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Preface

The Knowledge Integration Firm

Japanese companies are learning how to survive and revitalize in the
global markets of the 21* century. This book aims to clarify the
sources of competence for Japan’s outstanding companies and general
trading companies through in-depth case studies of their consumer
electronics, communication and telecommunication equipment,
machine tools, semiconductor, information and telecommunications.
It also considers the knowledge integration firm as a new corporate
model distinct from Western management model.

The skillful coordination and collaboration of Japan’s corporate
knowledge and organizational boundaries aimed at technological and
marketing innovations both renew accumulated path-dependent
knowledge and dynamically integrate diverse knowledge inside and
outside the company. They create distinctively new models of
Japanese leadership and knowledge integration for business leaders.

The knowledge integration firm integrates diverse core knowledge
inside and outside the company, and strategically innovates new prod-
ucts, services, and business models. Strategic innovation involves the
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constant, strategic creation of products, services, and business models to
acquire long-term, sustainable, and competitive excellence. It embraces
the radical reformation of conventional products and services and the
creation of new business models that transform existing business rules.
The process of acquiring new knowledge and creating innovations builds
up the dynamic organizational capability, which helps to establish a com-
pany’s position in new markets and technologies. In this book, I use the
term strategic innovation capability for the organizational capability to
realize this kind of continuous strategic innovation.

This book emphasizes how the knowledge held by individuals,
groups, and organizations (inside and outside the company) comes to
underlie analytical frameworks for grasping dynamic strategic innova-
tion and strategic innovation capability. 1 believe this new knowledge
created from diverse knowledge and organizational boundaries
(inside and outside these companies) drives strategic innovations aris-
ing from strategic innovation capability. I consider, especially, that the
knowledge integration generated from various boundaries (inside and
outside the company), including customers and partners, is a source
of strategic innovation. It leads to the strategic innovation capability,
which creates a sustained competitive edge.

This book presents theoretical frameworks and managerial impli-
cations relating to the knowledge integration process in which the
knowledge held by people, groups, and organizations transcends
knowledge and organizational boundaries to become dynamically
shared and integrated. New knowledge (e.g., the development of new
products, services, and business models) strategic innovation capabil-
sty are also created. This book also classifies knowledge integration
architecture that realizes dynamic knowledge integration at multiple
knowledge and organizational boundaries. It presents in-depth case
studies to reflect a new, dynamic view of strategy essential to obtain a
competitively outstanding strategic innovation capability.

Features of Japanese Companies

Outstanding Japanese companies are maintaining and developing
organizational culture rooted in the shared values of teamwork
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(Kodama, 2001), commitment (Ouchi, 1980), and community
spirit (Drucker, 2004). They focus on organizational knowledge
creation activities (Nonaka and Takeuchi, 1995) based on accumu-
lated tacit knowledge, while studying the Western management
practices (e.g., selection and concentration, strategic alliances,
strategic outsourcing, speed management, organizational flattening,
knowledge management, re-engineering, and payment by results).
Japanese companies are honing their competitive edges by combin-
ing the merits of both Japanese management and Western
management. Following the Japanese economic crises of the 1990s,
some scholars observed the fascinating phenomenon of Japanese
firms seeking to revitalize their innovative capacity by applying
Western knowledge management practices (Lampel and Bhalla,
2007).

Japanese companies are maintaining technological and service
innovations, and market share at top global levels, particularly in areas
where the competitive environment is fierce (e.g., digital consumer
electronics, automobiles, communication and telecommunication
equipment, factory automation (FA), mobile phone services, and
game business). The world could learn from successful examples of
Japanese companies in these high-tech areas.

Features of Japanese management can be summarized in the fol-
lowing four points:

1. The value chain model of Japanese companies arising from verti-
cal integration encourages the creation of competitively new
products, services and innovative business models. This is called
the vertical value chain model.

2. Coordination and collaboration across industries encourage the
creation of win-win business models. This is called the co-evolution
model.

3. The dynamic knowledge integration process crossing knowledge
boundaries inside and outside the company is a core competence
of Japanese companies.

4. The knowledge integration process of Japanese companies enables
the acquisition of strazegic innovation capability.



x  Knowledge Integration Dynamics

The first feature of Japanese management is the creation of good
tacit knowledge, which has become the core of the value chain.
Leading examples of companies claiming a prominent share of the
global market for digital consumer electronics include Sharp for LCD
TVs, Canon for digital cameras, and Panasonic for plasma TVs and
DVD recorders. These companies daily accumulate and update
expertise on marketing, product development and production tech-
nology through skillful coordination and integration of knowledge
and organizational boundaries among different specialist fields
(Brown and Duguid, 2001). At the same time, they optimize the
entire value chain crossing vertical boundaries and integrate horizon-
tally to dominate the global market (Kodama, 2007a).

The impact of Japanese companies’ core competence manage-
ment focusing on the development and production processes of core
components such as system LSI, flash memory, and analog devices
(Hamel and Plaharad, 1994) extends to semiconductor manufactur-
ers in other countries. Business models such as these, which build
value chains through vertical integration crossing vertical boundaries,
are observed both in high-tech areas manufacturing and distinctive
general trading companies. Japanese general trading companies profit
as they build win-win relationships among partners aimed at optimiz-
ing overall business process value chains ranging from resource
development, raw materials trade, manufacturing and processing,
intermediate distribution, to retail.

The second feature involves the leadership to build new business
models crossing industrial boundaries. Leading cases are mobile
phone business (NTT DoCoMo and KDDI), and game business
(Sony and Nintendo). These companies are exploring completely new
business domains through coordination and collaboration of hori-
zontal boundaries resulting from industry-crossing strategy alliances.
The mobile Internet led by i-mode, movie and music distribution,
mobile e-commerce, positioning data, and telematics in the mobile
phone business, and PlayStation, DS, and Wii in the game business
are key examples.

The current situation is that Asian and European mobile phone
companies are catching up with the advanced Japanese business
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models. Meanwhile, Apple’s music distribution business has built a
new value chain connecting the iTunes music store and iPod platform
with music and movie content. iPhone is also building a platform to
deliver a range of content to users including voice communications
and multimedia data. This Apple business model, however, resembles
the co-evolution model of the win-win business ecosystems created by
Japan’s i-mode (Kodama, 2002; Peltokorpi, Nonaka and Kodama,
2007).

These two features indicate strategic innovation through coordi-
nation and collaboration of vertical and horizontal boundaries. They
are referred to especially as boundaries innovation in this book.

The third feature is Japanese companies’ distinctive core compe-
tences, which are instrumental in achieving the first two features. It is
the knowledge integration process resulting from Japanese companies’
skillful coordination, collaboration, and integration of vertical and
horizontal boundaries. It builds value chains through vertical integra-
tion crossing vertical boundaries and new business models crossing
industry boundaries. It advances accumulated in-house, path-
dependent knowledge, proactively absorbs new knowledge (including
path-breaking knowledge) from outside the company (Karmin and
Mitchell, 2000; Graebner, 2004 ), dynamically integrates these differ-
ent aspects of knowledge, and creates new business models.

The fourth feature is that the knowledge integration process drives
strategic innovation capability. This capability enables the strategic
innovation that strategically and continuously generates new prod-
ucts, services, and business models for companies to acquire
long-term, sustainable and competitive excellence. Japanese compa-
nies have been continuously evolving and developing high-tech
product innovations through boundaries innovation (mentioned
above). Strategic innovation capability constantly improves conven-
tional products and services while creating new business models that
transform these radical innovations and existing business rules.

In this book, the term knowledge integration models refers to
the corporate models with these four features. The term knowledge
integration firm refers to the corporate bodies that apply these
models.
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The Framework of Analysis

With the knowledge integration model, the skillful coordination, col-
laboration, and integration of vertical and horizontal boundaries
promote the dynamic knowledge integration process, and build straze-
gic innovation capability. They strategically and continuously create
new products, services, and business models, and realize strategic
innovation. This book will offer an in-depth analysis of Japanese com-
panies’ distinctive business models comprising the four features
mentioned above.

Dealing with the first feature, the book focuses on describing
Japanese companies’ skillful integration of knowledge and competence
(inside and outside the company) based on vertically integrated value
chain models, and the vertical value chain model creating new products
and services. To demonstrate the second feature, the book describes
Japanese companies’ expansion of their own horizontal boundaries, and
the co-evolution mode] creating new business through skillful coordi-
nation and collaboration crossing heterogeneous industries. To clarify
these two issues, it is necessary to analyze elements of management
drivers (Sanchez and Mahoney, 1996) and organizational form of the
distinctive Japanese companies that determine corporate boundaries
vertically and horizontally as strategic positions.

The focus of the third feature is to clarify the knowledge integra-
tion process that is also the core concept of the knowledge integration
model. For this purpose, it is necessary to analyze practitioner think-
ing and behavior in the built organization form at a micro-level to
discover what effectively controls Japanese companies’ management
drivers. The practitioner thinking and organizational behavior are the
areas of formation of dynamic human networks (inside and outside
the company) and creation of new knowledge and competences. The
dynamic knowledge integration process and leadership models created
by these practitioners need to be considered.

The focus of the fourth feature is to describe the strategic inno-
vation capability created from the knowledge integration process.
Corporate innovation requires different knowledge integration
processes at different stages (from basic research to implementation)
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and the organizational capabilities responding to these processes.
Accordingly, it is necessary to describe the systematization of innova-
tion processes responding to internal and external environments
(such as changes in the degree of uncertainty), the specification of
elements of individual knowledge integration processes and organiza-
tional capabilities responding to situations, and elements of strategic
innovation capability by which a company strategically and continu-
ously creates strategic innovation.

Moreover, this book will consider the mechanisms of the knowi-
edge integration process, (feature 3) which realizes the boundaries
innovation (features 1 and 2) and the strazegic innovation capability
(feature 4). It will clarify the forms of the Japanese company’s krowi-
edge integration model and the knowledge integration firm that
embodies it.

The Book’s Structure

Part 1 deals with theory. Chapter 1 presents the knowledge
integration model and its embodiment in the framework of the

Strategy drivers
- Vertical boundaries growth model

Knowledge integration within and outside the company

i based on vertical integration
Knowledge Integration Model - Horizontal boundaries growth model
[ (The Knowledge Integration Firm) Co-evolution model crossing industry boundaries

Management drivers
- Theory of boundaries conceptions
(Sanchez and Mahoney, 1996; Kodama, 2009a)

Network theory (Motter, 2004; Watts, 2003; Barabashi, 2002)
- Knowledge integration process (Kodama, 2005)

Knowledge integration architecture

1. Strategy and management drivers - Vertically integrated architecture

2. Dynamic human networks - Horizontally integrated architecture

3. Knowledge architectural thinking '

4. Leadership model Leadership model (Kodama, 2005, 2007d)

- Resonating, practical knowledge, and dialectical leadership

Analytical Framework of this Research.
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knowledge integration firm. The framework of the knowledge inte-
gration model is formed from the concepts of the dynamic knowledge
integration process and the strategic innovation capability that arises
from this process. Moreover, the knowledge integration process is
formed from the individual key concepts of strategy and manage-
ment drivers, dynamic human networks, knowledge architectural
thinking, and leadership models. Here, I will present these key con-
cepts and clarify their relationship with the knowledge integration
process (see Figure).

Chapter 2 introduces the concept of strategic innovation capabil-
ity created from the knowledge integration process. It compares
“dynamic capability” (Teece, et al., 1997), which is the forerunner of
this strategic innovation capability, “MI (major innovation) dynamic
capability” (O’Connor, 2008) applying a focus on radical innovation,
and “breakthrough innovation capability” (O’Connor, Leifer,
Paulson and Peters, 2008). The strategic innovation capability pro-
posed in this book presents concepts embracing the four capabilities:

¢ The management capability of the diverse knowledge integration
process in the innovation process responding to object and situa-
tional strategies.

e The management capability to realize spiral strategic innovation
loops among domains (domains are defined as each development
stage of the innovation process).

e The management capability within and among domains (including
shifts).

e The integrative competences that co-establish the two different
archetypes arising from dialectical management.

Part 2 presents case studies. Chapter 3 looks at Japan’s biggest
telecom company, NTT, and considers the mechanism by which
strategic innovation capability is acquired through implementing
dialectical management and a spiral strategic innovation loop arising
from the dynamic knowledge integration process at each stage of the
innovation process, from the past to the future.
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Chapter 4 reflects the differences between Japanese and Western
business in the consumer electronics, communication and telecom-
munication equipments, and semiconductor industries. It
demonstrates the creativity of Japanese companies and considers the
mechanism that realizes the vertical value chain model.

Chapter 5 looks at Japan’s machine tool manufacturers to study
the organizational strategy and “Ba” management, which become
enablers realizing vertical value chain models aimed at continuous
innovations of product architecture.

Chapter 6 focuses on Japan’s mobile phone business to demon-
strate the mechanisms of strategic immovation capability, which
realizes the co-evolution model arising from dialectic-view thinking
and behavior among Japanese companies in these areas.

Chapter 7 looks at the knowledge integration process with regard
to Nintendo’s product development. It also considers how the dialec-
tical thought of markets and technology becomes an enabler
acquiring strategic innovation capability.

Chapter 8 refers to a major Japanese general trading company,
Mitsubishi Corporation. It considers the structure of the business
models and personnel management for the vertical value chain and
co-evolution models arising from the expression of strategic innova-
tion capability.

Part 3 is a general review. Chapter 9 delivers the following three
theoretical and managerial implications based on the theories in
Part 1 and the case studies in Part 2. The first implication relates to
the knowledge integration process and related topics. The “knowledge
integration firm” constantly generates new product and business
concepts from the creation of new knowledge. This concluding chap-
ter demonstrates this relationship of dialectical synthesis among
concepts and knowledge, and considers the knowledge integration
dynawmics framework from the viewpoints of conceptualization,
dynamic practical knowledge, strategic innovation capability, the
knowledge integration process, and the new theory of knowledge
difference.

The second implication is a company’s ideal strategy-making
process (analyzed at an individual business and project level), the
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practice process to achieve it, and how the timing and resource distri-
bution of the knowledge integration process informs policy and
practice. The co-establishment of current and future strategy becomes
an important issue in avoiding such problems as path-dependency,
competency traps, and core rigidities.

The third implication is the knowledge integration process and
related topics. It indicates how the knowledge architectural thinking
of practitioners can integrate boundaries embedded with valuable
and diverse knowledge distributed inside and outside the company.
Chapter 9 also looks at how the creativity and dialectic views, which
form distinctive elements of the Japanese company’s knowledge inte-
gration model, have been able to influence leading companies in Asian
countries including South Korea and Taiwan. Chapter 10 concerns
the conclusions of this book.
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