the
right motivational set-up so that knowledge workers develop, share and apply their knowl-
edge in line with the objective of the enterprise. Value is created when the right knowledge
is applied at the right moment to solve a specific problem or to exploit a new business
opportunity. The right choice of knowledge at the right moment is termed competence.
With von Krogh and Roos (1996) «we view competence as an event, rather than an asset.
This simply means that competencies do not exist in the way a car does; they exist only
when the knowledge (and skill) meet the task.»

Definition

The term competence (or competency) of a person or a group describes the
relationship between the tasks assigned to or assumed by the person or the group
and their capability and potential to deliver a desired performance. People mobilise
knowledge, skills and behaviours to «do the right thing at the right moment.»

The interaction of an actor with an audience, the sales skill of a successful salesman or
the adaptation of strategies by an experience consultant in order to meet the client’s
needs of the moment reflect competence which is often also called expertise (For a more
detailed discussion see » Sect. 4.3).

Competitiveness: Bundle Competencies for Uniqueness If we bundle the competencies
of people or organisations uniquely so that these are not matched by other organisations,
then we talk about competitiveness. Core competencies of an organisation are considered
particularly relevant for competition.
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— Definition

Core competencies (Hamel and Prahalad 1994; Rumelt 1994) are a combination of

skills and technologies that deliver value to the customer. This combination is based

on explicit and hidden knowledge and is characterised by temporal stability and

influence on the products. Core competencies:

1. Provide potential access to a wide variety of markets.

2. Make a significant contribution to the perceived customer benefits of the end
product.

3. Aredifficult to imitate by competitors.

They are in synergy with other competencies and make the company unique and better
than others. In this view, core competencies represent the basis for competitiveness. We
shall elaborate on this aspect of competitive virtues of knowledge in detail in » Sect. 2.3
where we also discuss the concept of «dynamic capabilities».

Coming back to the knowledge ladder we can formulate the objective of knowl-
edge based management as the transformation of information into knowledge and
competence in order to create measurable value in a sustainable manner.

For this, we need to build each step of the knowledge ladder. As in a real staircase
you cannot say that the top stair is more important than the bottom stair, you have to
build all of them. The bottom-up view reflects the operational processes of information
and knowledge management whereas the top-down view reflects the strategic view of
defining the competencies of an organisation and its members that will eventually lead
to competitiveness.

2.1.2 Fields of Action of Knowledge Management

Knowledge management of an organisation means organising all the stages of the

knowledge ladder. If a certain step of the ladder is not constructed (e.g. lack of data

compatibility, incomplete availability of information, lack of motivation for actions),

one «stumbles» while climbing up and down the ladder. The implementation of business

strategies or the operative business is hampered. Three fields of action of «information

and knowledge management» are deduced from the knowledge ladder:

== Strategic knowledge management passes through the knowledge ladder from top
to bottom to answer questions as to «which competencies are required to be competi-
tive», thus deducing which knowledge and know-how is necessary. Knowledge
goals should be deduced from the company goals. Furthermore, strategic knowl-
edge management should develop a company model that conceptualises the
motivational and organisational structures and processes that make the company fit
for knowledge-based competition.

== Operative knowledge management particularly involves interconnecting informa-
tion to knowledge, know-how and actions. The manner of organising the process of
transferring individual knowledge into collective knowledge and vice versa is decisive
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for the success of knowledge-based management. Here the conversion of tacit
knowledge into explicit knowledge and vice versa is of vital importance. However,
this process does not take place without effective incentives. Thus operative
knowledge management also entails establishing enabling conditions that serve as
stimulants for creation, distribution and use of knowledge.

== Information and data management (Digitalization) is the basis for knowledge
management. If we have a look at the knowledge ladder, we notice that the supply,
storage and distribution of information are prerequisites for creating and transfer-
ring knowledge. From surveys, we could find that many companies begin to step
towards knowledge management with information and data management mea-
sures, but eventually realise that information and communication technology
cannot be used optimally without appropriate organisational and motivational
conditions.

2.1.3 KM Maturity Asessment

Organisations vary in the degree of maturity of their knowledge-based management
(see @ Fig. 2.2). Awareness about the importance to manage knowledge resources is a

__Firstdegree______. Second degree. _ . ___. Thirddegree_ ____________ Fourthdegree . __________ >
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learning process and depends on the «maturity» of organisations. The change towards
an «intelligent» knowledge-based organisation is a progressive endeavour involving
some «trial and error».

To assess the current state of development and provide guidance for further evolve-
ment towards a knowledge based organisation a number of maturity models have been
developed. In general, a maturity model describes the development of an entity over
time.

A knowledge management maturity model can be considered as a structured
approach to knowledge management implementation. A maturity model can also pro-
vide a common understanding of the terminologies involved in knowledge manage-
ment implementation to various stakeholders.!

Based on empirical studies we have identified four levels of maturity in the way
organisations manage their knowledge (North and Schmidt 2004):

The First Level: Information Management

Companies at the first stage of maturity concentrate on information management.
They implement an information and communication infrastructure to enable specific
access to databases and documents. Accompanying organisational measures for pro-
moting exchange of knowledge are not yet established or are established only to a
certain extent. Efforts are concentrated on information and communication technol-
ogy. At this level of maturity, organisations achieve an increase in process transpar-
ency and speed, avoid double work and shorten training periods for new entrants,
which result in an overall increase in the quality of products and services. Examples of
first level KM systems: Implementation of an intranet, development of community
platforms.

The Second Level: «Island» Solutions

Organisations that intentionally implement knowledge management initiatives in
specific areas or business units represent the second stage of maturity. They have
realised that information and communication technology alone is not enough for
knowledge-based management. Instead they have understood that a «business case»
is needed to demonstrate that knowledge management vyields clear benefits.
Accordingly, specific solutions in specific areas are developed, e.g. service knowledge,
personnel knowledge and customer knowledge. KM solutions contribute to process
accelerations (fast response, for example, to customer enquiries), increase in reuse of
internal knowledge (the wheel is not always reinvented) as well as improved team-
work and increase in quality. Even this approach may lead to quick wins where «KM
islands» are created which might be difficult to integrate in a later comprehensive KM
strategy.

1 Agood overview over current KM maturity models is found at Kuriakose et al. (2010). See also Vanini
and Bochert 2014 and » http://www.kmmm.org/, » http://wisdomsource.com/K3MOverview.pdf
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Examples of second level KM systems are the establishment of Customer
Relationship Management Systems integrated into sales management or a portal with
«tips and tricks» for service technicians to which service technicians contribute
actively.

The Third Level: Professional Knowledge Organisation

Organisations in the third stage of maturity are those that have implemented a profes-

sional knowledge organisation across departments and business units and exhibit the

following characteristic features:

== Information and communication infrastructure guarantees easy availability of
relevant information.

== Employees are motivated and rewarded for sharing knowledge.

== Integration of knowledge management in business goals, processes and project
organisation.

== Exchange of knowledge is supported through Communities of Practice (CoPs) and
competence centres.

== Benefits of knowledge management are measured.

A balanced distribution of benefits resulting in improved processes, higher employee
motivation and customer satisfaction is a typical feature of the professional knowledge
organisation.

Examples of third level KM systems are the establishment of KM roles and respon-
sibilities at centralised/decentralised levels of an organisation. Employees are regularly
trained how to use KM-tools.

At this third level KM is seen as a set of rules and tools to enhance performance. It
is, however, not yet fully integrated into the minds and behaviour of people.

The Fourth Level: Knowledge Culture

The fourth level of maturity represents an ideal condition that has been achieved
only by a few organisations until now. This level of maturity is characterised by
deeply shared values, teamwork, active exchange of knowledge beyond the bound-
aries of departments and beyond the firm, active search for innovation as well as an
open and trustworthy culture that is filled with and lived by management and
employees consistently. An important component of this culture is learning from
the outside (e.g. markets, technologies, rivals, suppliers, customers etc.) and from
the inside. The company culture is supported by a mature information and com-
munication system and media such as CoPs, competence centres and work-outs.
Collaboration, knowledge sharing and continuous search for innovation is part of
such a knowledge culture. Shared values, not tools, drive knowledge creation, trans-
fer and protection.

Such firms achieve overall levels of excellence. They would be on level 5 of the KM
self-assessment as proposed by Collison and Parcell (2004) in their practical guide
«Learning to fly».
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Case Study

Evolvement of Knowledge Management at Eureka Forbes Ltd.

The case of Eureka Forbes Ltd., a USD 250 million multi-product, multi-channel corporation
and a leader in domestic and industrial water purification systems, vacuum cleaning and air
purification solutions in India, demonstrates how a phased approach helps in eventually
gaining competitive advantage. It is a pioneer in direct selling in India and is Asia’s largest
direct sales organisation. Its 7000 strong direct sales force touches about 1.5 million Indian
homes, adding 1500 customers daily. It has operations in over 135 cities and 500 towns
across India. «A formal KM function has been in existence in the company for over seven
years and has gone through different phases. Knowledge Management has evolved from
being seen as additional work, to being recognised as providing a strategic advantage,
significantly impacting both the top-line and bottom-line» says Shubha Ashraf, Knowledge
Manager at Eureka. The first phase was the initial period of setting up structural intellec-
tual capital as the KM function and processes to facilitate people to know about and be
able to appreciate that it helps an individual to perform faster and better. The next phase
was the «value add» to structural capital by setting up of a portal enabling different
channels and features for attracting people to it. The focus shifted from being a contact
platform to being an enabling platform for the internal customers thereby improving
human intellectual capital. The third phase focuses on improving social intellectual
capital by leveraging knowledge gathered to improve market responsiveness, customer
and employee happiness.

The success is primarily attributed to the focus being on linking Knowledge
Management directly to business results, thereby providing the organisation with a distinct
competitive edge. Eureka Forbes Ltd. has won the MAKE award and in January 2010 it was
recognised and distinguished by three UNESCO-Water Digest Awards for Best R&D and
Technological breakthrough for a new product.

2.2 Dimensions of Knowledge

In order to «manage» knowledge in organisations we need to understand what type of

«species» we are dealing with. We, therefore, will take a closer look at the following three

dimensions of the term «knowledge».

== «Nature» of knowledge: What is knowledge? Is it considered to be an object, a result
that can be shared, duplicated and transported like «frozen food» or is it an
individual process that is difficult to control?

= «Availability» of knowledge: In which forms does knowledge become available and
accessible in and across organisations? Here, we shall deal particularly with the
difference between individual versus collective knowledge and tacit versus explicit
knowledge.

== «Value» of knowledge: What is the value of knowledge? Often, knowledge is also
identified as component of intangible assets or as «Intellectual Capital». Knowledge
is capital. The question is how can knowledge be measured?

2.2.1 Nature of Knowledge

Von Krogh and Roos (1996, p. 334) contrast three epistemologies with three knowledge
perspectives in a company:
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== The information processing epistemology assumes that knowledge and information
are roughly the same. In this case it is but natural to invest in the speed of
information processing. From this perspective, the increase in the capacity to
process information leads to an increase in the development of knowledge in the
company as well. Organisations which focus on this epistemology will invest in
information and communication systems such as relaunching or optimising their
intranet.

== The network epistemology assumes that knowledge is a result of interaction of
people in networks. Thus, the firm should invest to bring the employees of the
organisation together. Consequently, the higher the number of opportunities for the
people to meet and exchange, the greater will be the development of knowledge.
Organisations which focus on this epistemology will promote communities of
practice and other social networks, create meeting zones and opportunities for
people to meet (e.g. brown bag lunch).

== The self-referential epistemology assumes that knowledge is a private history-
dependent process within each of us. Knowledge of one person is a mere raw data
for another. Each person shares organisational knowledge with another. Hence, it is
necessary to find a context that stimulates continuous dialogue in the organisation.
Firms which focus on this epistemology will promote small teams and task forces,
create «work-out-type» problem-solving groups and provide experts with stimulat-

ing environments (see for example the design and layout of the Google Zurich
office).

Von Krogh and Roos prefer the last perspective of knowledge creation. However, they
emphasise that every organisation works according to all the three epistemologies at
different points of time and for different functions. Therefore, knowledge can belong to
both the extreme position viz. «knowledge is object» and «knowledge is process» depend-
ing on the situation. For instance, if the sales employees know the number of its A-class
clients, this is information with the characteristics of an object. However, knowledge
exhibits more characteristics of a process if the available information about the cus-
tomer is to be used in a better way for concluding business. Gardner (1995) has described
these different aspects with the terms «know-what», <know-how», «<know-why», «know-
where» and «know-when». Polanyi (1966) emphasised the process perspective with the
following statement:

)» Knowledge is an activity best described as a process of knowing.

The extreme perspective of «knowledge is object» and «knowledge is process» are per-
haps best clear if we break up the new word «knowledge capital» into its two compo-
nents, viz. knowledge and capital and find out the difference between these two terms
(refer to @ Fig. 2.3). Sveiby (1997) argues that the analogy between knowledge and
capital does not help in the creation and transfer of knowledge because it leads to a false
understanding of knowledge (see @ Fig. 2.3).

For creating a knowledge-based organisation - a process perspective of knowledge
should be adopted. Consequently, it is necessary to develop enabling conditions that
encourage the creation and transfer of knowledge.
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CAPTIAL KNOWLEDGE

- Independent of person - Dependent on person

+ Decreases when shared + Grows when distribute/shared
« Is written off in investment + Increase in value when used

- Static (Object) « Dynamic (Process)

+ Simple to measure - Difficult to measure

@ Fig. 2.3 Differences between capital and knowledge (Source: Based on Sveiby 1997)

Apart from these different perspectives — «knowledge is object» and «knowledge is pro-
cess» — the nature of knowledge is determined by two features. Knowledge can be private
and individual for one and public and collective for others. Furthermore, knowledge can be
present in tacit and explicit forms. These aspects determine the availability of knowledge.

Case Study

Integration of Knowledge: Taking Over a Foreign Company

= The Problem:
A German enterprise takes over a French company with approximately 500 employees in
order to get additional know-how quickly. On the German side, the takeover negotiations
are conducted by the «<Mergers and Acquisitions» department (M&A). After concluding the
contract, an operative business unit takes the task of integrating the new French subsid-
iary in the concern without having prior experience. Though M&A knows the French
company, it is only involved informally in further integration once the contract is concluded.
The French experts oppose the merger. Value of the acquisition would be reduced due to
attrition. Knowledge is documented rudimentarily. The German buyer has only a few
French-speaking employees who can bridge the gap towards the new subsidiary or could
integrate the French employees in their teams. There is a lot of difference between the culture
of the German enterprise and the medium-sized French company. The new German parent
company sends a high-level management team to take over management of the French
subsidiary. That's when the problems begin.

= Solution Elements:

How can the integration process be arranged more effectively? The value of the acquisition is
decided by the know-how of the employees. Therefore, it is useful not only to alert the
Mergers and Acquisitions at an early stage but also to take actions that build faith, e.g.
encouraging the employees of both the companies get to know each other, identifying the
important knowledge bearers and/or teams and positively influence their attitude towards
the merger. After concluding the negotiations, experienced specialists of the M&A depart-
ment should start coaching the integration process. Furthermore, continuous structuring of
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an M&A process and the integration process is helpful. In order to ensure success, it is
fundamental that knowledge and knowledge bearers are not regarded as objects that can be
used freely by signing a purchase contract.

Assignment: Identify cross border or cross regional mergers. What were the reasons
for failure or success?

2.2.2 Availability and Conversion of Knowledge: SEICI-Model

The «availability» of knowledge is affected by form, time and place. Form not only
involves the «individual versus collective knowledge» aspect but also includes the «tacit
versus explicit knowledge» aspect. Both these aspects are closely interlocked (Hedlund
and Nonaka 1993; Nonaka and Takeuchi 1995).

The manner of organising the transfer of individual knowledge into collective
knowledge and vice versa is decisive for the success of knowledge-based management.
«A company is a place wherein individual knowledge and individual intelligence converge
to form a collective and creative intelligence that can be put to entrepreneurial use» (Morin,
1997, personal communication).

There are two types of knowledge to describe this process: explicit knowledge and
tacit knowledge.

Tacit knowledge represents the personal knowledge of an individual. It is based on
education, ideals, values and feelings of the individual person. Subjective insights and
intuition embody tacit knowledge that is deeply rooted in the actions and experiences
of the particular person. The term «tacit knowledge» was first introduced into philoso-
phy by Michael Polanyi observing that «we can know more than we can tell» (Polanyi
1966, p. 4). This form of knowledge is very difficult to formulate and to pass on because
it is embodied in individuals. Tacit knowledge is imparted, among other things, during
our upbringing wherein we take on the behaviour patterns of parents unknowingly.

Unlike tacit knowledge, explicit knowledge is methodical and systematic and is
present in an articulated form. It is stored in the media outside the brain (disembodied
knowledge) of an individual and can be transferred and stored by means of information
and communication technology. Examples of explicit knowledge are detailed descrip-
tions of processes, patents, organisation trees, quality documents, etc.

Nonaka and Takeuchi have expressed that the conversion of tacit knowledge into
explicit knowledge is the basic problem of knowledge management. The reason being that
knowledge is useful for a company and can be used by individuals or groups only if it is
present in an explicit form. Thus, from this point of view, it is the task of the knowledge
management to arrange and direct a process of generating organisational knowledge.
Nonaka and Takeuchi formulated this as follows: «By organisational knowledge creation
we mean the capability of a company as a whole to create new knowledge, distributed
throughout the organisation and embodied in products, services and systems» (Generation
of organisational knowledge means the ability of a company to generate completely new
knowledge, distribute it within the organisation and incorporate it into products, services
and systems) (Nonaka and Takeuchi 1995, S. VIIL; von Krogh et al. 2000).
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@ Fig. 2.4 Four ways to create and transform knowledge (Source: Nonaka and Takeuchi 1995, p. 72)

Nonaka and Takeuchi (1995) assume that knowledge is created through the interac-
tion between tacit and explicit knowledge by four different modes of conversion as
shown in @ Fig. 2.4. We will explain all four ways of knowledge conversion as they are
the basis for value creation.

Socialisation: From Tacit to Tacit Knowledge The conversion from tacit knowledge of
one person to tacit knowledge of another person is called socialisation. It is a process of
sharing experiences and thereby creating tacit knowledge such as shared mental models
and technical skills. Socialisation takes place when an apprentice observes a master,
when a newly hired consultant is integrated into a project group and learns through
observation, imitation and practice. Shared experience is the key of socialisation and of
value creation in knowledge based organisations. The mere transfer of information will
often make little sense if it is abstracted from the associated emotions and specific con-
texts in which shared experiences are embedded.

Externalisation: From Tacit to Explicit Externalisation is the process of articulating
tacit knowledge into explicit concepts. Externalisation happens when we describe a
manufacturing process for the purpose of an ISO 9000 certification. In management
consulting for example, externalisation takes place when a project profile is written
in order to provide specific information on project development and lessons learned
as a basis for future similar projects. Many firms have these type of lessons learnt on
databases. Since externalisation reveals only a part of the tacit knowledge, it is good
not to rely exclusively on these written statements but enable e.g. consultants who
have to plan a new project to get a personal contact with those who have carried out
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similar projects before. Similarly, a real process will always differ from the formal
project description. Externalisation is the basis for reflecting experiences, for
formalised learning processes and ultimately for standardisation and process
improvement.

Combination: From Explicit to Explicit Knowledge Combination refers to the conver-
sion from explicit knowledge to explicit knowledge. Individuals exchange and combine
knowledge through documents, meetings, communication networks. They reconfigure
existing information through sorting, adding, combining and categorising of explicit
knowledge which may lead to new information. In consulting, for example, different
presentations are combined and reconfigured for the purpose of a sales presentation to
anew client. The combination of explicit knowledge to explicit knowledge often follows
an economics of reuse and is also the basis for a cumulative innovative strategy the
products and processes are improved incrementally.

Internalisation: From Explicit to Tacit Knowledge Internalisation is the process of
embodying explicit knowledge in tacit knowledge. It is closely related to learning by
doing. A service engineer, for instance, reads an operating manual in order to program
electronic equipment. A great part of our formalised learning processes happens by inter-
nalisation. According to Nonaka and Takeuchi’s model, knowledge creation is a continu-
ous and dynamic interaction between tacit and explicit knowledge which happens at the
level of the individual, of the group, of the organisation, and between organisations.
It is therefore an important management task to create opportunities of interactions
between these levels so that knowledge conversion can happen. According to Nonaka
and Takeuchi the enabling conditions are
== |ntention The most critical element of corporate strategy is to conceptualise a
vision about what kind of knowledge should be developed and to make it opera-
tional in a management system for implementation.

== Autonomy At the individual level, all members of an organisation should be
allowed to act autonomously as far as circumstances permit. This may increase the
chance of introducing unexpected ideas and tacit opportunities.

== Fluctuation and creative chaos This means to adopt an open attitude towards
environmental signals, to exploit those signals ambiguity, redundancy and to use
fluctuation in order to break routines, habits or cognitive frameworks.

== Redundancy In business organisations, redundancy refers to intentional overlap-
ping of information about business activities, management responsibilities and the
company as a whole. Sharing redundant information promotes the sharing of tacit
knowledge and thus speeds up the knowledge creation process.

== Requisite variety Based on the assumption, that an organisation’s internal diversity
must match the variety and complexity of the environment in order to deal with
challenges posed by the environment, everyone in the organisation should be
assured of quick access to necessary information and knowledge. When informa-
tion differentials exist within the organisation, organisational members cannot
interact on equal terms; this hinders the search for different interpretation of new
information.



49 2

2.2 - Dimensions of Knowledge

Epistemological dimension
Externalisation

Tacit Combination

s
knowledge o
Vi
Wi
!
s
i
—— v
7 )
i
i
i e
T e
%/// v

/ /// / ‘,g;ﬁ,‘,;zww‘g%z’?; ......................
v
i et
W
X Vi
g it
o
N W
W
s
i
i)
VA
Vi
i
A <)

Implicit
knowledge Socialization =
Internalisation
Ontological
dimension

Individual Group Organisation
Across organisations
<«——— Knowledgelevel —— >

B Fig. 2.5 The spiral of creation and transfer of organisational knowledge (Source: Nonaka and
Takeuchi 1995, S.73)

Nonaka and Takeuchi have assumed a «knowledge spiral» model for transforming tacit
knowledge to explicit knowledge and for transferring knowledge from an individual to
a group or an organisation. The starting point of the spiral is the individual employee
and his/her capability to create knowledge. While communicating with the employees
in a group, the individual employee gives away his own knowledge (externalisation) and
transfers it to others. On the other hand, the individual internalises the experience
background of the entire group (internalisation). The continuous knowledge externali-
sation and internalisation among employees, and teams within the organisation and
beyond the organisation leads to supply of knowledge at these various levels as well as
results in growth of the knowledge of the organisation. Personal communication among
the employees and use of information and communication technology is a prerequisite
for this entire process. The knowledge spiral runs through four phases as shown in
@ Fig. 2.5.
== In the socialisation phase (exchange of tacit knowledge), the inner knowledge, e.g.
mental model or technical skills are generated.
== The externalisation phase of knowledge (from tacit to explicit) produces the
conceptual and new knowledge.
== The combination phase (combination of explicit knowledge) develops systematic
knowledge that is manifested in prototypes, new methods or new business ideas.
== The internalisation phase of knowledge (from explicit to tacit) generates operative
knowledge.
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The following case study, «The best bread in Osaka», explains the above phases individually.

Case Study

The Best Bread in Osaka

In 1985, the product developers of the Matsushita Electric Company in Osaka pondered
over the construction of a bread-making machine for home use. But the prototype could
not knead the dough properly and bake it thoroughly. Despite all efforts, the outer crust
burnt while the bread remained raw inside. That's when software developer, Ikuko Tanaka,
came up with a brilliant idea. The Osaka International Hotel basked in the glory of making
the best bread in Osaka. Tanaka thought of using this to the company’s advantage. She
went to the master baker of the hotel to watch his kneading technique and saw how the
master baker stretched the dough in a particular way. After a year of experimenting in
close collaboration with the project engineers, Tanaka finally changed the construction
features of the machine (by adding special ribs inside the case) in such a way that the
device effectively imitated the kneading technique of the baker and baked the dough the
way Tanaka had learnt in the hotel. The result was Matsushita’s unique «kneading method»
and a product that broke all sales records for new baking devices in the first year alone.
Thus, Tanaka had converted the tacit knowledge of the baker into explicit knowledge in
form of clear specification for the bread-making machine. Ikuko Tanaka first acquired the
inner knowledge of the hotel’s master baker (socialisation). She then converted these
secrets into explicit knowledge that she could pass on to her team members and others at
Matsushita (externalisation). Thereafter, the team standardised this knowledge, merged it
into a guidebook and an instruction manual and let the product shape accordingly (com-
bination). Finally, the experiences of Tanaka and the team members while constructing the
new product enhanced their own tacit knowledge base (internalisation).

Source: The case study follows the description in Nonaka 1991 p. 98-99.

However, the above mentioned model describing the conversion of knowledge from
private to collective and implicit to explicit does not consider uneven distribution of
knowledge in the company that is caused by structural or motivational barriers in the
organisation. On the other side, the existing knowledge is not available at the desired
place at the desired time.

Knowledge management therefore should not just be restricted to the individual
and organisational learning process as such but should also remove obstacles in infor-
mation and communication. To put it positively, management should create conditions
that promote knowledge sharing, guarantee the interaction of individual and organisa-
tional learning processes. von Hipple (1994) and Szulanski (1966) use the term «sticki-
ness» to describe the fact that knowledge is freely available only up to a certain limit.
Knowledge has a tendency to «stick». It must be set afloat by suitable organisational
design measures. We will take a closer look at this topic in the sections on knowledge
transfer and knowledge market (cf. » Chap. 7).

The availability of knowledge is linked to the time and place factor. Professionals are
not available round the clock worldwide, especially in companies that operate globally.
A software problem that appears in a subsidiary in Europe can at times not be resolved
because the specialist in India is not available or because she is on vacation. In an indus-
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try that is dependent on rapid responses, e.g. consulting firms, McKinsey has set up a
rapid response network within its practice centre. The «on-call-consultants» in this net-
work guarantee a qualified answer within 24 h to a field-specific question from one of
the approximately 60 offices in 28 countries (Peters 1994, p. 169-171). In Eureka Forbes,
the salesman in the field requires a quick response to his queries. He uses his mobile
phone to connect and get his answers from the on-call consultants who have access to
the knowledge repository.

Decision-making requires a full set of up-to-date information and knowledge.
Today, in many companies, there is a considerable time lag in making updated
information available and thus today’s decisions for tomorrow’s actions are based on
obsolete knowledge. Company-wide availability of up-to-date knowledge and informa-
tion is of vital importance particularly for companies that are surrounded by a fast-
changing market environment.

Furthermore, the availability of knowledge is affected by the place where the knowl-
edge originates or where an individual looks for knowledge. Despite electronic media,
knowing people personally and the resulting trust are necessary for exchange of knowl-
edge. It is difficult to build such trust over huge geographical distances without meeting
the people regularly in person. Apart from these more motivational aspects, the creation
of local and global knowledge centres and their interconnection is an important strate-
gic task of international companies (Bartlett and Ghoshal 1989; Doz 1997). We will have
a closer look at this task in » Chap. 5.

2.2.3 The Value Dimension of Knowledge

The 1980s witnessed the beginning of a thought process based on the observation that
the market value of companies was rising in relation to their book value. The experts
wondered how this gap - called «goodwill» — could be explained and concluded that the
difference between market value and book value can be attributed to the value of intan-
gible assets, which is defined in the International Accounting Standard (IAS 38) as fol-
lows (» http://www.iasplus.com/en/standards/standard38):

— Definition

An intangible asset is an identifiable non-monetary asset without physical substance.
An asset is a resource that is controlled by the entity as a result of past events (for
example, purchase or self-creation) and from which future economic benefits (inflows
of cash or other assets) are expected. [IAS 38.8] Thus, the three critical attributes of an
intangible asset are identifiability, control (power to obtain benefits from the asset)
and future economic benefits (such as revenues or reduced future costs).

The Swedish insurance company Skandia and the Canadian Imperial Bank of Commerce
were the first companies that developed a new structure of company capital. In their
approach, the finance capital was complemented by «intellectual capital».
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Definition

Intellectual capital is defined as knowledge that can be converted into value
(Edvinsson and Sullivan 1996, p. 358; Edvinsson and Malone 1997) or as resource
utilised in future value creation without a physical embodyment (OECD 2008).

Knowledge is considered to be part of intangible assets. This integrates knowledge man-
agement in the present logic of management of financial and physical resources and
helps to structure and measure the kind of «<knowledge» available in organisations (see
a more detailed discussion in » Chap. 6).

The «knowledge is capital» analogy is intriguing. However, it tends to ignore the charac-
ter of knowledge as a process as we have already discussed under «Nature of knowledge».

The term «intangible assets» covers further resources for value creation which are
not in the core «intellectual capital». Thus, the customer base, the image of a company
or the value of the brands is only to some extent «knowledge converted into value». Yet
these elements can be added to the value of the intangible assets.

The knowledge of and about customers that is accessible to the company as well as
employee knowledge about customers, processes, technologies etc. are a part of the
intellectual capital. Employees and customers do not belong to the company the way
tangible assets do — the control is restricted. That is why the value of employees is not
accounted for in the balance sheet (see 8 Fig. 2.6).

How can knowledge be structured from the viewpoint of intellectual capital and
which factors determine the value of knowledge?

Intangible assets

Organisational knowledge base

-image : da:abases - accessable knowledge of
« brands * software empolyees
. client base ° [Pl « accessable knowledge of

- technologies about clients, suppliers,
* patents, copyrights external knowledge

e sources

Intangible Codified Knowledge which
assets which knowledge, the organisation may
are not that belongs to the use without owning
“knowledge” organisation the knowledge base

in a strict sense

O Fig. 2.6 Organisational knowledge base is part of intangible assets
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Following the footsteps of Skandia, while structuring the company capital, the mar-
ket value of a company is described by the financial capital and the intellectual capital
(Skandia 1998). The intellectual capital in turn is divided into human capital, customer
capital and organisational capital.

Human capital is comprised of the competencies of the workforce, their motivation
as well as relations and values. In short we might say: Human capital = compe-
tence X motivation.

Customer capital represents the value of the company’s relationship with the cus-
tomer. Saint-Onge defines customer capital as the depth (penetration), width (coverage)
and the attachment (loyalty) of the customer base (Bontis 1996). The examples of cus-
tomer capital are patients of a doctor, client base of a mail order company, branch net-
works of a bank and their customer relationships. Sveiby emphasised that supplier and
distributor relationships must also be included in this category of capital (Sveiby 1997).

The third category of intellectual capital is organisational or structural capital.
Skandia divided the organisational capital into innovation capital, process capital and
culture. The combined value of the value-creating processes is recorded under process
capital. This includes for example the value of the client order process or the value of the
procurement process. The value of procurement process is based on the knowledge of
employees of the purchasing department about supply markets, their ability to negotiate
with the suppliers, in structuring the process cycle from a purchase requests up to finding
a supplier and managing supplier relations. Knowledge is linked to the databases, soft-
ware as well as values and goal-setting of the employees of the purchasing department.

It is often said that structural capital is the capital «that remains when the employees
go home». We have to note, however, that this capital comes to life and has a value only
with the employees. Though information codified in the databases, software and process
ensures daily operations it is valueless to a great extent if there is a massive brain drain.

Innovation capital, the second pillar of structural capital, is defined by Skandia as the
renewal strength of a company and is evident in the protected intellectual property like
patents, licences or brand names and intangible virtues that enable future cash flows.
This contains, for instance, valuation of creativity. The structure of Skandia’s organisa-
tional capital is illustrated in @ Fig. 2.7 (See also » Chap. 9 for further detail).

Criteria to Assess the Value of Knowledge

Above we have explained how to break down knowledge into components that can be
assigned a value under certain conditions.

In the following we will deal with the question of how a value can be assigned to
knowledge and which criteria influences this.

The value of knowledge is measured mainly on the basis of the scarcity and the
value-creating potential of this resource. It is often difficult for both - the «seller» and
the «buyer» to assess the value-creating potential of knowledge (e.g. what is the value of
a patent?, What am I willing to pay for a technology consultant?)

While evaluating knowledge, the knowledge «seller» might take as a first orientation
the efforts involved in acquiring the knowledge. «I have invested so much time and
money in acquiring this knowledge. Now, I want to sell it at a higher value if possible.»
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B Fig. 2.7 Skandia’s structuring of organisational capital (Source: According to Skandia 1998)

The internal sunk costs that are incurred on, for example, the training of employees
or building a team operative in software development are meaningful only to a certain
extent while determining the value of knowledge resource. This is because, firstly, the
expenditure incurred by the company cannot always be ascertained in terms of cost.
Secondly, the expenditure could have increased because of inefficient training and
advanced training measures, or the knowledge obtained can no longer be of any value
because of fast changes in the market. From this viewpoint, the valuation of knowledge
resources based on expenditure is inadequate. On the other hand, the knowledge «buyer»
is not sure of the potential value that can be added by the transferred knowledge. This is
a basic problem of the consultancy firms because the client - particularly in case of pro-
cess-oriented consulting — buys learning processes without an assured result.

A better orientation might be to consider the replacement cost of an intellectual
asset: What will it cost me to build an effective research team» and relate this to the
value creation potential of the team. In » Chap. 9 we discuss «Tobin’s g» which relates
market value of an asset to its replacement cost.

Case Study

The Value of Knowledge

The tractor of a farmer stopped working. All the efforts of the farmer and his friends to repair
the tractor were in vain. Finally, the farmer made up his mind to fetch a mechanic. The
mechanic had a look at the tractor, activated the starter, lifted the engine bonnet and checked
every detail. Finally, the mechanic took his hammer. With a single blow of the hammer at a
particular place the tractor started functioning again. The engine functioned as though it had
never broken down. As the mechanic handed over an invoice to the farmer, the farmer was
completely shocked and angry and said, «What? You want fifty Toman for one strike of a
hammer!» The mechanic said, <My dear friend, | charge only one Toman for the hammer strike.
But | have to charge forty-nine Toman for knowing where to strike.»
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The following key questions introduce knowledge «sellers», knowledge «buyers»

and investors to the valuation of knowledge:

== Knowledge users: For which purpose do I use the knowledge and what is the «value
adding potential» related to this knowledge?

== Knowledge «sellers»: What was my cost for acquiring this knowledge and how can I
make this knowledge valuable in the market? Investor: How will the knowledge of
this company contribute to its success in the market? What is the relation between
market value and replacement cost?

The knowledge sellers, knowledge buyers and investors will assess the knowledge
implicitly by means of a range of criteria which we will discuss in the following:

Specificity We assume that the more specific the knowledge, the higher its value. Users
value ready made and tailored solutions of their problems. Knowledge contributing to this
will be higher valued than general principles. This leads, for example, to a strategic discus-
sion in consultancy companies about the value of standard methodologies versus indi-
vidualised advice.

The validity of knowledge can be seen from a content perspective and a time perspective.

The content perspective refers to the way in which knowledge is created and validated.

== Scientifically accepted knowledge that has universal validity under precisely defined
conditions

== Judgements and evaluations that can be traced objectively

== Individual or collective experiences and acting potential derived from such
experiences.

There is an argument that the cost of acquiring knowledge - and in certain respect, the
value - is lowest for the accepted knowledge and highest for the potential knowledge.
Researchers in pharmaceutics might buy accepted knowledge in the form of a scientific
database at a relatively low price, but the cost of molecular modelling or acquiring
advice from experienced experts will be much higher. Therefore, the value of a research
team or a strategic alliance with a laboratory should be estimated as significantly higher
than the accumulation of accepted knowledge.

The temporal validity of knowledge refers to its «expiry date». A general techno-
logical knowledge base has a longer validity than market knowledge that can drop to
zero value just within days or weeks.

Yet another criterion of valuating knowledge is its uniqueness or its scarcity value.
However, there should be a corresponding demand when knowledge is to be evaluated
this way. An expert might be the only person with knowledge about a specific subject
without there being any demand for his knowledge. Equally important is the speed at
which this knowledge can be imitated or substituted.

All these perspectives are considered while valuating knowledge.
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23 Knowledge as Competitive Factor

2.3.1 Knowledge-Based Theory of the Firm

Morin recognises the company as a place where individual knowledge and individual

intelligence converge to form a collective and creative intelligence that can be put to

entrepreneurial use. From this viewpoint, companies exist because they are in the posi-

tion to convert individual knowledge into collective knowledge and employ it for an

entrepreneurial purpose. Accordingly, the business is successful:

== If individuals make their relevant knowledge and experience available for the
operation of the firm and

== If there is an effective knowledge transformation process from individual to
collective level and

== [f activities are aligned in an entrepreneurial spirit to achieve the objectives of the firm.

However, this description of a company from the knowledge point of view does not
explain the existence of the company. Individuals could get together in order to share
their knowledge, to create collective knowledge and thus to transact business (Spender
1996; Grant 1996; Tsoukas 1996; Kogut and Zander 1992). According to Grant (Grant
1996, p. 112), the existence of a company is a result of the restricted capacity of a human
brain to acquire, store and to process knowledge. This gives rise to individual specialisa-
tion in several fields of knowledge. However, offering complex solutions to problems
requires coordinated efforts of various specialists. Markets alone are incapable of taking
up the role of this coordination because they cannot mobilise tacit knowledge and can-
not answer the risk of theft of intellectual property (in case of explicit knowledge) by a
potential knowledge buyer. Thus, companies exist because they are capable of creating
conditions that favour the production of goods and services and enable individuals to
integrate their specialised knowledge. Hence, an important task of the knowledge-based
management of a company is to establish conditions so that employees with specific
knowledge are in a position to create collective knowledge and to implement it to ensure
business success.

2.3.2 Knowledge as Strategic Competitive Factor

But how to ensure business success in a competitive environment? In this respect, knowl-
edge is increasingly being considered as a strategic competitive factor. This has formed
complementary viewpoints — the market based view (Porter 1985) and the resource-
based view (Penrose 1959; Hamel and Heene 1994) further developed by the theory of
«dynamic capabilities» (Teece 2009, see also Teece 2007; Teece et al. 1997, 2000).

The environment related or market-based view (Porter 1985) assumes that com-
petitive advantage arises out of uneven distribution of information and knowledge
between companies and the resulting positioning of firms in their sector. Since indi-
vidual companies are ahead of competitors in terms of information and knowledge,
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they recognise market opportunities earlier than the competition. Since they have the
corresponding competencies, they convert these opportunities into business. From
this perspective, entrepreneurship involves detecting relevant differences in informa-
tion and knowledge as well as conversion of this difference into business. But this
results in a dynamic competition wherein the actions of the successful company are
imitated and thus competitive advantages are continuously lost and it becomes neces-
sary to identify new developments in information and knowledge as well as imple-
ment them in entrepreneurial activities. Hence, this type of competition requires a
company to be faster than its competitors while it is difficult to build lasting competi-
tive advantage.

In the resource-based view (Penrose 1959; Nelson and Winter 1982), companies
achieve competitive advantages by being and acting differently than its competitors.
As opposed to the environment-oriented approach, this approach enables continuous
differentiation between companies. These differentiations are difficult to imitate.?
Considering the potential of the resources to achieve continuous competitive advan-
tage, Barney (1992) reviewed them in four criteria which are often abbreviated as
«VRIN»:
== Valuable (for the customer)
== Rare as compared to the rivals
== |[mperfectly imitable due to unique historical conditions, causal ambiguity and

social complexity
== Non-substitutable

The last two criteria are seen as particularly relevant for achieving continuous competi-
tive advantages. Obstacles in imitation arise firstly because knowledge is codified but
legally protected, e.g. brands or patents. Secondly, because knowledge exists in tacit
form and through facts that even explicit knowledge is related to persons and groups of
persons. The obstacles in imitation are linked directly or indirectly to the knowledge or
the development of knowledge. Furthermore, it is argued that intangible assets are the
real source of competitive strength and key factors in the adaptability of the company
because of the following three reasons: Intangible assets are difficult to accumulate, they
can be used a number of times simultaneously and they are both inputs and outputs of
business activities (Itami and Roehl 1987, p.13/14).

Does this hold also for fast moving business environments open to global competi-
tion, and characterised by dispersion in the geographical and organisational sources of
innovation and manufacturing? Teece (2009, p. 4) argues that sustainable advantage
requires more than the ownership of difficult-to-replicate (knowledge) assets. According
to Teece this also requires unique and difficult-to-replicate so-called «dynamic capa-
bilities». These capabilities can be harnessed to continuously create, extend, upgrade,
protect, and keep relevant the enterprise’s unique asset base.

2 Barney (1992), see also » http://www.valuebasedmanagement.net/methods_barney_resource_
based_view_firm.html


http://www.valuebasedmanagement.net/methods_barney_resource_based_view_firm.html
http://www.valuebasedmanagement.net/methods_barney_resource_based_view_firm.html

58 Chapter 2 - Knowledge in Organisations

— Definition

Dynamic capabilities are the ability to reconfigure, redirect, transform, and
appropriately shape and integrate existing core competences with external
resources and strategic and complementary assets to meet the challenges of a
time-pressured, rapidly changing Schumpeterian world of competition and
imitation (Teece et al. 2000, p. 339).

)» For analytical purposes, dynamic capabilities can be disaggregated into the capacity
(1) to sense and shape opportunities and threats, (2) to seize opportunities, and (3)
to maintain competitiveness through enhancing, combining, protecting, and when
necessary, reconfiguring the business enterprise’s intangible and tangible assets.
Dynamic capabilities include difficult-to-replicate enterprise capabilities required to
adapt to changing customer and technological opportunities. They also embrace
the enterprise’s capacity to shape the ecosystem it occupies, develop new products
and processes, and design and implement viable business models. (Teece 2009, p. 4)

How are these competitive advantages developed out of production factors that can
be bought on the market? Let us consider the following example:

A laboratory recruits graduates (production factor) on the labour market and inte-
grate them into a team of experienced R&D staft in order to develop an innovative,
specialised group of developers. The team becomes a resource which is difficult to imi-
tate due to shared values and tacit understanding. The lab has established routines and
processes of technology and project management over the years through which the
individual skills and competences of R&D teams are organised to deliver unique and
difficult to imitate development services. Content and type of development work are
continuously reflected in a strategic dialogue with leading research institutes and cus-
tomers. Based on this new areas of knowledge are integrated and thus an enrichment
and of existing core competences is ensured. Dynamic capabilities are developed to
sustain uniqueness.

It is clear from this chapter that compared to the physical resources, knowledge is a
more difficult to imitate and rarer company resource that offers a very high potential for
generation of value. Knowledge is increasingly being considered as «a justification of
existence»; as a determining factor for existence and size of a company.

» The analysis of what organisations are should be grounded in the understanding of
what they know how to do. (Kogut and Zander 1992, p. 383)

2.3.3 Impact of Knowledge Management Practices
on Performance

«What are the benefits of Knowledge Management?» is an often asked questions by
management.

A number of studies relating KM processes, practices and business cases to organiza-
tional performance provide the answer. Studies which provide an overview of these relation-
ships have been published by Zack et al. 2009, Andreeva and Kianto 2012, Inkinen 2016).
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2.3 - Knowledge as Competitive Factor

Empirical evidence on the association between KM and firm performance is based on
three avenues of research. Inkinen (2016) describes the first two: First, studies investigating
how knowledge processes (acquisition, sharing and utilization) which typically take place in
firms even without systematic managerial intervention, are related with various firm per-
formance outcomes. Secondly, studies focus on the impact of conscious organizational and
managerial practices, with an intention to achieve organizational goals through efficient
and effective management of the firm’s knowledge resources (Andreeva and Kianto 2012).
A third type of studies looks into concrete business cases and establishes a relationship
between intervention and outcome (North and Hornung 2003; North et al. 2004).

The impact of KM processes, practices, business cases and organizational performance
are well summarized by Andreeva and Kianto (2012, p.619). While it is argued that KM can
bring direct economic benefits to the firm through saving or earning money, a more usual
view seems to be that the impact on financial performance of the firm is indirect. Zack et al.
(2009) found that KM practices are directly related to various intermediate results of stra-
tegic organizational performance and that those intermediate results are associated with
financial performance. KM delivers economic benefits to the firm by such various manners
as accelerating innovation and structural agility; reducing cycle time in production and
program failures; creating a healthy and knowledge-friendly culture; attracting and main-
taining high-quality knowledge workforce; and by improving re-use levels of knowledge
and corporate memory. KM has also been connected with product leadership, customer
intimacy and operational excellence, innovation, organizational creativity.

Definition

KM practices are the conscious organizational and managerial practices intended to
achieve organizational goals through efficient and effective management of the firm's
knowledge resources. (Inkinen 2016, p. 232 based on Andreeva and Kianto (2012).

Let us now analyze which KM practices yield which results regarding firm performance.

In the following we summarize major findings of Inkinen’s (2016) literature review.

== Knowledge-based human resource management practices The literature strongly
suggests that HRM practices are highly associated with innovation. Some studies
point out that the utilization of HRM practices increases the knowledge processes,
such as acquisition, sharing and creation, which have an impact on innovation
capability. In addition, HRM practices seem to increase innovations and improve
innovativeness by having a positive influence on the affective commitment of
employees and impersonal trust.

== Knowledge management leadership practices Top-management support is associated
with an increase in knowledge processes, which result in higher organizational
learning and the capability to develop new products or services, predict business or
risks and cope with new information regarding markets. Knowledge-oriented leader-
ship, in terms of empowering employees and promoting trust and learning, increases
the effect that knowledge exploration and exploitation practices have on innovations. A
transformational mode of leadership including idealized influence, intellectual
stimulation, inspirational motivation and individualized consideration, increases the
firny’s relative performance compared to its competitors through improved knowledge
acquisition and financial performance through learning and innovation.
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== Technology-oriented knowledge management practices I'T support for collaboration,
communication, information search, real-time learning, simulation and prediction
is associated with a firm’s innovativeness. Researchers also note that IT support is a
main facilitator of knowledge acquisition, creation and sharing, which pushes firms
to improved performance through innovations and organizational agility.

== Organization-oriented knowledge management practices One study found that the
establishment of a special unit in charge of KM, is significantly associated with firm
performance in a learning and growth perspective, an internal process perspective
and a customer perspective.

== Management process-oriented knowledge management practices Generally speaking,
the firms were found to perform better if all the necessary strategic KM elements
existed, e.g. the concept of KM for top management, a breadth of knowledge
strategy objectives and KM tools and implementation support elements, such as
cultural principles, leadership and HR practices. Strategic KM practices are
especially associated with innovations. Based on an extensive national survey in
Germany Pawlowsky and Schmidt (2012) confirm a strong positive relationship
between KM and innovation.

Analysis of Business Cases

To deepen the understanding of the relationship between performance and KM initia-
tives, applications of 48 German enterprises for the award «Knowledge Manager of the
year 2002 and 2003» were evaluated. 240 impact statements were grouped according to
the dimensions of the Balanced Scorecard (North and Hornung 2003; North et al. 2004).
Enterprises harvested mainly benefits related to process improvement and to employee
performance. Relatively few statements referred to the impact of KM initiatives on
financial results and Innovation. In the process dimension, benefits have been realized
mainly in the area of process acceleration, the reduction of double-work and the re-use
of internal knowledge. Having a look at company size, it turns out that small companies
focused particularly on the re-use of internal available knowledge and the reduction of
errors and the big players rank «time savings» and «process transparency» as top benefits
in this category. Related to employees, dominant arguments are: increase of motivation,
enhancement of personal knowledge base and shorter on-boarding time for new
employees.

For small companies, competence development represents a significant benefit,
while big firms mention improved teamwork as key benefit in this dimension. In
relation to customers, firms argue that KM activities have led to an increase in
quality of products and services. This applies irrespective from company size.
Benefits in the area of «financial results» refer to an increase in turnover, an
improved risk management and reduced administration costs. Some firms pre-
sented calculations how a better availability of information reduces search times
and what the related cost savings potential is. Effects of KM initiatives on innova-
tion were the creation of new products & services, followed by -mainly mentioned
by big companies - the application of new technologies. Based on the findings
@ Fig. 2.8 provides an overview which impact on operational performance firms can
expect from KM business cases.
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Performance improvement
attributed to KM initiatives

B Fig. 2.8 Performance improvement attributed to KM initiatives (240 impact statements by 48
German firms, North et al. 2004)

24 Key Insights of Chapter 2

== Knowledge in an organisation can be classified in different ways and can be
evaluated. The handling of information is affected by the perspective «What is
knowledge and how important is it for our organisation.»

== The knowledge ladder describe value creation linking information, knowledge,
competence and competitiveness

== There are at least three knowledge epistemologies. Depending on the situation,
knowledge can be viewed as an object or a process. The process perspective of
knowledge is explained in this book.

== The SEICI model describes the transformation of knowledge from individual to
collective and from tacit to explicit.

== Knowledge is viewed as a component of intangible assets or «intellectual capital».
The value of knowledge is based on its scarcity and potential to add value.

== Knowledge is considered as a factor of production, a strategic competitive factor
and basis of the existence of a company. Knowledge can be imitated and substi-
tuted - these two aspects of knowledge are the decisive criteria for sustainable
competitive advantage.
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2.5 Questions

. Explain the difference between information and knowledge and knowledge and
competence.

. What is the difference of tacit and explicit knowledge? Is explicit knowledge only
«information»?

. How would you interpret Knowledge Maturity in an organisation?

. Assess the value of a five person research and development team. Which criteria
would you use?

. What are criteria to evaluate core competencies?

2.6 Assignments

. Transferring successful sales practices
In your company several of the experienced sales representatives are close to retire-
ment. A number of new sales reps. have been recruited.

You are asked to propose how to structure an effective knowledge transfer between
old and new sales reps. You remember the SEICI model of Nonaka and Takeuchi and
think that this might be a good basis for developing a proposal.

. Core competence analysis
Apple is often cited as a successful and innovative company. Analyse the core compe-
tencies of Apple.

2.7 KM-Tool: Idea Competition

@ What is an idea competition?

Leveraging employees’ creative imagination in conjunction with the thrill of
competition is a powerful way to source compelling, well-articulated ideas.

An idea competition is a well focused way to access innovative ideas and solutions
from employees, users, potential clients. The quality of ideas increases exponentially
when participants’are given a clear and focused challenge question.

Idea competitions build on the nature of competition as a means to encourage
participation in an open innovation process, to inspire their creativity, and to
increase the quality and focus of submissions. When the contest ends, submissions
are evaluated by an expert panel. Those whose submissions score highest usually
receive a bonus or an award.

@ Why use idea competitions?

1. In many organisations suggestion schemes do or work well. People do not
submit their ideas because of bureaucratic procedures. Idea competitions open a
change for a focused, timely and simple collection of ideas.

2. Tapping ideas from «the crowd» of users or other people outside the
organisation has a huge value creation potential

3. Idea competitions create a spirit of interaction and challenge current practices
and wisdom
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2.7 - KM-Tool: Idea Competition

0 How to organise idea competitions?
Prepare a clear and transparent process:
Idea competitions involve multiple participants including sponsors, administrators,
contestants and judges. The responsibilities of administrators include:

1.

Design: Prior to launching a competition it is important to set the rules, design
the structure, select prizes and incentives and determine the timeline.

Planning: It is essential to carefully plan, anticipate the number of submissions
and define the various roles and responsibilities during the various stages of the
process.

Prioritisation: If hundreds of ideas are submitted, it is important to efficiently sift
through the submissions to quickly identify the best ideas.

Providing a delightful experience: Each participant must feel energised to
participate and feel the competition process is fun and easy to engage in.
Transparency: Respond to participants in a timely fashion and make information
accessible to reduce administrative bottlenecks and make them feel important.
Fair evaluation: Uniform judging is critical to fair competition. Judges should be
provided with a scorecard and evaluation criteria to fairly rate each concept
plan/idea.

Managing scale: Due to the viral nature of online competitions, administrators
must be prepared to handle hundreds or perhaps thousands of entries. Using a
robust and proven web-based system will prevent the administration from being
burdened.

Ensure participation and prepare for high quality results.
How can an employee-driven idea competition process be designed to deliver
better ideas? A few important guidelines are as follows:

1.

Executive-level sponsorship: Have a senior executive sponsor the competition,
play a role in defining the strategic focus, and communicate the importance of
the effort in supporting corporate strategy.

Participant section: Recruit creative, passionate participants with
complementary skill sets and perspectives (marketing, consumer insights, R&D,
channel sales, production, etc.) and assemble them into teams. Involving key
stakeholders in the innovation process fosters conversations that lead to higher
quality ideas. It also creates the ownership that accelerates the decision-making
process and builds the buy-in necessary for implementation.

Participant preparation: Treat idea competitions (and any innovation effort) as a
process — not as an event. Expecting participants to innovate without any
meaningful preparation, context or inspiration typically leads to irrelevant «ideas
in a vacuumn.

Consumer Insight: Ensure that participants have insight into consumer
needs — both articulated and unarticulated. Go beyond historical consumer
data and usage patterns, and seek to understand the voice, heart and mind of
consumers. At a bare minimum increase participants’ awareness of known
issues that consumers have with current products, services and solutions, but
for better results build in a «<consumer experience» module (such as a field
trip) that has participants observe consumers using the current product or
service.
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5. Industry Foresight: Create an orientation towards future-oriented thinking. Help
participants identify emerging trends along several dimensions, for example:
«bleeding edge» technologies, anticipated shifts in the competitive landscape,
unusual business models, hypotheses about societal trends, anticipated
regulatory shifts, emerging sales channels, new manufacturing practices, etc. Be
aware that focusing on historical data and established trends is easy to do but
typically limits the output to closer-in, incremental ideas such as line extensions.
Most companies are familiar with historical trend data but are uncomfortable
thinking about «emerging trends» — and yet it is critical.

6. Strategic, imaginative thinking: Push participants to break out of traditional
thinking modes and challenge their own assumptions. Have them look for lessons
and analogs from other industries. At a minimum, introduce interactive stimuli
(videos, advertisements, «user scenarios», customer testimonials, etc.). Old habits
and thinking patterns are hard to break - stretching participants’ thinking to
entirely new levels calls for a radically different approach.
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3.1 - Balancing Antagonisms

Innovation would take place if we let people with different backgrounds work together and
inspire each other
Lars Kolind, CEO, Oticon

Learning Outcomes

After completing this chapter

= You will know what are organisational challenges and approaches to find a
balance between stability/renewal and competition/collaboration;

= You will be able to apply game theory to knowledge sharing behaviour;

= You will know the strengths and weaknesses of different organisational forms
regarding knowledge flows

= You will be able to evaluate and determine an appropriate organisational form
for a specific business setting

= You will be able to run an After Action Review;

3.1 Balancing Antagonisms

How can we create a boundaryless organisation where knowledge flows in and out, from
top to bottom and bottom-up, where knowledge flows across units and «knowledge
silos» do not exist? How can we create an agile organisation which learns quickly, inno-
vates and performs its day to day routines in an effective manner?

In this chapter we will deal with the challenges to find the right organisational forms
to make a reality this vision.

The art of organising is related to balancing antagonisms: To be successful in knowl-
edge competition organisations must learn to balance stability and renewal as well as
cooperation and competition. An excess of stability can obstruct renewal. At the same
time, excess renewal could mean that a regulated business process is no longer possible.
This is seen in companies that have to struggle with «the curse of high growth rates». The
same applies to the act of balancing cooperation and competition within and among
companies. Excess competition - e.g. while selecting a supplier company — might bring
high returns in a short term. However, this may result in extreme price wars, quality
problems and cutting-off from knowledge sources. An excess of internal competition in
companies limits knowledge exchange. Too much cooperation makes competitive
knowledge accessible to competitors or obstructs cost-effective solutions because the
similarities and teamwork are searched at every price (Hansen 2009). Stability and
renewal as well as cooperation and competition are the keys to knowledge-based man-
agement of a company as we will see subsequently.

3.1.1 Stability Versus Renewal

In a highly global competitive environment companies need to address a few critical
questions — How do companies balance the two conflicting factors of stability and
renewal? How do companies enhance order and control while responding to challenges
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O Fig. 3.1 Balancing
stability and renewal

Stability Renewal

and how do they renew themselves and learn new things? How can companies establish
relatively stable general conditions that provide flexibility in organising and combining
employees and resources? (Ciborra 1996, p. 113). On the one hand, organisations must
constantly strive to be «different» by re-combining their resources. Knowledge repre-
sents a portfolio of options and a platform for future developments. The concept of
«platform organisation» (Ciborra 1996; Kogut and Zander 1992) discussed below facili-
tates this perspective. On the other hand, companies must be in a position to enhance
their operational efficiency;, i.e. to use their competence and skill as optimally as possible
in short-term competitive situations. How can companies balance these factors as
shown in @ Fig. 3.1?

In an evolutionary perspective,! a company accumulates knowledge over the
course of its existence. This knowledge is a source of specific competence of the firm. In
its development over time certain thinking pattern are adopted by the employees of the
companies, certain behaviour is expected and practiced and particular decision pro-
cesses are built into the operating procedures and inculcated in the minds of the employ-
ees. In this sense, these «core competencies» can become «core rigidities»: «Firms are
stuck with what they have and have to live with what they lack» (Leonard-Barton 1992a,
b; Burgelmann 1994).

In successful cases, this accumulated knowledge enables the company to process
its operative business effectively, strengthens the unique advantages of the company
further and contributes to continuous and progressive development of knowledge.
Quality Management is based on this type of stability focussing on processes and
routines.

Renewal - the other side of the balance - implies an ability of the organisation to
develop and change its resources and capabilities through learning and innovation. This
includes continuous improvement processes as well as disruptive change challenging
current wisdom and accepted patterns of action. As we will see in the Oticon case below,
it is not easy to institutionalise a renewal process in organisations.

How can firms balance stability - exploiting current capabilities- and renewal -
exploring fundamentally new competencies — in order to achieve long-term success?
While earlier studies often regarded the trade-offs between these two activities as insur-
mountable, more recent research describes ambidextrous organisations (Tushman
and O’Reilly 1996; Raisch et al. 2009) that are capable of simultaneously exploiting
existing competencies and exploring new opportunities.

1 On evolutionary theory see Nelson and Winter (1982).
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3.1 - Balancing Antagonisms

Definition

Organisational ambidexterity refers to an organisation’s ability to be efficient in
their management of today’s business and also adaptable for coping with tomor-
row’s changing demands (Raisch and Birkinshaw 2008).

To compete, companies must continually pursue many types of innovation aimed at

existing and new customers (O’Reilly and Tushman 2004):

== Incremental innovations = small improvements in existing products and operations

== «Architectural» innovations = technology or process advances to fundamentally
change a component or element of the business

== Discontinuous innovation = radical advances that profoundly alter the basis for
competition in an industry

It is not easy to combine these various types of innovation. Kodak for example has long
time excelled at analog photography but hasn’t been able to make the leap to digital
cameras.

@ Table 3.1 shows that exploitative and explorative business develop different mind
sets (tacit knowledge) thus making it so difficult to excel at both.

For discontinuous and sometimes also for architectural innovation it is therefore
recommended to set up as an independent unit with its own culture, processes, and
structure, but the unit is still integrated within the existing management hierarchy.

What does it take to become ambidextrous?

Based on a number of case studies O’Reilly and Tushman conclude that ambidex-
trous organisations need ambidextrous senior teams and managers — executives who
have the ability to understand and be sensitive to the needs of very different kinds of

@ Table 3.1 The scope of the ambidextrous organisation

Alignment of: Exploitative business Exploratory business

Strategic intent Cost, profit Innovation, growth

Critical tasks Operations, efficiency, incremen- Adaptability, new products,
tal innovation breakthrough innovation

Competencies Operational Entrepreneurial

Structure Formal, mechanistic Adaptive, loose

Controls, Margins, productivity Milestones, growth

rewards

Culture Efficiency, low risk, quality, Risk taking, speed, flexibility,
customers experimentation

Leadership role Authoritative, top down Visionary, involved

Adapted from O'Reilly and Tushman (2004), p. 80
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businesses. Combining the attributes of rigorous cost cutters and free-thinking entre-
preneurs while maintaining the objectivity required to make difficult trade-offs, such
managers are a rare but essential breed. Organisational units should operate in a
separated manner, but the senior team needs to be integrated.

Furthermore, a company’s senior team must be committed to operating ambidex-
trously even if its members aren’t ambidextrous themselves. Resistance at the top levels
of an organisation can’t be tolerated, which means that a shift to an ambidextrous organ-
isation can be a wrenching experience.

The authors also have found that a clear and compelling vision, relentlessly com-
municated by a company’s senior team, is crucial in building ambidextrous designs.
These aspirations provide an overarching goal that permits exploitation and exploration
to coexist. For example Cibas «Healthy Eyes for Life» were compelling visions that
underscored the strategic necessity of ambidexterity and the benefits for all employees,
both those in the traditional units and those in the breakthrough initiatives. To main-
tain momentum and overcome inertia it is important to highlight the concrete accom-
plishments of the new approach.

Case Study

Oticon - The Spaghetti Organisation

Oticon, the Danish hearing aid technology company, was a world leader in behind the ear
hearing aids but its market share began to decline, as people moved to «in the ear» models.
Just as the company’s market share had dropped from 15% to 7% and it was starting to lose
money, Lars Kolind took over as CEO to turn its performance around.

A former management consultant and associate Professor at Copenhagen University,
Kolind embarked on a classic turnaround strategy: he pared the company down, shed staff
and improved efficiency. And he re-focused the business on its key markets. One year later,
the strategy seemed to be working and Oticon returned to profit. But Kolind knew that the
changes were not enough. «It was clear that we could not survive over the next 5 years without
taking a radical step» he remembers. «\Where was our competitive edge? Nowhere».

It was at that point that we reached a sort of breakpoint. | realised the competitive situa-
tion was extremely difficult because we were up against all the big boys you can imagine - Sie-
mens, Philips, Sony, 3M, and AT&T. My analysis was that we could never beat them in financial
resources; we could never beat them at marketing or at the brand level because they all had
fantastic brands. We could never beat them at technology, so we had to find something that
we could do in a unique fashion. That led me to believe that if we could design a uniquely inno-
vative, fast moving, efficient organisation, then this is something they could never replicate.

Kolind’s response to this problem was a radical new organisational model with no formal
hierarchical reporting relationships, a resource allocation system built around self-organised
project teams, and an entirely open-plan physical layout. He called it the spaghetti organisa-
tion, to symbolise the organic and non-formal structure he was trying to create.

In his concept of the perfect corporate organisation, Kolind placed the interaction, collab-
oration, and connectivity of people, customers, suppliers, and ideas at the company’s heart.
Kolind called it «a spaghetti organisation of rich strands in a chaotic network». The key char-
acteristics of a spaghetti organisation are choice (staff initiate projects and assemble teams;
individuals invited to join a project can decline); multiple roles (the project approach creates
multi-disciplined individuals); and transparency (knowledge is shared throughout the organ-
isation). The organisation is knowledge based and is driven internally by free market forces.
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My thinking went like this. If Oticon was to compete with a serious competitor like Siemens,
we had to do something radically different. You can't just do it 10% different. You have to do it
radically different and use your imagination, gut feeling, whatever it is, and hope it will work.

So | was aware that | couldn’t simply read the same books as the MBAs at Siemens. | had to find
something that was unique and better.

So how does the spaghetti organisation work? Any individual who comes up with a good idea
is free to assemble a team and act as project leader. Each project, however, then has to compete
with all the other projects trying to get off the ground at any time. In true Darwinian fashion, an
employee must attract sufficient resources and support for his or her project or it will perish.

Key to freeing up the way people think and work is Oticon’s mobile office system. Employ-
ees carry their office with them wherever they go at Oticon’s headquarters. Desks are not
allocated; instead workers use the nearest available workstation, rolling their personal «Rul-
lemaries» (mobile carts) around the hardwood floor to wherever they need to be in the building.

The new way of working seems to have worked. During the following recession, Oticon’s indus-
try experienced some of the toughest trading conditions in its history. During those dark days,
however, Oticon proved the exception to the rule. It published figures showing an increase of 100%
on revenue and a ten-fold increase in profits in relation to figures of 5 years earlier.

But Kolind sensed that something wasn't right. It had been a hard year, with the company
almost exclusively focused on developing and releasing a new line of digital hearing aids.

The new products epitomised the breakthrough culture. The problem was that the temporary
teams created to push them through had assumed an air of permanence.

The unorganised company was becoming dangerously organised. Kolind’s solution was to
«explode Oticon in a new direction». Projects were re-arranged geographically within the building.
He described the result as «total chaos» — precisely what he was looking for.

When Lars Kolind stepped down from Oticon after 10 years as CEO he left it in a strong
competitive position.

Source: «Rethinking management’s first principles — Oticon»
New frontiers Tomorrow’s management innovation today
» http://www.managementlab.org/files/u2/pdf/case%20studies/OticonCaseStudy_.pdf.

3.1.2 Competition Versus Cooperation

When should management, business units or research teams go for competition and
when would collaboration be more effective? What does collaboration or competition
mean for knowledge flows?

To answer these questions consider these two different organisational arrangements:

1. A firm creates profit centres in order to introduce competitive forces into the organ-
isation. Profit centres might compete for clients and performance of profit centres
is ranked so that managers compete for the best rank. They will focus on their indi-
vidual bottom lines and avoid sharing best practices as each manager would like to
stay at the top of the performance ranking and keep the profit centre’s «secrets».

2. A big international firm promotes cross-unit collaboration. Leaders are encouraged to
form cross-unit networks focused on areas of shared interest. Over time, this idea flowers
into an unforeseen number of networks and sub-networks sharing best practices. But
increasingly, the firm finds that people are flying around the world and are simply sharing
ideas without always having a strong focus on the bottom line. With this example Hansen
(2009, p.12) illustrate the «collaboration trap» that when leaders promote collaboration in
their companies, they get more than they bargain for; people often overdo it.


http://www.managementlab.org/files/u2/pdf/case studies/OticonCaseStudy_.pdf
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The challenge to balance competition and cooperation is typical for a knowledge-based

firm. Different branches of the same consulting firm or an insurance company like to com-

pete with each other for the same customers. However, this competition should not result

in loss of a customer because they cannot come to an agreement among themselves on

who «shoots the bear». Competition must not lead to a conflicting situation wherein reve-

nue targets of one branch inhibit allocation of right resources available in another branch.
Hansen advocates a «disciplined collaboration» and defines it as «the leadership

practice of properly assessing when to collaborate (and when not to) and instilling in people

both the willingness and the ability to collaborate when required» (Hansen 2009, p. 15).
To accomplish disciplined collaboration Hansen proposes three steps:

== Step 1: Evaluate opportunities for collaboration. Ask the question: What will we gain
from collaboration and what is the cost of collaboration? Make sure that collabora-
tion is not an end in itself.

== Step 2: Spot barriers to collaboration. What are the barriers blocking people form
collaborating well? Particularly look out at the «not-invented-here» barrier, the
«hoarding» barrier, the «search» barrier (people are not able to find what they
are looking for) and the «transfer» barrier (people are not able to understand and
transfer knowledge and practices to different contexts).

== Step 3: Tailor solutions to tear down the barriers. How to motivate for collaboration
and develop the required competences? To overcome the barriers Hansen proposes
three levers. The «unification lever» refers to compelling common goals and articu-
lating a strong value of cross-company teamwork. The «people lever» refers to get
the right people to collaborate on the right projects. The «network lever» focuses on
interpersonal networks and less on formal hierarchies.

Collaboration takes many forms: Projects, networks, communities of practice, marketing
teams, core service teams, research groups and specialised teams are gaining more and
more importance for a systematic creation and transfer of knowledge. The functions of
these collaborative forms include the identification, transfer and development of knowl-
edge relevant to the business. For this purpose, teams involved in the competence network
conduct benchmarking activities and meet periodically to discuss certain topics. They are
the competent «drop-in centres» for queries. They coach and conduct projects and are
responsible for creating and maintaining the contents of databases as well as Intranet.

Case Study

Creating Organisational Linkages - The Eureka Forbes Senate

When Eureka Forbes (EFL), a multi-product, multi-channel corporation and a leader in domestic
and industrial water purification systems, vacuum cleaning and air purification solutions in
India, was searching for a way to connect with all its employees, it found a model right in its
backyard - in the Indian Parliament (Ghosh 2010). EFL decided to create a senate, a sort of a
parallel governing body, which would have representatives from all Eureka Forbes’ centres
across the country. «The idea was to make sure each and every one of our employees has a
voice,» says Marzin R Shroff, CEO, direct sales. «We wanted to tell them that they will be heard.
The senate, as we see it, is an important empowerment initiative.»
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At the heart of the set-up is the EuroSenate, a 14-member body of elected representatives —
one each from Eureka Forbes’ 14 strategic business units, or geographic zones. The representa-
tives, called senators, are assisted by a three-member council, also elected from the SBU or the
«constituency». The 42 councillors and the 14 senators report in to six governors, regional heads
of the company. There is also a president, speaker and a Senate Administration Committee. «The
senate has taken care of so many of our problems, both big and small,» says H R Ganesh, senator
for the Karnataka region. «<Many things were difficult to bring to the notice of the head office
before. We didn’t have an opportunity to meet the Directors either, and tell them about our prob-
lems. Now, as part of the senate, we get to interact with them at least once every three months.»

The senators and their councillors have a clear mandate. They are to be the emissaries of
the head office in the zones, and a conduit between workers and the HQ. «<They must have their
ear to the ground, and their eyes on their teams,» says Shubha Ashraf, deputy general manager
of the Knowledge Management team, which came up with the idea of the senate.

Source: Interview with Eureka Forbes.

Two-Person Knowledge-Sharing Dilemma?

The issue of collaboration versus competition (see @ Fig. 3.2) has been explored by game
theory. When would people be willing to share knowledge and when not?

Knowledge sharing between individuals can possibly result in a benefit for both, but
game-theoretically it might not be the equilibrium strategy. We analyse a situation with
only two people and two possible actions. The action space (A) per player consists of the
two possibilities: knowledge sharing (s) and knowledge hoarding (h).

There are four possible outcomes with the respective payoffs (see @ Fig. 3.3):
== hs: Utility of hoarding while the partner shares his knowledge
== ss: Utility of mutual knowledge sharing
== hh: Utility of mutual knowledge hoarding
== sh: Utility of sharing while the partner is hoarding
The best situation for a player is to hoard the knowledge while the other player shares
the knowledge (hs). The second best outcome is that both share their knowledge (ss).
This difference between hs and ss comes from the cost of knowledge sharing and the
benefit of being the only one who has this particular knowledge. The third best option
is the mutual knowledge hoarding (hh). Therefore, both would be better off if they share

@ Fig. 3.2 Balancing competi-
tion and cooperation
Competition Cooperation

2 Text based on » http://www.diss.fu-berlin.de/diss/servlets/MCRFileNodeServlet/FUDISS_derivate_
000000002325/03_chap3.pdf;jsessionid=DCC25A49443797BEC2C730833FD9884D?hosts=, p. 60-61.


http://www.diss.fu-berlin.de/diss/servlets/MCRFileNodeServlet/FUDISS_derivate_000000002325/03_chap3.pdf;jsessionid=DCC25A49443797BEC2C730833FD9884D?hosts=
http://www.diss.fu-berlin.de/diss/servlets/MCRFileNodeServlet/FUDISS_derivate_000000002325/03_chap3.pdf;jsessionid=DCC25A49443797BEC2C730833FD9884D?hosts=
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Player B Knowledge hoarding Knowledge sharing
Player A h s
Knowledge hoarding hh sh
h hh hs
Knowledge sharing hs ss
ss

O Fig. 3.3 Payoff matrix of a two-person knowledge-sharing dilemma

mutually instead of mutual hoarding. The worst option is that the player spends the time
and effort to share knowledge while the other player hoards his (sh). This leads to the
following ranking of the payoffs: hs > ss > hh > sh.

We also assume a situation where the best collective strategy would be mutual
knowledge sharing rather than a collusion of sharing and hoarding.

The ranking of the payoffs corresponds to the prisoner’s dilemma game. In this situ-
ation, it is always individually best not to share the knowledge, independent of the
choice of the other person, i.e. knowledge hoarding is a strictly dominant strategy. Con-
sequently mutual hoarding is the equilibrium. Caused by the payoft structure, the play-
ers are trapped in a social dilemma. In a social dilemma, optimal individual behaviour
has the effect that everybody is worse oft than they would be otherwise. Individual ratio-
nality leads to collective irrationality. In a social dilemma there is at least one outcome
in which every person would be better off than in the equilibrium.

This analysis helps to understand why knowledge sharing is not a dominant strategy
in many organisations and hence the need to create convincing motives for cooperation.

From a market related game theory perspective, Nalebuff and Brandenburger have
coined the term «co-opetition» (Nalebuft and Brandenburger 1996). Co-opetition is a busi-
ness strategy based on a combination of cooperation and competition, derived from an
understanding that business competitors can benefit when they work together. Companies
participate in «competitive collaboration» in order to get access to knowledge and acquire
knowledge collectively. They compete with each other in exploiting this knowledge.

The relation between automobile manufacturers and their suppliers is a good exam-
ple of competition and cooperation from the knowledge perspective. While selecting
the suppliers, the buyers exploit the competitive situation very well. However, they stick
to the supplier for longer periods and develop competencies together with the suppliers
(North 1997). Competition takes place increasingly at the level of clearly distinct end
products and not at the component level or module level.

Benchmarking between competitors is another example of this strategy of competi-
tion and cooperation. In large companies, some business divisions cooperate through
strategic alliances while some business divisions are strong competitors. If such an organ-



77 3

3.1 - Balancing Antagonisms

Criteria for knowledge What do | gain if | What do | loose if |
sharing or hoarding | share my knowledge? | share my knowledge?

Reputation of “expert”

Uniqueness of my
knowledge

Job security

Trust in the
organisation

Value of my knowledge

Incentives/ rewards/
punishment for (not)
sharing

Time and opportunities
to acquire new
knowledge

Others:

@ Fig. 3.4 Criteria to decide whether to share or not to share knowledge

isational design is well conceptualised, the competitive collaboration turns into a Plus
Sum Game that strengthens the competitiveness of both the partners for a long time.

Cooperation need not always be planned and agreed formally at the manage-
ment level. It can also take place informally. Thus, with an example of competing steel
companies in the USA, Stadler and von Hipple (Stadler 1995; von Hippel 1987) could
prove that employees handled information based on mutuality according to the «GIGI
principle: give information, get information» B Fig. 3.4 summarizes criteria of people
whether to share or not to share knowledge.

Balancing cooperation and competition requires choosing the right organisational
setting. Before deciding on organisational structures it is advisable to make clear what
are the guiding principles of a business:
== «Success of a unit has a priority over success of a company» This perspective

emphasises competition as a driving force for success. It is assumed that entrepre-

neurs (or «intranpreneurs» in a company, e.g. a profit centre) act with a motive of
optimising unit performance and are therefore interested in optimum use of the
resources of their unit. A global control cannot assure this optimum utilisation.

Company units that are operated in this manner must be exposed to internal and
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external competition. Manufacturing plants compete with each other. If the profit
objective is not achieved, the business unit is closed down. Profit incentives are
dominant. Knowledge is transferred selectively considering the cost-benefit ratio.
Often, in such a mindset, the entire company turns into a meaningless financial
holding with individual <knowledge silos» that do not cooperate considering that
«knowledge is power and must be concealed». Customer benefits and capacity use
are suboptimal because units never or rarely work together. The customer does not
get a comprehensive service or advice from one source.

== «Searching for synergies is the basis of success» The synergy or cooperation the-
ory assumes that the possible total performance of the company is higher than the
sum of the individual performances of units. Search for synergies and cooperation
avoids double work and enables a complete customer service cutting across all the
functions of the company. Competitive advantages can be materialised depending
on the size of the company and the variety of activities. On the negative side, search
for synergy if not leveraged, can be an end in itself. Work groups, professional
discussion groups etc. do not convert the transferred knowledge into business suc-
cess adequately and can lead to long-term strategic disorientation.

== «Segmenting with synergy brings lasting success» Examples of successful com-
panies show that neither too much segmentation nor too much search for synergy
lead to the success of the company. Instead, it is necessary to find a synthesis
between both guiding principles as «segmenting with synergy» (Goold and Camp-
bell 1998). Businesses are tied together by strong shared values, aligned towards
common goals and moral concepts of the entire company. They combine short-
term success of the units with the long-term competence development of the entire
company. This concept considers short-term as well as long-term competitiveness
of the company. The flexibility of a small company is combined with the resources -
especially the knowledge - of a big company. Such a company can offer complete
and complex solutions that are difficult to imitate and can be redeemed for suitable
prices. The restructuring of General Electric aimed at such segmentation with
synergy. In his introduction to the annual report 1995 Jack Welsh, the then Chief
Executive Officer, General Electric, has expressed this as follows:

)» What we wanted to built was a hybrid, an enterprise with the reach and resources of
a big company - the body - but the thirst to learn, the compulsion to share and the
bias for action - the soul — of a small company.

Case Study

Mini Case: Mindtree |

Full dependence on directed structures is not enough for the new era the Indian software company
MindTree » www.mindtree.com has prepared to meet. MindTree views a new era organisation as
a set of interdependent, collaborating, interacting knowledge workers who are autonomous and
who configure and reconfigure their people-networks dynamically to achieve a purpose deter-
mined by them in the fast-moving environment they work in.

As knowledge workers accomplish their work, they step across their task boundaries, col-
laborate, seek knowledge and so on, to accomplish the task not as originally perceived, but as the
solution emerges. «This creates a highly scalable and agile model of the organisation, and in the long
run creates an organisation capable of self-transformation» says Datta.


http://www.mindtree.com
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MindTree’s vision reads as follows: «What brings MindTree Minds (what we call our employ-
ees) together in building an organisation that has a unique culture is our value system. Every
MindTree Mind is driven by CLASS, the acronym for our core values of Caring, Learning, Achiev-
ing, Sharing, and Social Responsibility. Everything we are, everything we do, and everything we
believe in revolves around our CLASS values and the distinct culture that we have built. The two
main attributes that characterize our culture are high achievement orientation and high caring.»

Case Study

Allianz Group Business Services (AGBS) Encourages Knowledge Synergies

Allianz Insurance Group is made up of huge number of subsidiaries worldwide. These compa-
nies are operated as per the decentralised philosophy (business is local). However, the continu-
ous utilisation of synergies within the global network of companies is a critical success factor
of this business model. The prerequisite for this is a pragmatic knowledge identification and
transfer process that is practiced and encouraged by the management and the employees in
all the companies of the group.

AGBS is a unit in the Group Centre which facilitates the global process of knowledge
transfer and provides suitable tools and methods. The following figure gives an overview of
the approach of AGBS’s knowledge management. First, priority topics are selected based on
expected benefits. Secondly, best practices and expertise are identified and in a third step
discussed and transferred by workshops, community interaction and an IT platform. It follows a
localised implementation process as well as an evaluation. Results are made public via a «syn-
ergy balance sheet». The following arrangements are considered of particular importance for
the success of the programme:

Expert teams: These are groups of five to eight members comprising international experts
from different specialised fields. These groups are germ cells of new knowledge and work
predominantly on strategic questions. Every expert team has a basic «<mission» as well as an
annual goal that is decided together by the expert team manager and AGBS. The expert teams
share their knowledge and the outcome of their work with the practitioners around the world
through online communities as well as in regular workshops. Furthermore, they document the
developed knowledge in the «Expert Team Reports» that are provided in the communities and
in compass with others.

Incentive systems: Knowledge management is also integrated in an established incentive
system. Participation in the activities of knowledge management (e.g. expert team) is a crite-
rion for achieving a certain level of management. This is documented in a policy in «Group HR
Handbook». Furthermore, specific incentives were created for knowledge sellers and knowl-
edge buyers, e.g. awards such as Knowledge Manager of the Year, Expert Team of the Year,
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etc. Targets are set for knowledge management actors such as expert team managers. These
target agreements can be considered according to their bonus relevance.

Y |

Theme selection/ Identification/ \ ‘pjctribution of \ Application of Evaluation of

demand gsg‘j\ll?e%n;’jnt Clj knowledge knowledge knowledge
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driver

- setting targets
strategically driven
by groups

Identification, Distributing Implementation of |Measuring
developmentand | identified/ good practicesin | (qualitative and
supply of best developed good organizational units| quantitative) and
practice along the | practices over balancing success
value creation suitable made and

chain channels
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« Matching Serivice | + Compass . Compass «+ Group Consultants
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Basic conditions: knowledge manager network, IT infrastructure, incentive systems and marketing

IT infrastructure: AGBS supports the knowledge transfer process using (web-based) IT infra-
structure such as yellow pages; Compass database of «good practice»; Online communities,
Communication platforms for communities of practice; Info miner, Intelligent search engine;
Virtual project offices, Online team space for collaborations in projects. All the IT components
are based on a uniform IT platform (Group Intranet) and linked with each other in such a way
that usage barriers such as multiple logins or redundant data entries are avoided.

Synergy portal: There is a synergy portal for internal marketing. This portal provides access
to the knowledge documents and experts as well as gives an overview of the knowledge
management activities organised by AGBS (workshops, expert teams, projects etc.). Synergy
Review, a quarterly magazine, presents the results and connects the community with the man-
agement.

Synergy balance: Cost and benefits of the described tools and methods are incorporated
in the «Synergy Balance» that is created by AGBS on a quarterly basis. Benefits of projects are
measured on the basis of calculated «Fair Values» and the benefits of knowledge management
tools are measured on the basis of calculation of opportunity cost. Trends and developments
are identified earlier thus enabling the company to react to the changes earlier and effectively.
This reduces the «time to market» of new products. Increasing efficiency and effectiveness by
using internal best practice as well as avoiding mistakes has positive impacts on the Economic
Value Added (EVA).

Source: based on material provided by Allianz AGBS

3.2 Platforms for Knowledge Creation

Apart from reformulating the entire organisation of the company in order to convert the
dialectics between renewal and stability, cooperation and competition into short-term
and long-term business goals, there are approaches designed to maintain the existing
organisational forms and also to institutionalise supplementary or parallel ad hoc
organisational forms such as process and project organisation. Knowledge is linked to



81 3

3.2 . Platforms for Knowledge Creation

departments, projects and business processes. In most cases, it is not processed, shared
and transferred beyond the limits of organisational entities systematically.

While the traditional organisation guarantees stability and short-term business
results, the ad hoc forms create contexts for the renewal that can then be docked to the
existing organisation. From a somewhat different viewpoint, the existing organisation
turns into a platform that offers a certain framework, an infrastructure and a basic lay-
out from which the new developments can «take off» and also land again accordingly.

Let us have a closer look at two of these approaches —the hypertext organisation as
described by Nonaka and Takeuchi and the platform organisation as described by
Ciborra.

3.2.1 The Hypertext Organisation

The model of the hypertext organisation (Nonaka and Takeuchi 1995, p. 169fF) assumes
that a company can have a non-hierarchical and self-organised structure that cooper-
ates with the hierarchical formal structure. While the latter ensures stability, the hyper-
text organisation equips the company with the strategic capability to acquire, recreate
and use new knowledge continuously in a cyclic process. Like a hypertext, this organisa-
tion comprises of a number of interconnected levels or contexts, especially the levels of
business systems, project teams and knowledge bases (see B Fig. 3.5).

Project team level

Teamwork between
project teams for

promoting knowledge
formation

Market

Loose
interconnection
of the teams
through the
organizational
vision

Business system level [

Team members

for a hyper network
through the
business units

BRI
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| Knowledge base level

Company’s vision, organizational

Dynamic knowledge cycle
Y e culture, technology, databases etc.

creates, uses and accumulates
organizational knowledge
continuously

B Fig. 3.5 The hypertext organisation (Source: Nonaka and Takeuchi 1995, p.169)
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== The operative business is conducted at the central level of business system. This
can happen not only through a traditional bureaucratic structure but also through
entrepreneurial processes meant for building an entrepreneurial corporation.

== At the project team level, a number of project teams are engaged in the develop-
ment of new knowledge, e.g. development of a new product. The team members are
recruited from various units of the business system and are allotted to the project
team until the end of the project.

== At the knowledge base level, the knowledge created in the upper level is re-categorised
and placed in a new context so that is available commonly in the company thereafter.
The knowledge basis level does not exist as an independently organised unit. Instead,
it gains its existence from the knowledge workers of a company and the correspond-
ing systems for saving information or safeguarding knowledge.

The remarkable feature of the hypertext organisation is that three different levels or
contexts co-exist in the same organisation. The process of knowledge creation is a
dynamic cycle that is set in motion effortlessly by these three levels. The project team
members who were selected from different functions and departments of the business
system level perform knowledge-creating activities. Once the project team functions are
completed, the members take to the knowledge level. They pass their knowledge on
through internal seminars or workshops, make project reports or enter information in
the company’s information system. After re-categorising and re-contextualising, the
project team members go to the business system level wherein they again dedicate
themselves to the operative business until they are reallocated to another project team.
According to Nonaka and Takeuchi, the feasibility of switching in and out of different
knowledge contexts quickly and with flexibility and thus building a dynamic cycle of
knowledge creation determines the organisational capability to create knowledge.

Case Study

Sharp - Hypertext in Research and Development

Since its inception in the 1912, Sharp has had a reputation of a «<new product» company. The

constant pursuit of creativity and originality is represented in its slogan «do not imitate». We

find all the three levels of the hypertext organisation in Sharp’s research and development.

= Business system level: The day-to-day business of the R&D is organised in the traditional
hierarchical form. The central R&D is responsible for basic developments that take three
or more years, the company'’s laboratories cover specific themes with a time frame of
approximately one and a half to 3 years and the R&D in the business segments works
based on product and process for a time frame of less than a year and a half. The R&D
facility communicates hierarchically from the centre to the business segments. Confer-
ences, meetings and workgroups coordinate the exchange of explicit knowledge of all
the facilities.

= Project team level: New products are developed by «Task Forces» that operate quite
independently and parallel to the R&D structure at the business system level. While new
products are normally developed in the projects of the business segments, the strategi-
cally important development projects are allocated to the «Urgent Project System».
Employees of these projects leave their position in the business segments and work
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exclusively for the strategic project for a period of 1-2 years without any budget
limitations enjoying the privileges of directors.

= Knowledge basis level: Sharp’s knowledge base can be described by explicit knowledge in
the field of optoelectronics and tacit knowledge that is symbolised by the «do not
imitate» slogan. The knowledge generated at the business system level and project team
level is re-categorised and placed in a new context with a view to develop optoelectron-
ics systematically. The constant exchange within the business systems as well as with the
project teams and process of storage and transfer of explicit knowledge revive the
knowledge base. The tacit knowledge «do not imitate» is strengthened by frequent
exchange and inner R&D culture.

Source: According to Nonaka and Takeuchi (1995), p. 181-190.

3.2.2 The Platform Organisation

Inspired by his Italian experience and a case study at Olivetti, Ciborra (1996) had sug-
gested a meta-organisation in order to react adequately to surprises in unstable circum-
stances. Management assumes that managers direct their decisions towards clear goals
and strategies based on a rational problem solving process. Ciborra contrasts this fiction
of a systematic management process, with his view of management that is characterised
by the French term «Bricolage» (repairing, tinkering or improvising like a jazz ensemble).
Similar to jazz ensemble, the employees in the company have learnt to play and
improvise together in order to solve the arising problems quickly, respond to unex-
pected customer demands or implement and test new product ideas without long
justification and approval processes. Ciborra cites Mary C. Bateson (1994):

» Men and women confronting change are never fully prepared for the demand of the
moment but they are strengthened to meet uncertainty if they can claim a history of
improvisation and a habit of reflection.

Ciborra argues that in a fast changing environment, none of the organisational
forms are in a position to optimise the use of resources. A «formless» chameleonic
organisation that generates new forms through frequent recombination would be most
suitable here. From the structural view, the platform is a result of the union of existing
organisational mechanisms and forms selected and assembled together by the manage-
ment according to subjective and situational plans and interpretations (Weick 1993).

The platform organisation is identified by its flexibility, mobility and continuous trans-
formation that results from overlapping, intersecting and juxtaposing different organisa-
tion arrangements such as network, matrix or even hierarchy. A platform organisation
appears fragmented and interwoven at the same time. However, it could be the only form
that survives the high-tech industry wherein a monolithic and fixed company identity
would not have been in the position to cope up with the fast technological changes. Unlike
every traditional form of organisation, platform organisation features a collection of all
the qualities of a clear, seemingly opposite as well as surprising coincidence. This platform
contains an exciting mixture of prefabricated arrangements and interpretations as well as
solutions and visions that are either found or provided incompletely or have not yet mate-
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rialised. It is a model that completely changes our opinion about structural and permanent
or subjective, informal and short-lived. It is the function of a platform organisation, to
cope not only with the often sudden and radical changes to the products, markets and
technologies but also with changes - to the identity of the business fields or industry seg-
ments — that are sensed by the organisation incidentally over time.

According to Ciborra, the ability to leave old identities and develop a new identity
that is adapted to the respective technological phase represents a key to this fast sequence
of unexpected and unplanned transformation processes.

The platform organisation is inspired by computer or car platforms on which a huge
number of models are produced. Individual components of the organisational platforms
can represent the organisational units, departments, functions and division. Every defined
unit has a mission and eases the control at least at local level. The integration of different
components is flexible. Units and organisations outside the limits of companies are also
integrated forming an «eco-system» of partners. Common research and development
projects and global alliances are built and disintegrated according to the requirements.

Thanks to the existence of platform standards, technologies are developed independent
of products. Thus, technologies can be combined at «last minute» and bundled into specific
products for which a market demand is identified or into products that react to the activi-
ties of competitors. The research and development must work closely with the marketing
function in such an organisation in order to exploit the market opportunities quickly.

How does a platform organisation differ from a network? The platform organisation
acts at two levels. Firstly, it works at a structural level wherein routines and transactions
function like those in a network. Secondly, it acts at the higher level wherein the frequent
structural changes are organised. The dynamic recombination of routines and transac-
tions is important at this level and not the features of a specific organisational arrange-
ment such as that of a network. How to form a relatively stable environment wherein the
employees and resources can be used with flexibility? — This important question for high
tech companies was answered by Olivetti in its own way: the formal structure changes
frequently and abruptly while the informal networks remain relatively stable.

Case Study

Mini Case: WIPRO as a Platform Organisation

WIPRO was initially set up in 1945 with main product of producing sunflower Vanaspati oil and various
soaps. At that time the company was called Western India Vegetable Products Limited with representa-
tive offices in Maharashtra and Madhya Pradesh states of India. During the 1970s and 1980s it shifted
its focus and begin to look into business opportunities in IT and the computing industry which was at
nascent stages in India at that time. WIPRO was the first company which marketed the first indigenous
homemade PC from India in 1975.

In 1966 Azim Premiji, still the majority shareholder in WIPRO, took over as the chairman of
the company at the age of 21 and with the passage of time transformed it into one of the finest
and largest IT outsourcing services provider of the world. It is now considered the world’s largest
independent R&D service provider and offers different technology driven services all over the
globe with 46 development centres.

In the following section we shall have a look at selected organisational forms from
the perspective of knowledge creation and knowledge transfer.
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3.3 From «Infinitely Flat» to «Star Burst»

Commonly companies structure their organisation according to product groups, pro-
cess investments, geographical necessities or functions in order to increase effectiveness
and efficiency. These organisational forms follow the criteria of stability — especially that
of control. Request for renewal, the demands of many employees for more freedom and
creativity as well as the information and communication technology, have given rise to
a complete range of new organisational forms. Four such ideal types can be described as
follows (Quinn et al. 1996).
From the knowledge viewpoint, these forms of organisations — viz. «infinitely flat»,
«inverted», «star burst» and «spider» — are different from each other in the following
aspects:
== Localisation of knowledge: Where can one actually find the deep knowledge that
presents the core competencies of a company?
== Localisation of «customisation»: Where is knowledge converted into customer solu-
tions?

== Direction of the knowledge flow: In which direction does the value-creating knowl-
edge flow?

== Method of leverage: How does an organisation transform the knowledge from indi-
vidual to collective knowledge?

All the aforementioned forms of organisation tend to delegate responsibility to the part
where the company comes in contact with the customers. All the forms create a flat
organisation and remove hierarchies. They all seek fast, adequate and individual cus-
tomer communication. All these forms require that you overlook the traditional mindset
about command lines, «one employee one boss» structure, centre being the leading
power and management of tangible assets being a key to success. But each of these
organisational forms varies significantly in terms of their purpose and management. Let
us have a closer look at these different forms of organisation from the knowledge view-
points You can see the comparison of these organisational forms at the end of this chap-
ter. Every type of organisation is described theoretically as well and is followed by a case
study.

3.3.1 The Infinitely Flat Organisation: Effective Replication
of Routines

The centre of this organisation stays in contact with infinite nodes, e.g. individual field
staff, branch offices of franchise partners etc. The leading competence or the knowledge
on how to create and operate a fast food chain or how to sell Tupperware and Avon
cosmetics lies at the centre. The knowledge about the customers lies with the employees
of the branches that work parallel with less direct communication. Thus, the centre is
the source of information, coordinator, place of transfer of best practices and problem
solver. It is the core of the growth process. In the market, new nodes, i.e. branch offices
or franchise partners are constantly added to the centre. Furthermore, the centre con-
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tinuously generates new products and services packages that are then provided to the
nodes by means of intensive training and e-learning.

Such flat organisational structures are particularly effective when it is possible to
break up the activities of the nodes in individual sections and to optimise these activi-
ties. This is the case with the recipes and the operating guidelines of a fast food chain or
the basic components of financial transactions of financial brokers and banks. In the
best case scenario, the training curve is accelerated through the information system
across the company in such a way that employees with relatively few qualifications are
capable of giving higher performance relatively quickly.

This reminds us of a «Tayloristic» division of work wherein the higher efficiency is
linked to fast growth and a continuous innovation process. However, there is no tradi-
tional career path anymore in such infinitely flat organisations. Wage-incentive systems
must contain a balance of qualitative and quantitative performance parameters. This
type of infinitely flat organisation presents an option to create a «highly intelligent»
organisation with employees having relatively less education and knowledge. It also
gives an option to respond quickly to the market changes by being equipped with «effi-
cient market antennae».

Case Study

Financial Service Provider: Replicating Financial Services

The operative business of a financial service provider is carried out by approximately 18,000
brokers in over 500 business units scattered over a wide region. The company offers custom-
made solutions to its customers. The local brokers act as independent entrepreneurs. Gener-
ally, they are not those clever investment experts who have undergone long years of training.
Yet, by means of information transfer using a widely developed information system, they are
able to provide investment advice as well as detailed and precise information about huge
volumes of complicated financial instruments. These brokers are supported by the centre
wherein a few financial experts work with outstanding analytical skills. They cooperate closely
with the other external specialists as well as the «inventors» of the investment model. They
analyse the previously concluded business transactions and bring in their expert knowledge
in the company’s software model and databases. The on-site brokers have access to the
detailed analysis of financial markets, economic trends etc. Thus, the centre breaks down the
process of investment advice in individual replicable steps and provides them to the on-site
broker. The electronic network of the company guarantees that the broker is always updated
with the latest information. They are informed extensively by the centre about concluding
business transactions, commercial guidelines, profit, conditions of commercial paper, invest-
ment options, fiscal considerations and new offers of commercial paper. The software of the
company is available online and also serves as a medium of imparting fast training. Thus, it is
ensured that all the brokers work as per valid rules, all the calculation and typing errors are
eliminated to a large extent and the customers are supplied with the latest marketing infor-
mation. In short, the entire knowledge is available to each and every broker. Ad hoc teams are
built in case of huge and complicated projects with a purpose to pool the widely scattered
talent temporarily in order to solve a particular customer problem. Thus, in 1 year, the brokers
work together with different colleagues on various projects. Therefore, in order to develop the
business, the infinitely flat organisation is supplemented by network structures wherein the
reward is linked to the cooperation between development projects and customer projects.
Those who do not work in a team or do not aim at customer satisfaction are penalised (see
Quinn et al. 1996, S. 99ff.).
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3.3.2 The Inverted Organisation: Support to
Individual Expertise

The traditional hierarchical pyramid, shown in 8 Fig. 3.6, is turned upside down in this
organisational form. The core competencies of the company as well as the customer
knowledge are found at the nodes and not at the centre. Examples of such organisations
are hospitals, consultancy firms or engineering firms (here, the nodes are the doctors,
the partners of the consultancy firm, the engineering experts, etc.).

Generally, in an inverted organisation, the exchange of knowledge between the indi-
vidual nodes tends to happen informally while exchange of knowledge between a node
and the centre is a formal process. This is distributive allocation of knowledge, i.e. the
organisation offers logistic or administrative support of experts but it does not give
instructions or control the business operations. The function of a line manager is
restricted to overcoming the bottlenecks, developing the company culture, providing
advice on request, starting exchange of experiences and cooperation as well as providing
a range of services offered to the experts. Hierarchy can exist to a certain extent in order
to ensure consistency in carrying out a task as per corresponding rules, e.g. statutory
orders. In a way, the line management adopts the functions of the staff.

Inverted organisations function well if the employee handling the customer has
more information and knowledge about the customer’s problem and possible solutions
than the centre and if experts are willing to learn jointly. Safeguarding effective knowl-
edge transfer and competence development of the entire organisation (collective think-
ing) is a special challenge for such inverted organisations so that on the one hand
knowledge is retained when a specialist or a team leaves the company and on the other
hand it is possible to create new business fields.

Furthermore, the loss of formal authority can be traumatic for earlier management
of the classical type. Specialists gladly ignore the rules and the norms of the company.
As a result, a strong common value system and incentive system that honours not only
the individual performance but also the contribution to the development of the entire
company is necessary for the functioning of an inverted organisation. If this does not
happen, the individual competence that is generally high cannot be converted into high
competence of the entire company.

@ Fig.3.6 Theinverted
organisation Customers
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Colleges are a good example of this scenario. Generally, the individual high-school
teachers or institutes have high field-specific competence that is used only in rare cases
through effective cooperation to increase the competence and the renewal ability of the
entire entity.

Case Study

NovaCare - The Rehabilitation Service Provider

With the reform in the public health sectors worldwide, there is a search for new organisational
structures. The service provider, NovaCare is an interesting benchmark for the organisation

of paramedical occupations. NovaCare comprises over 5000 occupational therapists, speech
therapists and physiotherapists who operate in a type of franchising system. These specialists
offer their knowledge at more than 2000 locations all over the country. The centre undertakes
the administrative and commercial functions of the therapists by signing contracts with reha-
bilitation services, retirement homes, etc., by undertaking the accounting as well as supporting
the scheduling and reporting over the course of the therapy. Furthermore, vocational training
is organised and the performance of the therapists is marketed in order to achieve stability and
increase in the income.

NovaCare has saved a major part of the knowledge of its therapist in its software system.
The information about patients, scheduling and invoicing is added through administrative
procedures such as guidelines. The therapist must follow these procedures. From NovaNet,
the company management can get information on trends or problems that would need con-
sideration in the near future. NovaNet collects information about costs and service features
from all the therapists, particularly effective treatments as well as information about changing
medical care model in different areas. This information is very important for recruiting, training,
motivating and further training of the therapists. NovaCare records the work of its therapists in
10-min blocks so that it is easier to record and analyse all the knowledge. This detailed informa-
tion is saved in the database that can be used by anyone who is interested, e.g. care facilities,
hospitals, rehabilitation clinics, health insurance companies, etc. NovaCare uses detailed
reports of colleagues and patients in order to evaluate the performance of its therapists and to
pay them according the quality and scope of their service.

The therapists are independent, especially when it comes to treating a patient. The com-
pany’s regional administrative offices responsible for accounting, marketing and logistics are
primarily meant to support the therapists. Thus, the organisational structure is distributive.
Logistics, analyses and administrative support are the function of the structure. These func-
tions are carried out by qualified therapists (see Quinn et al. 1996, p. 191ff.).

3.3.3 The Starburst Organisation: The New Business Creator

Organisations that are depicted in the form of a star burst have specialised and value
creating knowledge in the branches as well as at the centre. These companies continu-
ously generate new business fields or companies that in turn build new companies.
The branch operates largely independently in the market and raises its capital in the
market.

In the analogy to financial holding, the star burst organisation is a «knowledge hold-
ing» wherein new companies are formed continuously based on the specialised
competence. Examples of such companies are film studios, insurance companies or
even software companies that open different markets and market niche with their firms
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with the help of a certain basic software. Large companies which embarked on imple-
mentation of ERP systems set up I'T departments to support the company. When these
developed expertise in implementation of IT solutions, the companies leveraged this
expertise and created another company whose main business was IT solutions. There
are a number of examples of these in India — L&T Infotech from Larsen & Toubro, an
engineering company, 3i Infotech was promoted by ICICI Bank, India’s largest private
sector bank, and NSE.IT Limited, a 100% subsidiary of the National Stock Exchange of
India Limited (NSEIL) which is a Vertical Specialist Enterprise, specialising in provid-
ing complete IT solutions to stock exchanges, clearing corporations, brokerage firms,
insurance firms and other organisations in the financial sector.

The constant renewal and recombination of knowledge through cooperation is more
important for these companies as compared to components of stabilisation.

Starburst organisations (8 Fig. 3.7) are particularly successful when they have
expensive or complex know-how on the one hand and on the other hand operate in a
business environment that changes quickly and for which entrepreneurship becomes
essential.

In this way;, it is possible to amortise expensive and specialised knowledge immedi-
ately in different markets. Thus, the company can penetrate the differentiated markets
quickly with minimum equity and high competence. The centre designs the organisa-
tional culture, cultivates innovation and risk, sets priorities, selects key persons (an
entrepreneur in a company or important know-how bearers) and procures resources
more efficiently than the branch. However, the actual entrepreneurial activities take
place in the branches that have extensive freedom in organising their business fields as
long as such branches are commercially successful. A classical problem in this form of
organisation is that, often the central management loses faith in the branches very
quickly if the desired market results do not appear rapidly enough. Efforts are made to
consolidate such branches thus disturbing its energy. Yet another problem arises when
the branch develops a very high capital requirement that is not covered by the centre
and capitalisation through the market is undesirable.
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Case Study

3M -The Product Generator

The Minnesota Mining and Manufacturing Company (3M) is less known for a long-term stra-
tegically planned product development process than for its «<bottom up» approach towards
mobilising capabilities, inventive talent and organisational activities. 3M’s obsession to gener-
ate new products was given a form by the «Eleventh Commandment» — «thou shall not kill
ideas for new products». As opposed to the traditional decision process, if someone thinks that
the idea is not good, the burden of proof is on the person who thinks that the idea is not good
and not on the person who has proposed the idea. 3M researchers and developers enjoy a free
time of up to 15% of their work time to pursue their own dreams and ideas («15-percent-rule).
The performance of every business unit is graded on whether at least 25% of their turnover is
achieved with products that are younger than 5 years. In reality, the share of such products in
the company’s turnover has gone beyond 30%.

3M has announced that an individual inventor or entrepreneur can develop their ideas
and establish new business units continuously under the slogan «grow and divide». This
growth is supported by a categorisation of core technologies, range of technical forums,
cross-functional teams and a fault tolerance. If a business idea fails, an inventor or entrepre-
neur shall have the guarantee of being transferred back to their old position. The company
encourages creation of legends of successful inventors or entrepreneurs and motivates the
others to imitate the same. Thus, stories of how Art Fry sang in the church choir and his make-
shift bookmarks fell off his prayer book will be narrated again and again. He came up with the
idea of developing the «Post-it» note, materialising this idea technically, overcoming opposi-
tion («we do not need anything like that») and making a successful business (see Nonaka and
Takeuchi 1995).

3.3.4 The Spider Organisation: Creating Value by Networks

The spider’s web is a metaphor for an ideal type of network. Company networks are an
organisational form of economic activities. Such organisational form binds the coordi-
nation potentials of market and hierarchy (organisation) with each other in an intelli-
gent manner and is distinguished by cooperative — rather than competitive - and
relatively stable relationships between more than two legally independent companies or
company units that are financially more or less dependent. The nodes can be products,
services or competence centres for specific technologies. They can bear regional respon-
sibility, have a long-term existence or can be installed temporarily as projects. Knowledge
is mobilised in the presence of projects or order situations — «the spider starts running to
hunt down the prey». Knowledge flows within numerous nodes. Typically, the individual
nodes work together only temporarily in order to develop specific customer solutions.
See @ Fig. 3.8.

Knowledge development is exponential. Very few nodes give rise to several combina-
tion options. Such project-related or order-related networks exist already since hundreds
of years, e.g. universities or networks of trading groups. The advantage of the networks is
that they can successfully facilitate high specialisation and handling of different geo-
graphical regions and simultaneously focus on a specific problem of a specific customer.
Hence, the network model is also used in the management of international companies,
e.g. in the form of model of a transnational corporation (Bartlett and Ghoshal 1989).

Although the network is good for a fast response and for ad hoc problem solutions, it
poses difficulties in developing long-term business strategies. Competition between
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individual nodes can obstruct the distribution of knowledge. Networks function properly

only if there is an open culture and a willingness to cooperate. The grading systems must

rate the networks based on their individual success and their contribution to the total suc-

cess of the organisation or other network nodes. Common interests of the members of a

network, a common value system or intersecting value system and profit — all of which is

achieved by teamwork - is essential for functioning of every network. According to Quinn

(1996, p. 22) the following must be considered for an effective network management:

== Networks must overlap each other in order to increase exchange of information and
the process of learning.

== Hierarchical structures should remain undefined deliberately.

== Network purposes (project purposes) should be set and strengthened continuously.

== Too much elaboration should be avoided in case of rules meant for appropriation of
funds or distribution of profit to individual nodes.

== Continuous mechanisms must be developed in order to provide the nodes with lat-
est information about the external business environment.

== Customers as well as the colleagues should evaluate the performance of the nodes