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INTRODUCTION: KNOWLEDGE
MANAGEMENT AND COMPETITIVE
ADVANTAGE

In this article we discuss how knowledge and learning
contribute to devel oping sustainable competitive advan-
tagesin firms. We argue that effective knowledge man-
agement (KM) initiativesfor thispurpose should support
appropriatelearninginitiatives(whichwedefineinterms
of learning trajectories [LTs] of individuals and groups
within the firm) in order to ensure that knowledge needs
are adequately covered over time.
Trendsintoday’senvironment such as globalization,
technological evolution, and deregulation are changing
thecompetitivestructure of marketsinsuchaway that the
effectivenessof traditional sourcesof firms’ competitive
advantage is blurred. More and more, any firm can have
access to physical or financial assets, and even to tech-
nology, in exactly the same open-market conditions. Con-
sequently, firmsneed to develop distinctive capabilities,
their own “ways of doing things’ that are difficult to
imitate by competitors. Such capabilities are eventually
related to personsin the firm, who at the end of the day
develop and apply their abilities and skills, organized in
certain waysand based on what these peopleknow. Thus,
developing idiosyncratic knowledge that gives meaning
to a firm’s distinctive ways of doing is increasingly
important (Bell, 1973; Drucker, 1993). I diosyncraticknowl-
edge of thiskind is difficult to imitate because it cannot
be bought in open markets. That is, it has to be learned,
requiring resources, time, effort, and a specific context
(organizational, social, etc.) that makesit so path depen-
dent that reproducing it in a firm different from that in
which it originated is very difficult (Andreu & Sieber,
2001). Inaddition, knowledge hasthreefundamental char-
acteristics that make it especially interesting. First, it is
personal in the sense that it originates and resides in
persons who assimilate it as the result of their own
experiences. They incorporate it into their “base” once
convinced of itsmeaning and implications, articulating it
in the context of an organized wholethat gives structure

and meaning to itsdifferent “pieces” (Kolb, 1984). Sec-
ond, its utilization (through which it does not dissipate)
allowspersonsto understand perceived phenomena(each
in his or her own way) and evaluate them, judging how
good or convenient those phenomenaare for each person
at a given time. Third, it serves as a guide for action,
helping to decide what to do at a given juncture because
action endeavorsimprovethe consequences of perceived
phenomena (Andreu & Sieber).

These characteristics make knowledge a solid basis
for competitive advantage. As far as it results from the
accumulation of persons experiences, therefore being
mainly tacit (Polanyi, 1962), imitating it will be difficult
unless precise representations (in the form of explicit
knowledge) exist that facilitateitstransmission and shar-
ing. Thepersonal experience-accumulation process|ead-
ing to new knowledgetakes placein asocial or organiza-
tional context (Pentland, 1995; Tyre& vonHippel, 1997),
and it unfolds following a different path for each person
(dependent, among other things, on his or her previous
experience and knowledge). Thus, knowledge is both
path and context dependent. To the extent that duplicat-
ing contextsand pathsinthissenseisdifficult, knowledge
imitation will be costly, and consequently competitive
advantages based on it will tend to be sustainable (Grant,
1996; Teece, Pisano, & Shuen, 1997). Asaresult, knowl-
edgevaluetendstobehigherinthecontextinwhichitwas
developed thanit would beinahypothetical open market.
Nevertheless, not all knowledge is the same in terms of
potential competitive advantage aswediscussinthe next
section.

EXTERNAL AND INTERNAL
KNOWLEDGE

Competitive forces put pressure on firms not only to
streamlinetheir business processes, but also to be ableto
incorporaterelevant knowledgefromtheenvironment. In
other words, any firm needs access to knowledge that
allows it to do something that, although also done by
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competitors, is demanded and valued by clients. We call
thiskind of knowledge external knowledge. It isbrought
intoafirmfromthe environment and isuseful not only to
a particular firm, but also to their competitors in the
marketplace. Hence, its market value is approximately
equal to its value within the firm. It can be traded in the
market and, in general, it tendsto berather technical and
explicit, which makes it relatively easy to acquire, beiit
throughtraining or simply by hiring or buyingit (Becker,
1962; Williamson, 1981).

Relying on external knowledge alone, however, does
not lead to competitive advantage. Although it may be a
competitive necessity, it needsto be complemented by a
different kind of knowledge more idiosyncratic and ca-
pableof differentiating afirm’ soffer inthemarketplace. It
is an organization-specific knowledge that refers to the
firm’ sparticular modesof functioning andtoitsparticular
organizational context. It acts as an organizational glue
when the fast incorporation of external knowledgeinto a
firm may threaten its cohesiveness and sense of unity. It
isthereforemorevaluableinsidetheorganizationthanin
themarket, andislesspronetoimitation. Developingthis
kind of knowledge is much less environment driven, and
it belongsmoretotherealm of organizational routinesand
organizational idiosyncrasy. We call thiskind of knowl-
edge internal knowledge. Although not valued directly
by the labor or factor market, it contributes to achieve
competitive advantage as it adds critical value for the
customer?. Internal knowledge can be understood as the
organizational context that (a) playstheroleof askeleton
where new knowl edge pieces are attached so asto “ make
global sense” to the firm tradition, culture, and “waysto
understand things” (Spender, 1996); and (b) defines the
way inwhich new knowledge will be put to work, hence
giving it the idiosyncratic firm’s touch that will distin-
guishitsutilization from that of other firms.

The distinction between these two kinds of knowl-
edge is not new. The economics literature has analyzed
thedifferencesbetween general and firm-specific knowl-
edge basically from three perspectives. Becker (1962)

Figure 1. Knowledge base of a firmin terms of internal
and external knowledge
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adopted a human-capital approach to study how to price
thetraining of employees, concluding that thefirm should
cover all firm-specific training while the worker should
cover general training as the involved knowledge has a
direct market value. Williamson (1981) takesup thisargu-
ment from a transaction-cost point of view, considering
the necessity to protect “ skillsacquired in alearning-by-
doing fashion and imperfectly transferable across em-
ployers” (p. 563). From an institutionalist point of view,
Doeringer and Piore(1971) consider that theformation of
internal labor marketsisaconsequence of firm-inherited
knowledge.

From a more managerial standpoint, there are also
contributions that suggest the distinction above. Porter,
interviewed by Hodgetts (1999), isvery closetothesame
concept when he distinguishes between “operational
improvement” and “positioning.” In a similar manner,
Edvinsson and Malone' s(1997) definition of intellectual
capital iscloseto our concept of internal knowledge. The
classic management literature also proposes a similar
distinction: Selznick (1957), for example, isvery closeto
the concept of internal knowledge by saying “...we must
create a structure uniquely adapted to the mission and
role of the enterprise...” More recently, Burton-Jones
(1999), starting from aconception of thefirmasa*“ knowl-
edgeintegrator,” proposed the so-called Knowledge Sup-
ply Model™, wherethedistinctionismade between three
internal sources of knowledge and four external sources,
theformer demanding firm-specific knowledge.

Understood as we propose, a coherent knowledge
management initiative has to ensure a proper balance
between internal and external knowledge creation and
deployment. Our contention is that, thinking in terms of
the adequate learning processes leading to the creation
and deployment of the appropriate mix of internal and
external knowledgeinafirm,itispossibletodraw conclu-
sionsregarding what knowledge management approaches
havemoreor lesspotential effectivenessfor agivenfirm.
Of course, the specificities of each particular firm influ-
ence the suitability of aconcrete KM approach, but still,
ageneral framework can guide action.

Inthecontext of agenericfirm, weproposetothinkin
termsof itsknowledge base, understood asacombination
of external and internal knowledge components. A sche-
matic representation isshownin Figure 1, wherel repre-
sentsapieceof internal knowledgeand E1to E4 represent
four pieces of external knowledge.

Wedepict | inthecenter to givetheideaof acore, and
thedifferent Esaroundit toindicateboththefact that they
are closer to the environment and the relative indepen-
dence there is among each other. Some overlap between
| and the different Esindicatesthat the part of | geared to
put the Esinto idiosyncratic action needs to be aware of
some of the corresponding ES’' characteristics.
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