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Managing A Knowledge Business

Introduction

A knowledge business can be defined simply as one that leverages knowledge to create value for customers. Knowledge businesses convert what they know into products and services that customers find useful. 
All work involves some amount of knowledge. But in truly knowledge businesses, the core activity is processing data into information and knowledge that in turn creates value for customers. Consulting, training, education and research are classic examples of knowledge businesses. But many other businesses also fall into this category, as we shall see shortly. Indeed, it is dangerous to classify businesses as knowledge or non-knowledge based, going by conventional stereotypes. Even what looks like commodity businesses can be transformed into knowledge intensive businesses with the right mindset and perspective.
Key Features of Knowledge Businesses

Knowledge businesses are different from other businesses in some important ways. Knowledge businesses are usually less capital intensive. The interaction between the customer and the producer assumes more importance in knowledge businesses. These businesses also tend to have fewer layers within the organization to promote free flow of information between management and operations. Horizontal barriers are low to promote easier interaction and exchange of ideas among the knowledge workers. Loosely structured knowledge teams are quite common. Such teams are formed and disbanded, based on the needs of the situation. People in knowledge businesses tend to be highly independent. So a high level of communication is needed to ensure the minimum amount of coordination needed for maintaining the firm as an integrated entity. 
In capital intensive firms, strategy is often controlled and driven by the top management and corporate headquarters. But knowledge businesses are driven by human capital and customer relationships. So the line between strategy and operations is blurred. Market research may be less useful in a knowledge business as customers may not be able to visualize and appreciate all the potential value adding features. So knowledge businesses must innovate and develop products/services in anticipation of customer needs. Products of knowledge businesses tend to have typically shorter life cycles. Knowledge is not subject to wear and tear. But it is vulnerable to obsolescence. So knowledge firms must come out with better versions of existing products or radically new products, often cannibalizing current offerings. 

      According to Michael Zack
, the degree to which knowledge is an integral part of a company is defined by not what the company sells, but by how it does so and how it is organized. There is a common misunderstanding that some businesses are inherently more knowledge based than others.  So a research unit or a consulting firm is considered very knowledge intensive whereas a cement manufacturer is ranked very low on knowledge intensity: “That is a dangerous assumption….the focus on products or services as a means of categorizing companies or defining the knowledge-based organization leads to a distorted image. Products or services are only what are visible or tangible to customers. …most of what enables a company to produce anything lies below the surface, hidden within the so-called invisible assets of the organization – its knowledge about what it does, how it does and why.” According to Zack, a knowledge-based organization has four characteristics- process, place, purpose and perspective. 


Most organizations are focused on the day-to-day, visible operational activities. To be considered knowledge-based, an organization must spend enough time on applying existing knowledge and creating new knowledge. These processes are needed to ensure that knowledge from one part of a company is applied to activities in other parts, past knowledge is leveraged, people can locate each other and collaborate and experimentation and learning are actively encouraged.


Knowledge is often generated and shared as a by product of daily interactions with customers, vendors and other external partners. So the boundaries of knowledge based organizations are not only blurred, but also keep shifting. Such organizations seek knowledge where it exists and strike alliances with whoever can provide knowledge.


Knowledge based organizations view knowledge as a key strategic resource and keep asking: What knowledge is needed to execute our strategy? How much knowledge do we have? How much knowledge do competitors have? Accordingly, such organizations make deliberate, conscious efforts to close these knowledge gaps.


Perspective is another key attribute of knowledge based organizations. They take into account knowledge in every aspect of their operations and treat every activity as a potentially knowledge enhancing act. Knowledge and learning became the primary criteria for evaluating how the company is organizing itself, what it is making, who it is hiring, how it is managing its relations with customers and so on. 


Zack argues that to become a knowledge based organization, the following steps are involved
:

· Define the organization’s mission and purpose in terms of knowledge.

· Define the organization’s industry and position within it in terms of knowledge.

· Formulate strategy with knowledge in mind.

· Implement knowledge management processes and structures that directly support the company’s key knowledge requirements. 

· Transform the company into a learning organization

· Segment the company’s customers and markets, not only on the basis of products and services but also according to how much can be learned from them

· View learning as an investment, not as an expense.

· Rethink the business model

· Take human resource management seriously

· Reinforce the organization’s mission through internal and external communication.

      Any business has the potential to become highly knowledge intensive. The scope to enrich products/services with knowledge is only limited by one’s imagination.   A hamburger looks like a commodity. But there is a whole lot of information involved in the production and consumption of hamburgers. Ultimately, a hamburger is a source of nutrition. If nutrition data are presented creatively to customers, there is scope to transform the business. For example, the calorie and fat content can be included in the menu. Then customers can make more informed decisions while placing orders. Soon, the company can set new benchmarks in nutrition, differentiate its products on the nutrition plank and steal a march on competitors. 

According to David Skyrme, knowledge can be embedded as a part of the product or be used to surround the core product with complementary services. ‘Smart’ products have embedded knowledge that gives them a great deal of intelligence, enabling them to sense and integrate information from multiple sources and act accordingly. A refrigerator, for instance, may send out an alarm, when the level of vegetables falls below a certain amount. Stan Davis and Jim Botkin
 have given some more examples of smart products which filter and interpret information to enable the user to act more effectively.  A smart tire can notify a driver about the air pressure. An intelligent garment can heat or cool in response to the temperature outside. Knowledge can also surround a product. Thus a vendor can offer consultancy services along with the basic product. Alternatively, the firm can provide training to help customers use the product more effectively. 

Davis and Botkin have identified six characteristics of knowledge businesses:
· The more knowledge based offerings are used, the smarter they get.

· The more they use knowledge based offerings, the smarter people get.

· Knowledge based offerings adjust to changing circumstances.

· Knowledge based offerings can be customized.

· The offerings of these businesses have relatively short lifecycles.

· These businesses enable customers to act in real time. 


The Mexican cement company, Cemex is a good example of how a commodity can be converted into an information product. When Lorenzo Zambrano took over as CEO in 1968, he realized that his company was making a perishable product, ready mix concrete for a market where demand was far from predictable due to uncertainties in labor supply, traffic, weather and financing.  Often Cemex found itself trying to deliver concrete to customers not yet ready to use it, even as others who desperately needed the product, were starved of supply. Zambrano decided to change the focus of the business from selling concrete to delivering concrete just-in-time to customers. Cemex committed to deliver concrete to customers at 3 hours notice. Later, it reduced this to 20 minutes. In return, customers had to pay a small premium. Cemex put in place a mobile communications network to coordinate deliveries by trucks and production at different plants. A central scheduling and communications centre in each region allowed Cemex to re-route trucks in real time. Over the years, Cemex has strengthened its technology infrastructure to deliver concrete within 20 minutes with 98% reliability. The company even gives a discount of 5% to customers for a delay of every 5 minutes. The knowledge Cemex has developed in Mexico in scheduling and coping with uncertain demand, has been leveraged to support the company in several other emerging markets which have similar scheduling challenges, as in Mexico. 


Leveraging Knowledge

A knowledge business has to keep tapping various knowledge sources which may exist within or outside the firm. Internal knowledge may be lying within individuals; embedded in behaviors, procedures, software and equipment; recorded in various documents; or stored in databases and online repositories. External knowledge can be accessed through publications, universities, government agencies, professional associations, personal connections, consultants, vendors, knowledge brokers, customers and strategic alliances
.

Knowledge generated within the firm and embedded within its systems and processes, tends to be unique, specific, and tacitly held. It is therefore more difficult for competitors to imitate
. Toyota’s Just-in-Time (JIT) production is a good example. Even though so much has been written about it and so many executives from all over the world have visited Toyota, replicating Toyota’s JIT system represents a major challenge for rivals. External knowledge, though more general and more widely available to competitors, can simulate fresh thinking, generate new ideas and facilitate benchmarking, especially when combined with unique internal knowledge.

Customer knowledge is a particularly valuable form of knowledge gathered from outside the company. This is different from other forms of external knowledge in that it may not be available to others.  Customer knowledge is generated in the process of engaging with customers, in various ways.  These include, beta-testing, web sites, electronic mail, toll-free numbers, customer care centers, conferences, and social gatherings.

Customer knowledge is often the difference between success and failure in many businesses. In very simple terms, if companies know more about their customers, they can sell more to them. If customers know more about the sellers, they would buy more. According to Nick Bontis, a leading researcher, customer capital, the knowledge buyers and sellers have of each other, is the single most important influence on revenue per employee and profit per employee in many organizations. Without customer capital, human capital (the expertise and competencies of people) and structural capital (expertise embedded in systems and processes) would be highly ineffective. 
Unfortunately, customer capital is handled mechanically and in piecemeal fashion in most organizations. According to Thomas Stewart
, different agencies are involved but they do not talk to each other. Many companies have introduced CRM initiatives some of which go under the high sounding name, 3600 customer view. But these approaches, relying heavily on automation, lead to a company centric view of customers. The focus is not on creating value, but on cutting costs. Companies need to change their mindset. Value creation must be viewed as the process of collaboration between a buyer and a seller. According to Stewart, a fully developed customer learning process will emphasize communication over information mining. It will encourage a process of mutual learning. CRM must be cross functional, cutting across various departments of the organization and should lead to strong relationships with customers. 

Managing Knowledge Workers

Ultimately, knowledge is created and shared by knowledge workers. So knowledge based organizations should understand the nuances, subtleties and challenges involved while dealing with knowledge workers. Despite the acknowledged importance of knowledge workers, not enough attention has been paid to improving their performance and productivity. In his fascinating book, “Thinking for a living,” Thomas Davenport, probably the leading knowledge management expert in the world has discussed at length the key challenges faced by organizations in improving the productivity and effectiveness of knowledge workers. 
Way back in 1988, Davenport’s points were covered to some extent by Peter Drucker.  Writing in the Harvard Business Review, Drucker had mentioned
: “The typical large business 20 years hence will have fewer than half the levels of management of its counterpart today and no more than a third the managers. So the typical business will be knowledge- based, an organization composed largely of specialists who direct and discipline their own performance through organized feedback from colleagues, customers and headquarters”. Drucker pointed out that as manual and clerical workers were replaced by knowledge workers, the command-and-control model would become increasingly irrelevant. Drucker mentioned how knowledge workers would have to be handled differently. As these workers have specialized knowledge, they tend to be independent and cannot be told how to do their work. Such workers tend to operate by a system of self control according to clearly laid down expectations and feedback.  Drucker also explained how social networks and informal communities of practice would play a key role in knowledge work, without saying in so many words. “The key to such a system is that everyone asks: Who in this organization depends on me for what information? And on whom in turn do I depend? Each person’s list will always include superiors and subordinates. But the most important names on it will be those of colleagues, people with whom one’s primary relationship is coordination”. Drucker listed the key management problems in information-based organizations
:
· Developing rewards, recognition and career opportunities for specialists

· Creating a unified vision 

· Devising the management structure for an organization of task forces.

· Building a cadre of top management personnel.

Managing knowledge work is a challenge for various reasons. The problems knowledge workers solve are novel and rarely become routine. As just mentioned, knowledge workers don’t like to be directed. Much of their work is difficult to structure and predict. Usually, they are better led by example than by command and control. It is difficult to give explicit instructions to knowledge workers. In short, knowledge workers cannot be managed in the traditional way. 

Among knowledge workers, there are differences in the kinds of jobs they handle. According to Davenport, there are two dimensions along which knowledge intensive processes can be characterized: level of interdependence, complexity of work. Complex work with a high degree of interdependence can be called the collaboration model. That with a low level of interdependence can be called the expert model. Routine work with a low level of interdependence can be called the transaction model and that with a high degree of interdependence can be called the integration model.

Transaction work can be executed according to clearly laid down rules. A good example is a call centre. Integration work is relatively structured, with scope for the reuse of knowledge assets. The work of software services companies falls in this category. Expert work is largely done by individuals. A good example is a doctor. Collaboration work which involves both teamwork and individual expertise is the most difficult to improve in a structured way, eg., investment banking.

Like any organizational activity, knowledge work needs to be evaluated and controlled. Knowledge workers can be evaluated on the basis of the volume of the knowledge produced, the quality of the decisions or actions taken on the basis of their knowledge and the impact of their knowledge produced. The output of knowledge workers has to be measured in terms of both volume and quality. One way to measure the quality of knowledge work is to get feedback from a peer group or an expert. 

Knowledge workers also do not form one homogenous group. They cannot be controlled in the same way. Scripting may work for call centre workers but not for others. Similarly, computer aided decision making may be useful for physicians in some health care settings but not for those in others. Top down reengineering may be worth trying, if at all, only in case of lower level or relatively docile knowledge workers.

The ease of structuring knowledge work also varies from activity to activity. In general, knowledge creation is difficult to structure though this may be somewhat easier in case of some aspects. Thus, the early stages of product development are quite fuzzy compared to later stages where more discipline can be imposed. 

Most knowledge workers do not want to be constrained by formal, rigid processes. But the fact is knowledge workers can benefit from the discipline and structure that a process brings, while remaining free to be creative and improvise when the situation demands. That is why Microsoft insists on daily builds. Each coder must submit the work done for the day by a specified time so that it can be integrated with the work done by the others. And many leading Indian software companies, despite giving so much freedom to their employees, insist on time sheets, where employees indicate how they spend each day in office. The idea is to give people freedom but within a framework. The degree of process orientation possible depends on the nature of the work. A high degree of structuring is possible in case of transaction workers. Here the job can be routinised. In case of integration workers, the process can be laid down in documents and workers can consult the documents when needed. In case of expert workers, specifying the work flow in detail may be difficult. A better approach would be to provide templates, sample output and high level guidelines.  In case of collaboration workers, specifying and measuring output, instilling a customer orientation and fostering a sense of urgency may be more effective than imposing process flow charts. External knowledge and information, if necessary can be made available through repositories and documents. 

The process side to knowledge work must be balanced with the practice perspective. Process is essentially about how work should be done. Practice is how individual workers actually accomplish their assigned tasks. A good understanding of work practice requires detailed observation and a good appreciation of why knowledge workers do their work in a particular way. To combine the best of process and practice, knowledge workers must be involved in the design of the new process. The most common forms of process intervention tend to be participative, incremental and continuous. “Agile” methods must be used where possible. They are more people oriented, are less focused on the specific steps to be followed in a process and more oriented towards the managerial and cultural context surrounding the process.  

Technology has been the single most important intervention in knowledge worker performance in the past two decades. Technology does not automatically enhance the productivity of knowledge workers. But if applied carefully, technology can give an impetus to knowledge management. Technology can operate at two levels – organizational and individual.

The type of technology used, would vary from job to job. 

· In transaction work, not much collaboration or judgment is involved. So automation is possible using technology. 

· In integration work, the technology can structure the process and flow of work. 

· In expert work, technology can embed knowledge into the business processes
· In collaboration work, which is usually iterative and unstructured, the types of tools that are likely to be the most effective are knowledge repositories and tools that enable people to come together and interact with each other.  

The physical ambience also affects knowledge work productivity. Knowledge workers prefer closed offices but seem to communicate better in open ones. To collaborate effectively,  they need meeting spaces and conference rooms. To be able to concentrate, they require quiet settings with few distractions. Knowledge workers like to work from home occasionally. But they don’t want to work from home all the time. They want to come together from time to time and exchange notes about their work. 

The emergence of knowledge workers has profound implications for management. Because knowledge work can be and is done by managers and workers, the line dividing the two is getting increasingly blurred. As knowledge becomes central to organizations, management will undergo various changes in the coming years. Some of them are: 

· From supervising work to doing it too.

· From organizing a hierarchally defined structure  to organizing communities

· From hiring and firing workers to recruitment and training. 

· From evaluating tangible performance on the job to assessing invisible knowledge achievements

Knowledge workers must be allowed to express dissent and indulge in constructive criticism. Decision making processes must be highly participative. Knowledge workers must be encouraged to cut across organizational boundaries. Social networks must be nurtured. These are challenging tasks for which there is no prescribed recipe. 

The Road Ahead
Fifty years ago, when William Whyte wrote the celebrated book, “The Organization Man”, the prevailing norms in companies were long service, obedience and loyalty. As the Economist
 recently reported
: “Organization man …..found comfort in hierarchy, which obviated the need to be self- motivating and take risks. He lived in a highly structured world where lines of authority were clearly drawn on charts, …..and knowledge resided in manuals.”

Today, the scenario is vastly different. Life time employment/loyalty does not exist. People keep switching jobs at regular intervals. Improvements in communication technology, globalization and large-scale outsourcing of various functions have changed the way organizations are managed. Many companies are moving towards less hierarchical organizations, with loosely defined organizational boundaries. At the same time, advances in technology facilitate effective coordination, even if people are geographically apart. 

But much more can be done to make organizations conducive to knowledge work.  According to Lowell Bryan and Claudia Joyce
: “…..Today’s large companies do very little to enhance the productivity of their professionals. In fact, their vertically oriented organizational structures, retrofitted with ad hoc and matrix overlays, nearly always make professional work more complex and inefficient.” These structures are not very conducive to the flow of ideas and the spread of knowledge across the organization. 
But there are organizations which are setting a new direction. Take the global oil company, BP.  At one point of time, BP had a centralized, hierarchical structure. BP has cut its head-office staff drastically and pushed decision making down to 90 newly established, empowered separate business units, reporting directly to BP’s apex executive committee. BP has also strengthened the horizontal linkages across the business units. BP has also divided its assets into four groups, roughly reflecting the same stage of their lifecycle. These groups grapple with similar commercial and technical issues and are encouraged to support each other and help solve each other’s problems when required. People now trust each other. They admit early when they are facing difficulties and are less hesitant about seeking assistance. People have also started responding positively to requests for help.    
As knowledge work gains in importance and managing knowledge workers becomes the key challenge in the coming years, innovations in organizational design and work process will be the order of the day. Those organizations that will be able to make knowledge and knowledge workers central to their business strategy will generate a sustainable competitive advantage. Others will be left behind.
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