





























Like most parables, this one had a
moral: Companies that capture
knowledge about best practices and
share it across the organization can
sharpen their competitive edge.

That, essentially, is also the
premise of knowledge management,
an emerging discipline that has in
recent years attracted as much inter-
est in corporate America as did past
trends like re-engineering and total
quality management. Some skeptics
regard knowledge management as a
passing fad. Still, as Prusak’s British
Petroleum example shows, success-
fully practicing knowledge manage-
ment can reduce costs by millions of
dollars.

Knowledge management has
evolved out of information manage-
ment. The increase in computerization
since the 1970s has made it casier to
capture data such as records of trans-
actions, dates when employees are
hired or terminated, names and
addresses of customers or prospects,
and so on. Also, as more companies
have introduced sophisticated data-
bases to store and analyze data,
increasingly large numbers of people
are better able to share information.
(Peter Drucker describes information
as “data endowed with relevance and
purpose.”) Knowledge, however, is
more abstract than either data or
information. It consists not just of
simple analysis, but of crucial insights
that combine information with con-
text. Knowledge, in short, is the most
precious kind of inforination.

Few can doubt that knowledge has
immense value. A senior investment
banker’s insights into how to make a
deal work, for instance, may never
show up on a firm’s balance sheet but
still have obviousworth. If the exec-
utive leaves to join a rival firm, that
knowledge leaves with her. For com-
panies seeking to compete in today’s
business world, capturing and shar-
ing knowledge has thus become an
enormous challenge - and an expen-
sive one. As Thomas H. Davenport, a

leading knowledge management
expert who has co-authored hooks
with Prusak, observes, “While knowl-
edge management is expensive ... not
managing knowledge is even more
so. What is the cost of ignorance and
stupidity?”

In recent vears, consulting firms
and information technology compa-
nies have invested heavily in
knowledge management systems - for
obvious reasons. Consulting firms,
more than most, derive revenues
from their people’s knowledge and
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expertise in a wide range of arcas. As
a result, firns like McKinsey & Co.,
Boston Consulting Group, Arthur
Andersen and others have developed
knowledge management systems to
summarize what their consultants
know and distribute knowledge
across the firm. High-tech companies
are into knowledge management for
similar reasons. Since knowledge
management systems use cemplex
databases and computer networks to
capture and distribute knowledge,
this field clearly plays to the high-
tech industry’s strength. Hewlett-
Packard and IBM are among those at
the forefront of setting up such
systems.
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Faculty members at Wharton
studied knowledge management long
before its current surge in popularity.
In the mid-1980s, Sidney G. Winter,
Deloitte and Touche Professor of
Management and co-director of the
Jones Center, wrote a chapter called
“Knowledge and Competence as
Strategic Assets” in a hook titled The
Competitive Challenge: Strategies for
Industrial Innovation and Renewal.
More recently, Winter and Gahriel
Szulanski, an assistant professor of
management at Wharton, have heen
studying knowledge transfer in com-
panies that practlce replication - for
example, franchisers like McDonald'’s
or Starbucks. In addition, Szulanski
has analyzed harriers to the transfer
of best practices within firms and is
also studying the need for “disci-
plined imagination” in knowledge
creation.

Bruce Kogut, the Felix Zandman
I'rofessor of International Manage-
ment and co-director of the Reginald
H. Jones Center, has worked with
Udo Zander of the Stockholm School
of Economics in Sweden on issues of
how firms create new knowledge and
how it gets emhedded in their orga-
nizing principles. More recently
Kogut and Anca Turcanu, a PhD stu-
dent, have been studying knowledge
creation and distrihution in the soft-
ware industry. Anne Cummings, an
assistant professor of management at
Wharton, has explored issues in
employee creativity, a theme she
revisited during a presentation at the
April conference.

Unlike many studies of knowledge
management which focus on the
transfer of ideas within organiza-
tions, Winter’s recent work with
Szulanski looks at companies that
“grow hy creating and operating
highly similar outlets at a large num-
her of localities.” Companies like
McDonald’s, Home Depot or H&R
Block, which replicate their business
models over and over again in new
regions and countries, have grown






























































