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ABSTRACT

An organisation’s intellectual capital is said to be a source of competitive
advantage and there is evidence that business success can be partly explained
by its intellectual capital. Previous literature argues that the difference between
the organisation’s market value on the stock exchange and its book value is
depends on its intellectual capital. This is a conceptual paper and it discusses
on the importance of intellectual capital management to an organisation
strategic management process. This study uses case study method in order to
examine whether there is a linkage between an organisation’s business strategy
and its intellectual capital management. This study argues that intellectual
capital management should be injected in an organization’s strategic
management process at the implementation parts. At the end of this paper, this
study proposes typology that explains the linkage between business strategy
and intellectual capital management.

INTRODUCTION

Knowledge has become the pre-eminent economic resource and is replacing
financial and physical capitals as the most important capital in the new
economy (O’Donnell et al., 2003; Demediuk, 2002; April, 2002). The
exponential growth of information in the new economy focuses attention on
the importance of managing knowledge-based assets in organisations. Many
earlier researches found that a fit between business strategy and the
organisation’s internal capabilities will lead towards superior performance
(Finney, Campbell and Powell, 2004; Pitts and Lei, 2003). Organisation’s



internal capabilities encompass of its corporate wide knowledge. skills and
activities. In the new economy organisation’s knowledge-based assets such as
knowledge embedded in individuals and organisation form the majority of an
organisation’s internal capabilities. Therefore, organisation performance and
success depends on how well organisation manages its knowledge-based
assets.

According to Stewart (2002), the new economy stands on three pillars: first,
knowledge has become what we buy, sell and do. Second. knowledge-based
assets have become more important to organisation. Third. in order to prosper
new management techniques, new technologies and new strategies are needed
to explain the knowledge-based assets. The knowledge embedded in
individuals and organisations has been termed as ‘intellectual capital®
(Demediuk, 2002; Sullivan, 1999; Stewart, 1997).

Even though there is no solid consensus on what intellectual capital is. there is
wide agreement on its definition. According to intellectual capital theorists,
intellectual capital is comprised of three main components: human capital.
relational capital and organisational capital. Human capital represents
employee knowledge, competency and brain power. Relational capital refers
relations with customers, suppliers, distributors and others related parties.
Organisational capital designates the organisational systems, culture. practices
and processes.

Previous studies have proved that distinctive human resource practices help to
create unique competencies and in turn drive competitiveness (Pehrson. 2001
Cappelli and Crocker-Hefter, 1996). Human resource refers to the accumulated
stock of knowledge, skills and abilities that the individual posses (Kamoche,
1996), and human resource management is used to increase the value of human
capital and the value of anticipated returns such as productivity gains (Russells
et al.. 1993; Boudreau and Berger, 1985). In most of the intellectual capital
literature, researchers agree that human capital or employee know how is a part
of intellectual capital (e.g. Sveiby. 1997: Edvisson and Malone. 1997).
Therefore, in view of the belief that intellectual capital is the most important
resource in the new economy, the same argument should be applied to the
other two dimensions of intellectual capital: relational capital and
organisational capital.

Organisations apply distinct type of strategies to consolidate their internal
capabilities. However, very little study has been conducted to specifically
assess the relationship between the organisation’s vital capabilitics, which are
its intellectual capital and business strategy. This study argues that
organisation’s intellectual capital must be managed in order to remain at
forefront and to maintain a competitive edge.
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INTELLECTUAL CAPITAL MANAGEMENT

Johannessen, Olsen and Olaisen (2005) argue that intellectual capital is meant
to deal with the increased turbulence, knowledge requirements and changing
requirements in an organisation. Ulrich (1998) identify three reasons why
intellectual capital management is important:

1) the demand for knowledge worker in a growing service economy is
on the rise (entities linked to human capital)

1) the first line become increasingly important in relation to customer
value (entities linked to networks)

i1) learning and innovation become increasingly important in the new

economy (organisational capital).

The resource-based view suggests that knowledge on organisational
competencies is rooted in the organisational resources and in the
complimentary between skills and technologies (Mouritsen et al., 2001). But
this view does not illustrate how to deploy the resources in order to exploit it
values (Ambrosini and Brown. 2001; Peppard and Rylander. 2001). According
to Buller and McEvoy (1999). performance differences across organisations
can be attributed to the variance in the organisations’ resources and
capabilities. Resources that are valuable, unique and difficult to imitate can
provide the basis for an organisation’s competitive advantage (Amit and
Shoemaker, 1993; Peteraf, 1993; Barney, 1991). Finney, Campbell and Powell
(2004), argue that resource management is the foundation of sustainable
competitive advantage. Interestingly, most of the empirical researches in the
resource-based view have found positive direct effects of resources on
performance (Hitt et al., 2001; Pennings et al., 1998; Miller and Shamsie,
1996).

The value organisations obtain from their intellectual capital is the result of
well reasoned, well-planed and well-executed set of management initiatives
(Harrison and Sullivan, 2000). They also argue that organisations designs
initiatives in order to ensure that specific forms of value deemed important to
the organisations’ business strategy and routinely extracted from organisations’
intellectual capital. This means that the value of an organisation’s intellectual
capital depends on the type of outcome desired and the organisation’s context.
According to Harrison and Sullivan (2000), an organisation’s context is the
organisation’s internal and external realities. Organisation’s internal realities
are concerned with direction, resources and customers. Meanwhile the
organisation’s external realities are related to opportunities, threats and focus
on the fundamental forces affecting the long-term viability of the industry as
well as the immediate opportunities available to the organisations. Harrison
and Sullivan (2000) also argue that the relationship between an organisation
and its context is expressed through the organisation’s vision and the strategy it
selects to achieve the vision.
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The different strategies that can be pursued by an organisation require the
support of different sets of internal capabilities. These internal capabilities
include intellectual capital and thus, distinct types of intellectual capital are
needed to support the strategy pursued by the organisation. To date, few
scholars have identified the specific steps needed in order to manage
intellectual capital more effectively. Organisations are required to develop
distinct intellectual capital management in order to exploit their intellectual
capital. Only when intellectual capital management is present. the intellectual
capital of the organisation can be tapped effectively to support strategy. It is
therefore argued that the fit between strategy and intellectual capital are
imperative in delivering superior performance.

STRATEGY AND INTELLECTUAL CAPITAL MANAGEMENT

On the basis of the famous dictum ‘structure follows strategy’ (Chandler.
1967), it is presumed that different intellectual capital forms will result from
and be associated with strategy. Each strategy is probably presents some
unique challenges that have implications of intellectual capital management.
Porter’s (1980) competitive strategies distinguish competing organisations on
the basis of cost leadership, product differentiation and market forms. Porter
(1980) also argues that human resource management can help an organisation
obtain advantage by lowering costs, increasing sources of products and
services differentiation or by both.

Therefore, this study argues that the cost leadership and differentiation
strategies each require distinct forms of intellectual capital management
practices. Gopalakrisnan, Biery and Keesler (1999) argue that organisations
pursuing cost leadership are expected to put more emphasis on process
innovation which is geared towards creating stability. consistency and
minimising variation. In contrast, organisations pursuing differentiation
strategy are expected to develop new products that are producible. marketable
and have an advantage over competitors™ offering. Therefore. it is expected
that such organisations will often involved in product innovation which arises
from creating variation (Benner and Tushman. 2003).

So far, there is no general approach to manage intellectual capital which has
been accepted. In general, knowledge management has been defined as a
practice that finds valuable information and transforms it into necessary
knowledge which is critical to decision making and action. Knowledge
management also includes the strategies and process to identify, capture. share
and leverage the knowledge required to survive and to compete successfully
(Hall and Adriani, 2002; Pena, 2002: Lim. 1999; Lepak and Snell. 1998).



Therefore, organisations pursue different knowledge management strategies to
manage the knowledge that they have. The choice depends on their priorities
and capabilities. For example. cost leadership strategy requires attention to
detail operations and keep cost slow. Thus, it is expected that its knowledge
management will facilitate and mange knowledge related activities towards
operational excellence. According to Wiig (1999b). if an organisation tries to
pursue operational excellence strategy, it might produce cheaper products by
increasing the benchmarking and sharing the practices between different
groups inside and outside the organisation. Higher products consistency could
be achieved by increasing the knowledge about the effects of product
variations on customer requirements, sales and organisation’s profitability.

On the other hand, differentiation strategy would put more emphasis on the
ability to meet customers’ needs. Therefore, its knowledge management would
facilitate and manage knowledge related activities towards product innovation.
According to Wiig (1999a), the major benefit that organisations might gain
from knowledge management when they pursue differentiation strategy is to
produce further innovative and advanced products. This can be achieved by
fostering personal innovation and increasing knowledge sharing among cross
functional areas. Wiig (1999a) also argues that higher quality products are
dispensable to customers and greater market acceptance can be achieved by
superior knowledge transferring from external sources and new internal
capabilities.

In concurrence with adopted strategy. organisations must undertake specific
programmes and activities. provides supporting infrastructure, capabilities and
sometimes create incentives to motivate employees and departments or
business units. The transformation from intellectual capital to collective will
lead to the formation of a common understanding and will engage attribution
and sharing of real expectations. Volpel, (2002): Roos and Victor, (1999). have
determined that there are three critical elements in strategic intellectual capital
creation: strategic imagination and construction of intellectual capital. sharing
of meaning emerging from intellectual capital, and transforming of identity
through the assimilation of the intellectual capital.

In order to facilitate and foster employee effectiveness and behaviour,
organisations should support the employees’ ability to think critically and
creatively, place their employees in situations where they could use their
capabilities, provide safe environment for employees to do their work, permit
them to innovate, improvise and ‘stretch’ organisation policies and practices,
motivate the employees to act intelligently in doing the right things (Wiig,
1999b). Employees should be allowed to act responsibly.
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RESEARCH PROBLEM

The discussion above suggests that different types of strategies pursued by
organisations will lead to distinct types of intellectual capital management. The
purpose of this study is to explain and provides evidence on empirical and
theoretical link between business strategy and intellectual capital management.

RESEARCH FRAMEWORK

According to du Plessis (2005); Choi and Lee (2002): and Ndlela and du Toit
(2001), knowledge will not engender value if it is not made accessible and
utilised. Knowledge residing within individuals will not become a part of
organisational knowledge until it is transferred throughout the organisation and
stored in the organisational memory (Gopalakrishnan. Bierley and Kessler,
1999). To exploit and utilise the knowledge embedded in the intellectual
capital, organisations need to manage this knowledge. Choi and Lee (2002):
Ndlela and du Toit (2001); and Lee and Yang (2000) argue that knowledge
management is needed to harness the organisations’ intellectual capital.
According to Mouritsen et al.. (2002), it is through knowledge management
that an organisation’s organisation-wide knowledge resources and capabilities
are combined to enable it to be fruitful and productive.

Different approaches to competition require different resources: and these
different resources need to be managed differently to ensure that they create
the desired value. Hence, the importance of intellectual capital as a resource
must be managed effectively. However, very little has been written on how the
different competitive approaches would require varying approaches in
knowledge management. These variances indicate that organisations need to
focus on developing specific forms of intellectual capital management practice
that is reflective of the requirements of their competitive strategy. The proper
alignment between business strategy and intellectual capital management is
important to enable the effective execution of strategy. In order to simplify the
abovementioned relationships, this study proposed a framework to show the
possible relationship between business strategies and intellectual capital
management. Figure 1.1 depicts the propose research framework.
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Figure 1.1 Intellectual Capital Management Associated with Business
Strategies
BUSINESS INTELLECTUAL
STRATEGY » CAPITAL

MANAGEMENT

The business strategy is linked to the intellectual capital management. It is
presumed that different forms of intellectual capital management will result
and be associated with business strategy.

METHODOLGY

This study employs the case study method on a total of eleven organisations of
four various industries (Company A, B, C.D and E are hotel operators,
Company F and G are airline operators, Company H and I are from an
automotive industry and Company J and K are food manufacturers). However,
only organisations found to pursue differentiation or cost leadership strategy
were included in this study to allow for comparison to be made between the
two strategies. In order to identify whether the company is pursuing
differentiation or cost leadership strategy. this study used the characteristics
and definition given by Pitts and Lei (2002); Schuler (1989): Miller (1986) and
Dess and Davis 1984) on Porter’s generic strategies as references. For the
hotels operators, list provided by the Ministry of Tourism and Heritage was
referred. Only S-star rating hotels (Company A, B and C were chosen for
differentiation strategy. Meanwhile for cost leadership strategy the hotels were
chosen from the budget hotels category (Company D and E).For automotive
companies, Company H were chosen for applying differentiation strategy
because it produces very special, high quality. exclusive and luxurious hand
crafted sport cars. Company 1 was chosen for using cost leadership strategy
because it produces standardized models and it cars prices are among the
cheapest within the similar engine capacity. For food manufactures Company J
was chosen because it produced high quality breads and buns Furthermore the
quality of its products is recognise by Malaysia Super Brand Council.
Meanwhile Company K was determined for using cost leadership strategy
because it produces a similar type of bread since it first day of operation (in
1970), and the price of it breads is the cheapest in the market.



Data was collected through in-depth discussions with the Kkey personnel
responsible for human resources practices and have complete knowledge about
the companies’ operations, observation, “company tours™ and documents were
utilised to collaborate evidence information provide by the interviewees. The
cross-case analysis was used to analyze and interpret the data collected. The
analysis involves comparing and interpreting the evidence across the eight
companies. This was done by using mixed-approach. which combining case-
oriented and variable-oriented approaches to compare and interpret the
evidence. Then, typology, context analysis and matrix techniques were used to
develop patterns found in the evidence.

Organisation background

FINDINGS

This research includes eleven companies which are operating in various

industries. They are five hotels. two airlines. two bakeries and two automotive

companies. Table 1 summarizes the business activities of the companies.

Table 1: Business Activities

Company A

This hotel i1s one of the most elegant
hotel in Malaysia. It is a 5-star hotel
and is the largest Asian based deluxe
hotel group in the region.

Company B

This hotel is the first luxury |
boutique hotel with butler service i |
Malaysia. Itis a S-star hotel ‘

| distinctive features

Company €

This hotel 1s a S-star rating hotel. It
ofters six categories of stylish guest
with amount  of

rooms aencerous

Company D

This is a budget hotel and it is a
member of Malaysia Budget Hotel
Association. It provides comfortable
accommodations catering for basic
needs.

Company E

This hotel 1s a member of Malaysia
Budget Hotel association. It offers
an affordable place to stay with
provision for basic needs

Company F

This 1s a tull service airline. It is the
leader in the Malaysian
industry and 1t has nearly
aircrafts to serve more than
destinations around the globe

airline
100
120

Company G

This 1s ano-frill airline and is the first
budget carrier in the South East Asia
region.

Company H

This company 1s striving to be very
special in producing high quality
exclusive and luxurious handcratted
sports cars.

Company 1

Fhis company produces cars which

| are relatively cheap to cater for the

average  ncome  consumer It

produces highly standardized cars

and do

Company J

This company is the market leader
and is the main player in the
Malaysian bakery industry. It is the
largest  sandwich bread producer
within South East Asia. It produces
safe and high quality bread.

Company K [
This 1s a small bakery company and |
is producing only one type of bread

and a few types of buns :

|
|
R —

Business strategy pursued by companies studied

not  customize 0 an

individual  customer’s  need  and
desire

b RS e S




Based on the evidence obtained from the company’s documentation.
interviews and direct observations, the companies are grouped according to the
strategies that they are currently pursuing. Table 2 presents the summary of the
companies’ business strategies.

=

Table 2 Companies’ Business Strategy

Company A
This company is very committed
to highly personalized customer

Company B
This is a 3-star rating hotel and
is a luxury boutique hotel. It

Company C
It emphasizes
personalized customer

highly
service

service. It always made the | emphasizes the quality of its | by highlighting its special and
customers  feel special and | services and provides the finest | unique ways of personalizing
important. It offers special luxury | personal services and features to | customers.
accommodations and provides | its customers.
very high quality and distinctive
services. It is a S-star rating
hotel.

Company D Company E Company F
This hotel is a member of the | This hotel is a member of | This company emphasizes
Malaysia Budget Hotel | Malaysia Budget Hotel | providing high quality services
Association. In order to keep | Association. It provides | and enhancing its  services

rates low. it concentrates totally
on the main activity — providing
accommodation and for basic
needs. Employees do more than
one task.

standardized amenities in every
room and employees are
expected to do more than one
task.

continuously. It is a full-service
carrier and highlights its slogan
of *Going Beyond
Expectations™.  This slogan is
expressed through its personal
touch and warmth.

Company G

This is a no-frill carrier and it
emphasizes providing an
affordable air fare to everyone.
With its ‘low fares, no frills
concept’. this company focuses
on providing lower fare where
passengers pay just for the air
fare.

Company H
This company produces very
special, high quality exclusive
and luxurious handcrafted sports
cars. Each individual car is built
its unique and exclusive
characteristics configuration.

Company |

This company produces
standardized models of cars and
the price of the cars are
relatively cheaper compared to
other cars within similar engine
capacity. In order to keep prices
low. a new model is undertaken
only if the technology of the
current model is outmoded.

Company J
This company produces high
quality bread and continuously
enhances the nourishment
content of its products. It is
reputedly as  one of the
Malaysia’s super brand products.
It always conducts market
surveys in  order to get
information about  customers’
preferences and needs.

Company K
T'his company produces only
one type of sandwich bread (the

similar kind from its first day of
operation), and a few types of

buns. It does not customize its
products to customers’ needs
and preferences.  Emphasizes
producing lower prices bread
and  carefully  control  the
production process to ensure
very minimal error. wastage and
damage.

In order to identify the companies’ business strategy, key characteristics
acknowledged by Pitts and Lei (2000), Schuler (1989), Miller (1986) and Dess
and Davis (1984) are referred to. The companies are identified by either




differentiation strategy or cost leadership strategy. The findings are
summarized in Table 3.

Table 3 Companies’ Business Strategy Identified
-

Characteristics used Co. | Co. | Co. | Co. r(‘o. | Co. | Co. [ Co. | Co. | Co. | Co.
AHBIRC 11) |E |F |G |H |1 |J |K
Differentiation Strategy: ) i f

e Produce  high ( [ |
quality v \ i ‘ \ \ | N
products/services

e Customers  are | ‘ ‘ ‘
special and | V \ Vo “ \ [ N [
important i

e Services/products } ‘
are different, : i | ‘
unique, exclusive | ¥ | Y ¥ \ \ | V
or luxurious .

e Highly 1 . |
personalized | ; ’ ‘ ‘
services N A, V | ¥ N | fid

e High reliability ‘ ‘
of products or | | , \ 1 \
services Y N i \ A Y | ¥

e Continuously ‘
enhance their 1 \ ‘
products/services WE aF) 1 b h h
quality ‘,

| ‘ ;
Cost Leadership I (i e fh_h
Strategy: ‘ ‘

e Produce ‘ it e ] \ \ ‘} \
standardized i : !
products \ ‘ ‘
/services | E

e Relatively l U Y \ Voo | ~
cheaper i 1 j ; ‘ ’ ‘

e Concentrates on | ‘ ‘
main activity [V \

e Do not produce l
products/services ‘ ‘ .
that are B N v v [V
customized  to ' i !
customer needs ] 54 Lo . . , i)

From table 3, six of the companies (Company A. Company B. Company C,
Company F, Company H and Company J) have been identified as pursuing
differentiation strategy. These companies put emphasis on providing high
quality products and services, highlighting the uniqueness of their products and
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services, on continuously enhancing the quality of their products and services
and on always ensuring their products and services are different from their

competitors.

Company D, Company E, Company G, Company I and Company K on the
other hand have been identified as pursuing cost leadership strategy. These
companies produce highly standardized products and services, their prices are
amongst the lowest in the market, their products and services are not
customized to customer needs and they fully focus on their main activities.

Intellectual capital management practices

This section

summarises

the

overall

knowledge

management

practice

developed by each company. Table 4 and Table 5 show the main focus of the
knowledge management practiced by the companies in accordance with the
strategy they are pursuing.

Table 4 Knowledge Management Practices of Companies Pursuing

Differentiation Strategy

Feedback services provided quality of the | and
received from | provided services information
headquarter is Knowledge provided. received from
used to | Learns new | gained mainly world  class
enhance  the | ideas about | from  external | Employees’ technology
quality of the | market  trends | resources. opinions, ideas | suppliers are
services from the trade and suggestions | used to
provided publications are highly improve  the
subscribed to appreciated quality  and

Knowledge
gained
mainly
external
resources

from

Knowledge Company A Company B Company C Company F Company H Company J 7‘
Management i
Activity 1
Knowledge Employees Employees are | Employees are | Engineers  are | Employees’ Employees [
Acquisition are sent to | sent to attend | sent to attend | continuously opinions, are  sent to
attend conferences and | conferences and | sent to aircraft | ideas and | attend
conferences workshops in | workshops in | manufacturing suggestions conferences
and order to gain | order to gain | company to | are highly | and
workshops in | new knowledge. | new knowledge. | learn new | appreciated workshops in
order to gain | skills and | skills and | technology and order to gain
new information information. skills. Feedbacks new ‘
Knowledge. received from | Knowledge
skills and | Feedbacks Feedbacks Employees are | customers are | skills and '
mtormation received  from | received  from | sent to | used o | information |
customers  are | customers are | conferences and | enhance the | about the
Employees used to enhance | used to enhance | workshops quality of | mternational
are  sent to | the quality of the | the quality of the | organized by | cars market
observe and | services services regulatory produced
experience provided. provided. bodies Actively
the  services Views  from | involved with
provided by | Employees are | Employees’ Employees’ the reporters | America
other sent to observe | opinions, ideas | opinions. ideas | and other | Institute  of
competitors and  experience | and suggestions | and suggestions | luxury  club | Baking
the services | are highly | are highly | members are | activities
Feedbacks provided by | appreciated. appreciated. appreciated in
received from | competitors, order to | Feedbacks
customers are Feedback Feedback improve the | received from
used to | Feedback received from | received from all | quality of | customers are
enhance the | received from | headquarter is | branches and | cars used o |
quality of | headquarters 1s | used to enhance | site offices is | produced enhance  the
services used to enhance | the quality of | used to enhance quality of
provided the quality of | services and improve the | Knowledge products




Learns  new technology of
ideas  about | Employees’ Feedback cars
market trends | opinions. 1deas received  from | produced
from trade | and suggestions customers 1S \
publications are highly used to enhance | Knowledge
subscribed to. | appreciated. the quality ot ‘ camed
SErvices i mamly  from
Employees’ Knowledge provided external
opinions. gained mainly Up-dating \ resources
Table 4 (Continued)
ideas and | from  external knowledge from
suggestions resources. the  regulatory
are highly bodies
appreciated. Knowledge
gained  mainly
Knowledge from external
gained resources.
mainly from
external
resources.
Knowledge Have data | Have Global | Have data base | Have complete | Have Have data
Storage base on | Talent Inventory | on  employees. | records on | complete base on
employees, to keep record | customers and | employee’s records on | emplovees
customers on employees. | market frequent  flyers | customers, and  America
and market. Keep complete and aviation | employees Institute of
record on industry and world | Baking
customers  and established activities
market. car suppliers
Keep  record.
on complaints
received from
customers
Knowledge Intranet,  e- | Intranet, e-mail | Intranet, e-mail, | Intranct. c-mail | Face-to-tace Confrontation
Disseminatio | mail. and face-to-face | suggestion box | and  company | communicat approach and
n suggestion communication and face-to-face | monthly bulletin | on s highly | intranet  are
box and face- | are widely used. | communication are widely used | practised widely used.
to-face are widely used to distribute
communicati knowledge
on are widely
used.
Knowledge A lot  of | Informal Informal Braistorming Informal Bramstormin
Innovation informal discussions and | discussions and | sessions are | discussions £ sessions are
discussions conversations conversations commonly are commonly
take place | usually take | usually take | conducted as | commonly conduclcd tor
through place in the | place in the | discussions to | practised to | discussions
intranet and | training  room | employees’ resolve resolve  car | and to resolve
informal and employees’ | recreational problems manufacturin problems
conversations | dining  room. | are: ¢ problems
Usually is at the
top and lower
level. Employs on-job-
training Fhey | Bramstormin
Brainstorming Brainstorming learn from their | g sessions are
Brainstormin | sessions are | sessions are | peers and | commonly
o sessions are | commonly commonly experienced conducted for
commonly conducted to | conducted to | trainers new car
conducted to | discuss and | discuss and models
discuss  and | resolve resolve
resolve problems. problems Formal
problems. discussions
between the top
Documented Documented Documented management
standards and | standards and | standards  and | level and
policies _are | policies are used | policies are used | representatives




used as basic
gudelines

and staffs are
encouraged to
be  creative

as basic
guidelines  and
stafts are

encouraged to be
creative and

as basic
guidehnes  and
staffs are

encouraged to be
creative and

from all division
are conducted.

and more | more innovative. | more innovative.
mnovative
Table 4 (Continued)
Employees Employees work | Employees work | Employees are | A lot  of | Employees
work as a | asateamsothey | asateamsothey | encouragedto be | emotion, are
team so they | share knowledge | share knowledge | creative and | passion and | encouraged to

be different in
the market

share through the | through the | innovative when | creativity are | be  creative
knowledge interaction interaction doing their | involved in | and
through  the | process process. tasks. crafting high | mnovatve
interaction quality cars. when  doing
process their tasks
Employees are | Employees are
Employees encouraged to be | encouraged to be
are creative and | creative and
encouraged to | innovative when | innovative when
be  creative | doing their | doing their
and tasks. tasks.
innovative Employs on-the- | Employs on-the-
when  doing | -job-training. Job-training.
their tasks. They learn from | They learn from
their peers and | their peers and
Employs on- | experienced experienced
the-job- trainers. trainers.
training
They learn
from their
peers and
experienced
trainers.
Knowledge Continuously | Continuously Continuously Continuously Continuously | Continuously
Application inject novelty | ensures that | ensures that | improves its | ensures that | produces high
to its services | customers are | customers  are | services and | customer’s quality  and
and products. | satisfied and | satisfied and | products and | preferences safe bread.
Eg every | happy with its | happy with its | always ensures | coalesce with
month, each | services. services. that its” services | the Continuously
of its | Employees are and products are | company’s enhances  1ts
restaurants empowered  to | Employees are | beyond the | when crafting | product’s
has o | decide on | empowered to | customers’ the car nourishment
introduce  a | matters that need | decide expectations. content
new immediate especially when Continuously
recipe/menu. actions and to | dealing with learn and
fulfil customers’ | customers. apply new
Always needs and Kknowledge
participates in | desires Continuously and
current learn and apply technology
events, such | Continuously new knowledge to improve its
as  Mother’s | learn sand | to 1mprove its quality
day, applies new | services and
Valentine's knowledge  to | products.
day and | improve its
Kuala services and
Lumpur products.
Fashion
Week. Always tries to




Table 4 summarises the knowledge management practices of the differentiation
strategy companies. For knowledge acquisition activity. these companies focus
on extracting knowledge from external resources. They send their employees
to attend conferences or workshops and are actively involved with the
activities and programmes of international bodies which are related to their
businesses. These companies also gather new knowledge and ideas from
industry and business publications. They also subscribe to trade magazines.
The knowledge that the companies have obtained from the market and
customers also assists and inspires them in introducing newness and enhancing
the quality of their proAs an example. like Company J. feedback from the
customers is used to increase the nourishment content of its products.

Information and new knowledge are also gathered from the feedback received
from customers and are heavily used to enhance product quality and services
provided. Some companies like Company A and Company B also send their
employees to observe and experience products and services provided by their
competitors.

The evidence obtained also show that in order to trace and keep and records on
customers, employees. suppliers and the market, companies that are pursuing
differentiation strategy develop their own databases. For example. Company B
has a system called Global Talent Inventory to record all data about its
employees and customers. This data can be accessed by every employee.

This study also found that companies pursuing differentiation strategy rely
more on informal internal knowledge, that is, knowledge embedded in their
employees. Employees are encouraged to be creative and innovative when
doing their tasks and especially when matters are related to the customers.
They rely heavily on their employees” innovativeness and creativity especially
when it involves their customers. Employees are empowered and highly
encouraged to use their own justifications and knowledge to fix problems that
need immediate action and response. They are also involved in problem
solving activities and they are encouraged to give ideas. suggestions and views
so as to enhance the quality of products and services.

This study also found that group discussions. e-mails and intranet are normally
used to disseminate knowledge among the companies™ members. Many “live’
interactions take place and informal discussions are commonly conducted to
achieve solutions. Furthermore, they also practise working in teams and this
helps to stimulate knowledge innovation through knowledge-sharing among
employees.

Internalization is also highly practised in the differentiation strategy
companies. Documented standards and procedures are used as basic guidelines
and employees are empowered to apply their creativity and innovativeness in



to enhance product and service quality. However, for Company F and J.
employees have to ensure that any action taken will not disrupt operational
process.

This study also found that the knowledge application activity in the
differentiation strategy companies is focused on creating newness in the
products and services provided. For example, the Human Resource Manager of
Company (& expressed. “Their opinions and views about works are always appreciated in

developing newness in service”.



Table 5 Knowledge Management Practices of the Companies Pursuing Cost Leadership

Strategy
Knowledge Company D Company E Company G Company I | Company K
Management *
Activities ’ i
Knowledge Standards. Standards. Standards. Gain new Gains new
Acquisition policies and policies and policies and Kknowledge knowledge
procedures are | procedures are procedures are and skills from the
closely closely referred closely referred | from the joint | suppliers.
referred to and | to and followed. to and technology
followed. followed. partner and Standards.
Output from vendors. policies and
Output from management Obtain new procedures are
management meetings are technology Feedbacks closely
meetings are usually used for knowledge received referred to and
usually used making decision | from suppliers. | from followed.
for making and resolving branches are
decisions and problems. Up-date used to
resolving knowledge predict
problems. New knowledge from the | demand.
is also obtained regulatory |
New from the bodies. Standards.
knowledge is Ministry of policies and
also obtained Youth and procedures
from Sports. are closely
franchisor. referred to
and followed.
Knowledge Knowledge Knowledge is Knowledge is Knowledge is | Knowledge is
Storage come mainly mainly from mainly from from internal | mainly from
from internal internal internal resources and | internal
resources and resources and resources and is | iswell resources and
is well well well | documented | iswell
documented. documented. documented. documented.
Can only be Can only be Can only be Can only be Can only be
accessed by accessed by the accessed by the | accessed by accessed by
the head of heads of heads of the heads of the production
department department and department and | department managers and
and the the management | the and the the
management team. management management management
team. team. team tecam
Knowledge Usually Formal Knowledge is Knowledge is | Formal face-
Dissemination | through interactive disseminated disseminated | to-face
memos and approach such as | formally formally interactions
meetings. memos and through through
meetings. memos, e-mails i memos.c- i
Some and meetings. | mails and ]
knowledge and | Some knowledge meetings w
information and information Some " |
are restricted are shared only knowledge and | Some ‘
only to a among a certain information are | knowledge 1
certain group group of shared only and ‘
of company’s company among a certain | information
members. members. group of are shared
company only among a ‘
members. certam aroup I
of company
members
| - SR
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Table S(Continued)

Knowledge
Innovation

Meetings are
commonly used
to explain and
exchange
information
within the
organization.

Existing manuals
are always
referred to and
good value or
newness is added
to increase
operational
efficiency.

The actual
outcomes are
always compared
and analyzed
with the predicted
outcomes.

Meetings are
commonly used
to explain and
exchange
information
within the
organization

Existing
manuals are
always referred
to and good
value or
newness is
added to
increase
operating
efficiency.

The actual
outcomes are
always
compared and
analyzed with
the predicted
outcomes.

Meetings are
commonly used
to explain and
exchange
information
within the
organization

Existing
manuals are
always referred
to and good
values or
newness are
added to
increase the
operating
efficiency.

Meetings are
commonly
used to
explain and
exchange
information
within the
organization

Existing
manuals are
always
referred to
and good
values or
newness are
added to
increase the
operating
efficiency.

Knowledge
received
from the
branches is
always
compared to
the
company’s
production
and
marketing
plans.

Knowledge
and
suggestions
received
from the
suppliers
are always
added to
the
company’s
existing
procedures
in making
bread.

Knowledge
Application

New knowledge
is used to
increase
operation and
management
etficiency.

To save operation
costs and to
utilize the
resources.

New knowledge
is used to
increase the
operation and
management
efficiency.

To increase
operating
efficiency.

To reduce
operation costs

To increase
the process
efficiency.

To reduce
waiting cost
and the risk
of unsold
cars.

To increase
process
efficiency.

To reduce
human
error and
wastage.
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Table 5 summarizes the knowledge management practices of the companies
pursuing cost leadership strategy. For knowledge acquisition activity, these
companies rely heavily on the companies’ documented policies, procedures,
guidelines and standards. Moreover, these documented materials are closely
followed and the companies normally conduct regular inspections and monitor
operations continuously to ensure that they are obeying standards and

procedures.

For companies such Companies D and E. they also obtain new knowledge
from their franchisors. The franchisors monitor the management closely. For
example, on regular basis, the franchisor will carry out inspections on
Company D’s operations. This is to ensure management efficiency and that all
manuals provided are followed. The Financial Controller of Company D
commented “inspection is mainly focused on operations .

The study also reveals that cost leadership strategy companies also gain know-
how skills either from their joint partner technology (Company I) or from
vendors (Company I and K). Company I also receives feedbacks from
branches and dealers about customers” expectations and the market.

As for knowledge dissemination activity, interactive approaches normally take
place. Knowledge and information are disseminated through formal channels
such as memos and meetings. Except for Company K, even though it practises
face-to-face communications such meetings are mainly focused on explaining
things more clearly. This is because most of its employees are foreigners and
have language problems. The study also found that some companies use a lot
of models or analogies to verbalise tacit knowledge into explicit knowledge.
For example, flow charts and simple diagrams are commonly used in Company
I to explain the production processes and tasks to be carried out in any
workshop.

Furthermore, some knowledge and information are restricted to a certain level
and group of the companies’ members. As Training Manager of Company |
expressed, “Some knowledge cannot be disseminated to evervbody. Some are confidential
and are shared only among a certain level of people”.

In companies pursuing cost leadership strategy, meetings are commonly used
towards delivering knowledge and information from the top management to its
employees. Even though employees are given the opportunity to give their
opinions and feedback, the final decision is made by the Managing Director.

This study also found that the knowledge the companies obtained is more
towards increasing the process efficiency and to reduce either the production
costs or the operation costs. For example, in Company I, knowledge obtained
from vendors is important to plan the amount of cars to produce and this could
reduce the number of unsold cars, which indirectly will reduce production
costs. Meanwhile for Company K. the knowledge that it gathers from its
suppliers could reduce wastage level.



CONCLUSION

The evidence reveals that the intellectual capital management practices by
differentiation strategy companies emphasis more on the external knowledge,
focus on developing individual knowledge. use interactive application
repository of tacit knowledge. the knowledge innovation is through the process
of socialization and internalization, and the knowledge application is to
improve products and services quality. For cost leadership strategy. the
knowledge management practices focus more on internal knowledge, emphasis
on developing documenting organisational knowledge, use integrative
application of explicit knowledge, the knowledge innovation is through the
process of combination and externalization of explicit knowledge, and the
knowledge application is to improve process efficiency and reduce costs.

Summary of the Intellectual Capital Management Practice

Table 6 Intellectual capital management practiced by organisation studied.

Knowledge Management
Activities

Differentiation Strategy

l\'nowle(lge .-\C(]uiSiti()ll . External resources °
. Internal informal resources

Cost Leadership Strategy

Internal formal resources

Knowledge Storage e Individual knowledge e Documented organisational |
knowledge '
Knowledge Dissemination e Interactive application e Integrative application
Knowledge Innovation e Socialization and e  Combination and
internalization of tacit externalization of explicit
knowledge knowledge
Knowledge Application e Improving products and e Improving process efficiency

services

and reducing costs

From the evidence obtained. this study proposes hyphoteses which can be
tested for future research:

The focus of intellectual capital management practices is related to the
business strategy employed.

Hal: The knowledge acquisition activity in organisations competing
using cost leadership strategy will be more internally focused.

Hbl: The knowledge acquisition activity in organisations competing
using differentiation strategy will be more externally focused.
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Ha2: The knowledge storage activity in organisations competing using
cost leadership strategy will put more emphasis on documenting
organisational knowledge.

Hb2: The knowledge storage activity in organisations competing using
differentiation strategy will put more emphasis on developing
individual knowledge.

Ha3: The knowledge dissemination activity in organisations competing
using cost leadership strategy will more likely employ
integrative application repository of explicit knowledge.

Hb3: The knowledge dissemination activity in organisations competing
using differentiation strategy will more likely employ interactive
application repository of tacit knowledge.

Ha4: The knowledge innovation activity in organisations competing
using cost leadership strategy will more likely take place
through the process of combination and externalization of
explicit knowledge.

Hb4: The knowledge innovation activity in organisations competing
using differentiation strategy will more likely take place
through the process of socialization and internalization of tacit
knowledge.

Ha5: The knowledge application activity in organisations competing
using cost leadership strategy will put more emphasis on
improving process efficiency.

HbS: The knowledge application activity in organisations competing
using differentiation strategy will put more emphasis on
improving products and services.
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