A)

m w&(u{%a/ Eeo- Qxﬂsz /Obb( 7))1&«5’4@ !.

—f——— Peas
11 (2on.)
ReV131t1ng the ‘Knowledge Creating E
Firm’ in the ‘Post-Capitalist Society’ e
Context i |
A ShaF Konno W { E P | T Lf\ A QN{;‘?‘-‘![&\{ ( ;\u o3 % fu\“\; i‘c A %—

¥

4 TUY - ¢ vof Wacnsledgeo
K = IKCH & L o T U
—fv .}' "- '[r[(”)a. i@tllur%luq_ LA
‘|_.-'|i'~-

.‘1 LY L et L ¥
Introduction [ i il

This essay contributes to Dr. Ikujiro Nonaka’s knowledge creation theory and

in particular what Peter Ducker termed a theory for a post-capitalist society.

The following four sections look back over thirty years from the beginning

of the Japan miracle and current management theory as the development

of the knowledge creation theory. It concludes with the author’s proposal of

‘purpose engineering’. p ok _,fln bl
The first section deals with the history of knowledge creation as a theory of

knowledge economy first proposed by Peter Drucker more than 40 years ago. \,)/wjr"(,.'u_ :sg{.rL- VihL
’ Nonaka's 1991 study and theory highlighted the success of Japanese compa-

g
nies in the 1980s. After encountering the theory, the US became active in the /! 1

knowledge management approach in the first _major stage of the 1990s. The
second major stage of development occurred in the first decade of the 21st
century. Concepts dealing with intellectual capital, intangible assets and the

value of innovation were developed and explored during this period. The f

third stage is now occurring in the second decade of this century. In partic-

ular, the whole organization and the fundamental management goal is the

creation of knowledge for the society or social innovation. & (}» Avbirs

i

creation theory. Discussion of the present day problems with the global kﬁ'
economic system focuses on the necessity of a new management approach.
We cite some of the problems that existed in Japan and some of the positive \ ( — e

examples from the US. We then delineate our ‘to do’ list for 21st century \&L\y{,rr'i{ p2
management. Abebai

The third section focuses on the relationships with Hayek and others ideas, -
regarding the theories of innovation and the community. The significance e 'r‘- atmesl

of ‘tacit knowledge’ as well as innovation theory proposed by Schumpeter
is explored. The four components of the ‘SECI Model’ are explained as a
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. pr (,ai?u l dompocots) _
\'t'_f? discovery process of new knowledge, and how they/integrate the explicit and “4
_ U tacit knowledge of ecosystem in the knowledge ptocess. k- (r
.f‘i\f ’ The final section on theory of ‘ba’ is quite extensive. Here we revisit the

meaning of ‘ba’ and explain why it is necessary. We explore designs of
‘boundary objects’ which combine ‘ba’. We discuss further the notion that
knowledge creation must include the human component. The chapter ends
with the concept of ‘purpose engineering’ or orchestration of purposes.

B
Abtuue .
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ety \ oS D k i i i ty g 5
O;,\ “._:Q ] TUCKer on capltahsm and the necessity of knowledge theory !! Qtzi' i}.-; :'m»g‘ « *

| m fact, knowledge is the only meaningful resource today...EVe need an
economic theory that puts knowledge into the centre of the wealth—producm_g.-“" 7 (19
process. Such a theory alone can explain the present economy, it alone can 5 _
explain_economic growth. It alone can explain innovation. It alone’ can Rt/:ﬁ«ﬂ v Y _

it”. explain how the Japanese economy works and, above all, why it worlﬁj'(Peter K Anslp f }g[,@j‘ (s
. " . E Drucker, Post-Capitalist Society, 1993, italic by the author). — D Vel ,g%m\-m
\f"' :] The paragraph is cited in Nonaka’s new book (Nonaka & Konno, 2012)\, ' g (

-
his essay discusses the past and the future of the knowledge creating theory, | VAl.L—="7 /d/wL R
Hoocicallld, X © W Lo Dy ¢
Wi L"““g”‘("“v )’I Drucke:/questioned/}fo_w economic value could be created in a knowl- r (% “‘l';'u“‘ ‘

based on ideas presefited in this new work.
edge-bas talist society. He did not answer the question himself. Aellt Jrog
Based on what he had observed about the 20th century modern world and 01 2 Shgy._

—~> industrial society, he predicted the evolution of an organizational society. ,( Y |
@.g 5 " Compared to the isolated and divided work style typical of early mass | V| ¢V l"";
/L U Sus G-\ | manufacturing, Drucker suggested that flexible networking and collabo- ‘ N ~f". N |
ASSasos L ration (socially organizing) among knowledge workers would be the key |~ yrieosun. |
N factors for creating value. |
During his early years in Vienna, he foresaw the collapse of Soviet Union \\7 ‘A’ ap s W Bhn
Russia and the rise of Nazism and totalitarian society. It could be that Drucker C,L S . v Shsbd,

(

organizational evolution beyond the industrial society. Knowledge Creation\g'
theory is now becoming an answer to the question that Drucker posed.
Organizations that are founded upon the core principle of ‘knowledge | \ T (Lo o
g creation’ require management that supports and fosters this organizational , B il
{ compass. Knowledge Creation Management (KCM) is a model whose foun- E{/ 3 f* |V S
( dation and core is the process of knowledge creation. T eelud 1
\ The idea of knowledge creation originally emerged from research into the (/

‘\‘\__ " [ was sounding a warning to our society and that we should seek such an

process of new product development in Japanese firms. Japanese firms such
/ as Honda, Canon, NEC and KAO were growing quickly in 1980s.
After its introduction in 1990s, the theory was refined by further research
and examination into a holistic theory of management and organization. It
resulted from an iterative struggle of weaning itself off the natural instinct 8

to follow the successful ways of the past and trying to create new ways of
thinking and doing. We can say that KCM is a relatively new concept in the
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field of management studies. As the interest of knowledge management (KM,
not KCM) increased globally after 1990, it gradually started to spread on and off
as an important concept impacting the fundamental notion of management.

k‘w‘{"\"ﬂ"@r ! E
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In the 1990s, the idea of KM first gained traction in the US, especially in the
field of information technology. Yet, it did not work well and virtually failed.
Initially, American firmsrealized the importance of knowledge and that repeated
restructuring and mergers often resulted in lost knowledge. They attempted to
store and archive the organizational knowledge via information technology.

The results were not always satisfactory because it was not knowledge sharing
but simply information sharing. It was in the 1990s, after fully realizing the
importance of human factors, that knowledge creation theory began to arouse
people’s interests as well as the new tide of management theories.

At that time, European and US companies’ strategic views had been
limited by their focus on environmental analysis and competitive strategies.

|

Compared to the traditional analytical method of strategic planning, the
new emerging models were concerned with intangible assets and an organi-
zation’s internal resources such as organizational learning, core-competence
and RBV (resource-based view). Among the new theories, the ‘Nonaka
group’ was a pioneer in the concept of knowledge creation that focused on
human knowledge; not tangible economic resources or systems thinking.
What the Nonaka group eventually began to understand was that it was not
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just the process of knowledge creation: it needed a platform for innovation.

Knowledge creation theory offered a new construct or pillar in many of the
social disciplines including business and economics, The theory of ‘ba’ was
published in 1998 (Nonaka & Konno, 1998).

In the 2000s, Theories and discussions on a ‘New Economy’ generated
interest in how the hidden value of intangible knowledge assets IC (intel-

lectual capital) could impact corporate performance, As the interest in inno-

vation increased, the concern for knowledge creation, not just knowledge
sharing increased. With the beginning of the new millennium, came the
second period in knowledge creation theory. It became known as the basic
theory of innovation and the concept of ‘ba’ (place or shared context) for
knowledge creation was introduced.

Currently, it can be said that KCM has become a magnet or platform
connecting social innovation, business model generation and a new para-
digm software development method such as agile scrum. The use of scrum
as an agile software framework is spreading globally in the software develop-
ment field and is based on the knowledge creation approach.

In these practices and approaches, ‘ba’ works effectively in creating knowl-
edge by the SECI process. Through the interactions, socialization, exter-
nalization, combination and internalization transpire rapidly among the
development team members. As a result technical knowledge is transformed,
coded and becomes accessible. In other words it becomes the capital of the
whole development teams.
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Scrum is a rugby term and it is similar to the word scrimmage in US foot- M,
ball or skirmish in a battlefield. It describes the rough and disorderly struggle /\ij n
in which the football passes from different members on different teams. The Q{f?f A4l
goal is to share purpose for the struggle. The scrum, design thinking and all &@m& Aolnaiyion
collaborative y%}rk styles have some process in common. They point to the

fact that KCM has become the new order of work.
Now, the network of KCM researchers and business people continues to
spread globally. We are at the point of re-examining the context of KCM from its

inception, around 1980, to present. In other words, this is the era of great trans- bt telbapee
formation of capitalism and society. It also reflects the turning point and true SN
paradigm shift from the traditional theories of management. Fundamentally, (C‘;‘im. Nles foslhgr— [T
companies need to move from the analytical to the creative model. Ao ,!_MT»_ JIOVEp S
e Kyl w410
Revisiting the knowledge creation theory f('ﬁ"--“qg-g_‘“‘[ "“l"f--".*v"i@?z' B
A, b_twc {::n l.ﬂ-'ﬂ-' M
As Drucker foresaw, the shift to the knowledge society is now a major global l‘ m“”““‘lp‘“&ﬂ" e
initiative. Management in such a society is founded upon and stems from the
[ collective knowledge of the individuals. In this model of organizations, ‘ba’ -
offers the fundamental concept underpinning such a society. ‘Ba’ is the shared Bo = I
. ’ context among individuals, formed by their interaction for the creation of

|
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" knowledge. An expanded definition of ‘ba’ is offered in the next section.

\ The knowledge society is a global phenomenon which includes some deep

| and common factors that can and will fundamentally change the existing
social structure and system and impact individual networks and local life.
Naturally, these are of critical importance in planning an organization’s
strategies and operations. Firms should consciously create ‘ba’ because it is
the essential interface, the porous interface, between all levels of an organi-
zation, the inside and the outside.

Such management approaches largely differ from the ‘traditional’ style and
methods. The context of organizational and managerial theories is transforming
dramatically, and is approaching the integration phase. This transformation
reflects the changes from 20th century industrial structure to the knowledge
society economy as well as the reconsideration of market fundamentalism and
the effects of diversification from globalization. How we treat knowledge is
key for the synthesis. It must reach beyond the former techniques of analysis.
For instance, social obligations and responsibilities are playing a greater role
in management. This requires a balance of the needs of all stakeholders. And
finally, the new leadership challenge is management that is virtuous and saga-
clous, i.e., a ‘phronesis’ or practical wisdom (Nonaka & Takeuchi, 201 1).

However, then why is it that knowledge creation firms in Japan are not
successful today? In the current global economy, Japanese firms should
have quickly noticed and adopted the new management style suited to
a knowledge-based economy. However, the law of inertia ‘blinded’ firms
to a sense of crisis and responding to the challenge facing a fundamental
transformation. For example, a number of manufacturing firms could
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not extricate themselves from the old industrial management model that
focused mainly on manufacturing of things (mono-zukuri) and efficiency.
As aresult, their high manufacturing capabilities remained static and unex-
plored. Without the development of a new global markets and business
models, survival will be difficult.

It Japan Inc. does not make up its mind now for fundamental change and
transformation, there will be little hope for future growth and innovation.
Japan needs both the ability to restructure itself and strong imagination,
such as ‘we will create the future society this way’ and ‘the new and better
value for global society is this’.

Japan’s ‘lost two decades’ did not simply happen because of comparative
decreased capacity in the global market. It is not a matter of competitive-
ness. They continued producing high quality items but this was as a result an
outdated idea. What they lacked was the imagination and innovation that
could create a new society and change the world or its game. They needed
to focus on customer value and creating a new ecosystem. Strong visions
and ambitions such as ‘we want this’, ‘we want to change this way' were not
reflected in product or service designs.

Knowledge creation must be relearned by the Japanese themselves. In
the US, on the other hand, there are some innovative firms such as Apple
that promoted new visions and ideas. Currently, innovation does not mean
simply supplying a new product, but creating a new relationship or gener-
ating a new business model.

In the last twenty years, the end of the cold war and the spread of the Internet
has dramatically changed the global social system. These changes challenged
and encouraged open relationships among organizations everywhere. The rela-
tionships between the society and the customers, firms and workers or partners
all changed. There is no doubt that Japanese firms also need to develop the
future relationships necessary to secure their organizational viability.

An ideal or at least the most suitable management __approach must be
seriously discussed in order to fill the gap between the new actualities of
the society and an organization’s existing system. Past management theo-
ries, especially studies in strategy and organization hinged on a model of
the inner structure of the organization, which implied of course a model
within closed boundaries. Based on this model, firms analysed the outside
market and environment, learned the possibility of inner capital distribu-
tion and developed a reasonable logic; it then organized the best struc-
ture to achieve goals. Organizations persisting to use this model into

|
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the 21st century will likely reach a dead end and will cease to evolve in
the new context. A global society whose economy is based upon knowl-

edge demands and requires a management model devoted to knowledge
creation, i.e., KCM.

We might ask, however, why the analytical paradigm no longer works?
First, the idea behind this paradigm - a ‘deterministic’ way of thinking that we
can always reach the right answer by narrowing down the question through
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