Editorial for the ECIC Special Issue of the Electro nic
Journal of Knowledge Management:

IC is Alive and Well Y et Still Seeking Relevance

John Dumay
j.dumay@econ.usyd.edu.au

Intellectual Capital is alive and well across Europe and of course the rest of the world. | feel | obliged
to make this opening remark to this special edition (SE) of the EJKM because of my recent
experiences, not only at the ECIC 2012 conference, but also my subsequent travel experiences to the
other parts of Europe, Asia and Australia | have visited already this year. So far this year | have
presented papers on IC at four conferences, five research seminars at different Universities, a
practitioner presentation for the Hong Kong Knowledge Management Society and a workshop for an
international bank’s KM interest group. Each of these presentations has been well attended and |
have had the opportunity to meet and answer questions about IC from students to practitioners and
eminent professors. On top of this | am currently visiting at the Hong Kong Polytechnic University
where | have met the likes of Stephen Selby who managed the what | would consider to the largest IC
project involving SMEs in Asia® if not the world along with Prof. Rongbin Lee and his IC research
team which is part of the Knowledge Management Research Centre at Hong Kong Polytechnic?. IC is
truly alive and well.

The international interest in IC is also reflected in the origins and nationalities of the authors and
settings of the papers included in this SE. Included here is an eclectic mix of papers from the
Caribbean (Carrington and Tayles, 2012), Switzerland (Eggs, 2012), Germany and China (Fritzsche,
2012), Italy and USA (Massaro et al., 2012), Romania (Suciu et al., 2012)and Poland with
international overtones (: L QL HZ\WM2) and not to forget an editor who is based in Australia. This
is important because IC is not just a local phenomenon because it touches individual organisations
right through to nations themselves (see Lin and Edvinsson, 2009). So while the papers have an
international flavour they also reflect the growing trend to investigate IC from a practice perspective
(Guthrie et al., 2012) with five of the six papers in the SE being base on single or multiple case
studies. Investigating IC from this perspective is important because IC has been criticised for being
stuck at a metaphorical crossroads of relevance (Chatzkel, 2004) and what is needed are actual
examples showing both academics and practioners how IC can be utilised and how it makes a
difference.

From these five papers two papers focus on the development of “trust” as part of IC (Eggs, 2012;
Suciu et al., 2012) a theme which has been central to several previous IC papers (Moeller, 2009;
Dumay and Lu, 2010; Reychav and Sharkie, 2010). In the Eggs (2012) paper a case study about how
to build trust in a online Community of Practice (CoP) is presented using an IC lens. The paper finds
that while technology is an important enabler of IC and CoP attention must be paid to how the
technology is deployed and that “needs must drive the technology” rather than technology driving
solutions. | think this is important for IC practitioners not only from the technological perspective but
from the IC practice perspective because all too often IC practices are seen as “solutions in search of
a cause” (Andriessen, 2004, p. 230) rather than being used to resolve problems in organisations
using a different lens. The paper is also important because it deals with building trust in an online
environment whereby people need to trust the technology as well as the people they interact with
through the likes of social media which is these days becoming a ubiquitous form of communication
and collaboration.

In the second “trust” paper, Suciu et al. (2012) offer a theoretical framework linking “trust, culture,
reputation and intellectual capital”. Utilising research performed in the Romanian tertiary education
sector using qualitative and quantitative data. As a result of their study they find that “there is an
observable cycle in the formation of intellectual capital, where trust, cooperation, reputation,
innovation and creativity are the triggers and fuel at the same time”. This is very much in line with my

! See http://www.ipd.gov.hk/eng/ICM/intellectual _capital statements.htm
2 See http:/kmirc.ise.polyu.edu.hk/
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own thinking of how IC is created because of the additive nature of IC and intangible resources
(Andriessen, 2006, p. 103) and that socially constructed concepts, such as IC, have duality of
structure (see Giddens, 1984), meaning their inputs become their outputs which in then become the
new inputs. This allows for people to “become involved, rather than just the accountants, managers
and stakeholders who understand the meaning of ... IC” (Dumay, 2008, p. 12). As Suciu et al. (2012)
elaborate it then becomes the “job of the company management staff to establish achievable
objectives ... and to make sure they follow through” because IC just doesn’'t happen on its own, it
needs to be enabled by people.

Moving from the theme of “trust” to the involvement of “people” is the paper by Fritzsche (2012) who
presents a case study based on research at German and Chinese car manufacturers to investigate
how people make decisions involving IC between what Fritzsche (2012) identifies as the modes “of
potentiality and actuality”. This is an important distinction between how people actually theorise about
IC and put IC into practice because often we think about the potential of IC (what are IC’s benefits)
and may not later be able to determine what IC has actually done for our organisation. However,
Fritzsche (2012) identifies that it is important to make decisions about IC from both perspectives. If we
consider the how IC is linked to strategy then it makes sense to involve considerations about the
potentiality of IC while later we should then measure the actual impact of IC. The benefit for us as
practitioners is that we have a wide variety of IC accounting tools (frameworks) at our disposal (see
Sveiby, 2010; and Dumay and Roslender, forthcoming) which “allows an adaptation to the
requirements of the given situation” (Fritzsche, 2012). | also believe this is important because as |
have discovered in my own research it allows managers to choose the IC tools best suited to
resolving managerial problems (Dumay, 2008) and deal with ambiguity (Dumay and Cuganesan,
2011). There isn't just one right IC tool (framework) for every situation (see Dumay, 2009, for a
critique).

The fact is IC is a tool that is utilised by many of us in our research and practice and | suspect that
nearly every person who is reading this paper for the first time has some understanding of what IC is if
not a reasonably in depth knowledge. Often | believe that when we attend conferences such as ECIC
we are preaching to the converted. As a colleague recently wrote in an email that “I find [IC] not being
practiced by managers far as much as it's being preached by us academics...” Thus examining how
IC is involved inside particular industries and how we might be able to get the message across to
managers who may not have heard of IC is to my mind useful and important. This is the approach
taken in the paper by Carrington and Tayles (2012) who present two case studies exploring “the
relevance and awareness of IC in two hotel chains in the Caribbean”. The major outcome of their
study showed that there was no formal recognition of IC however there were many relevant
management practices at the hotels which suggested that IC was present. This is along the same
argument of Ordofez de Pablos (2003, p. 62) who outlined that while today we (us IC academics) call
it IC and think it is a new phenomenon for managing in the “knowledge economy” in fact we have
been managing IC for some time because management topics such as “human resources,
organizational development, change management, information technology, brand and reputation
management, performance measurement and valuation” have collided to form IC as a conceptual
framework.

The Carrington and Tayles (2012) paper is important because it shows that we don’t necessarily need
managers to understand what the terms intellectual, human, relational and structural capital are in
order to implement practices aimed at improving these areas in the pursuit of better management and
value creation. This is important when we as “preachers” of IC roll out IC to the unconverted masses.
Because if we start speaking in these terms under the assumption everyone knows what we are
talking about we are likely to meet dumbfounded stares and resistance to our message. Carrington
and Tayles (2012) then go on to recommend not increased reporting of IC as is commonly
recommended and concluded in many IC studies but rather increased IC education “so as to
enlighten them [managers]on the theoretical framework of IC and its attributes” because “managers
were engaging in practices related to IC without any knowledge of its relevance and importance in
developing a firm’s competitive position.” This is a position | recently discussed with Goran Roos who
outlined why thinking about IC was engrained in the psyche of Scandinavian mangers because IC
was taught in University courses as an integral part of managing organisational strategy. However
many other parts of the word, such as the Caribbean, seem not to have caught up with this mode of
thinking and had an IC enlightenment. Thus, instead of preaching to unconverted practitioners, maybe
we should concentrate more on converting the educators.
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The last of the case study papers is by Massaro et al. (2012) who outline how the role of knowledge
development though Appreciative Inquiry (see Cooperrider et al., 2005) can be integrated into
Management Control Systems (MCS) for managing creative processes and innovation in
organisations. They base their new framework on the levers of control model made popular by
Simons (1995) in response to the changing dynamics of business in the 1990s. Their model linking
MCS to the development of the creativity steps required for innovation is itself innovative and easily
understood. This is important for two reasons. First, the model provides managers with a logical way
in which to promote the behaviour of an organisation’s human capital towards creativity by
recognising that different levers of control are required to promote different types of creative
processes. Second, it recognises that the creativity process has different stages and managers need
to be able to change their approaches from more formal and structured processes during the early
phases of creativity to more open processes which are aligned with implementing ideas.

The last paper for the special edition is as much a social commentary on the prior “frantic pace of
innovation in the financial services industry” and how this has been “socially disruptive” (:L QLHZVNL
2012). What | like about his paper is that is argues how innovations in the financial services industry
were rampant and did not have sufficient checks and balances to ensure that the “finacialisation” of
society did not cause negative social effects. Today the world is still reeling from the impact of these
failed innovations and many countries at the time | am writing this paper such as Italy, Spain and
Greece are yet to realise the full ramifications. Thus a paper which openly talks about the impact of
failed innovation is appropriate for this SE just as was Karl-Erik Sveiby's keynote speech at ECIC
2012 called Challenging the Innovation Paradigm where he also questioned the so called
“unquestionable” benefits of innovation whereby a pro-innovation bias always claims that innovation is
a good thing (see also Sveiby et al., 2012). Reading the : L Q LHZV N I} paper confirms that this is
not the case and that rampant unchecked financial innovations which fail can have deep and lasting
impact on society just as failed innovations can have a detrimental effect on organisations.

In line with my previous comments on the espoused benefits of IC as lauded by the “preachers” we
should also be cognisant of taking a more critical stance (see Guthrie et al., 2012) and begin to
question the benefits of IC by building on what is good and by recognising that there may also exist
“intellectual liabilities” alongside our “intellectual assets”. Maybe a more appropriate term should be
“intellectual equity” whereby we take a balanced view of the social, utility and economic value created
by managing IC rather than just blindly preach only its benefits. Doing so could help overcome some
of the relevance lost by our current implementation of IC practices so that one day IC will become a
useful and integrated part of the way that organisations and thus society is developed and improved.
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Abstract: The Research Management Unit of Swiss Distance University for Applied Sciences
(Fernfachhochschule Schweiz — FFHS) has experienced trust building processes in virtual environment amongst
others in their work with Community of Practice (CoP). The establishment of CoPs has become their core
business, that means that they have have planned and implemented such kind of learning communities for
international companies and for university groups. According to the author, CoPs are perceived as laboratory for
creating intellectual capital for which trust building is a pre-conditioned success factor. To identify trust building
methods in a research environment in particular and in CoPs in general, using new technologies is the main aim
in this paper. So, the broad subject “CoP and intellectual capital” will be constricted and the focus put on trust. A
special focus is put on the virtuality element which has become very important with the raise of social media
platforms in the business world. Following questions will be addressed in the paper: How is trust defined in a
virtual environment, especially among researchers? How can you build trust in a CoP? How can the community
leader influence this trust building? What is the role of different group members? Which influence does a deep
organizational trust have on the success of a community?

To answer this question, foremost a theoretical analyses model for trust and its processes will be developed
based on the three domains of intellectual capital which most authors have identified for the division of intellectual
capital: human capital, structural capital and relationship capital. To cope with the technical dimension of
virtuality, a new approach to the intellectual capital domains is elaborated. In the first place, at the level of human
capital, the author describes personal characteristics and competencies (knowledge management skills) which
enable trust building. Secondly, the level of structural capital focuses on technical aspect of the community and
activities which foster trust building. Last but not least, the relationship level studies the trust building process
linked to different roles and a new collaborative culture. As a case study for this paper, serves the community of
researchers at the FFHS which collaborate through a virtual platform called eDolphin. The researchers, working
for a future-oriented institution and eUniversity, come from different disciplines and promote an eLearning and
eCollaboration approach in team activities and project management. The findings of the theoretical approach
lead to its adaptation to the practical example of eDolphin. How was trust build in this case? What are the lessons
learned which we identified during this community building process.

Last but not least, some theories and findings concerning community building on social media platforms are
described.

Keywords: eCollaboration, Social Media, Communities of Practice, intellectual capital, trust building, new
collaborative culture.

1. Introduction

In this short introduction the concept of CoP and the organisational context of the CoP are introduced.
Swiss Distance University for Applied Sciences (Fernfachhochschule Schweiz — FFHS) as leading
eUniversity in Switzerland is specialized in eLearning and eCollaboration and therefore works with
different virtual methods to improve learning in project groups or among their students. Its Research
Management Unit (RMU) in particular trains in knowledge management and eCollaboration and has
therefore experienced trust building processes in virtual environment amongst others in their work
with Community of Practice (CoP). The creator of CoP-concept Etienne Wenger defines them as an
“Informal, self-organized, network of peers with diverse skills and experience in an area of practice or
profession. It can be viewed as a social learning system which is characterized by three different
levels: domain, practice and community.” (Wenger 1998) Before the kick-off, the community members
should define a common goal of the CoP, the negotiation of meaning of the key concepts and the
practice for common activities. Often CoP are formed for solving a concrete problem and face certain
challenges.

The group is then linked through the members' desire to support others (by sharing information) and
the need to enlarge their own knowledge (by learning from others). So, CoPs are considered as an
established knowledge management tool with which knowledge transfer shall be assured and space
for creativity shall be created in order to fund new ideas; on one the hand on a personal, on the other
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hand at an organisational level. Therefore, this community is considered a learning organisation and
is in some articles also named “Learning Networks”, Learning Communities” and “Social learning
networks”. Referring to the concept of learning, some authors link a CoP to the concept of Intellectual
Capital (IC) and consider it as producer.

The Research Management Unit of the FFHS considers the planning and implementation of CoPs as
their core business. As the have established a number of such organisations in the industrial and the
public sector. This paper focuses on the Community of Researchers at their own University and how
trust can be built in such a virtual community context. Almost 18 people were part of this community at
the beginning. The case of researchers was selected because creating a community among
researchers is even a more challenging process than community building among other professionals.
Generally stated, researchers are individual players with a competitive attitude and huge
specialisation in a particular domain. As the different research institutes of the FFHS work dispersed
in Switzerland, the CoP was supposed to work virtually. All these facts are inhibiting for knowledge
transfer in general and community building in particular; so that trust-building process demands a
special attention and serves as a good case study for best practices about trust building in a virtual
environment.

This paper is composed on literature research, outputs of workshops and project experiences. After
an introduction in the trust theory and intellectual capital, the reader gets an idea about the specific
challenges of trust building in virtual environments. Furthermore, different methods and good
practices according the dimensions of intellectual capital will be presented through the case of a
Community of Researchers and linked to each other in order to give a conclusion at the end of the
paper.

2. Theoretical frameworks

Beside the concept of CoPs, two others are basic for this paper: Intellectual Capital and Trust — which
later on are linked to each other through the networked learning concept.

Intellectual capital is defined as the “Collective knowledge (whether or not documented) of the
individuals in an organization or society”. This knowledge can be used to produce wealth, multiply
output of physical assets, gain competitive advantage, and/or to enhance value of other types of
capital. Most authors have identified three domains for the division of intellectual capital: human
capital, structural capital and relationship capital. The theoretical analyses model for trust and its
processes will be developed based on these three domains. Regarding intellectual capital and
knowledge management, the notion of social capital enters the discussion, because social capital can
often be localised in very specialized communities.

CoPs are perceived, according to the author, as laboratory for creating intellectual capital for which
trust building is a success factor and therefore the focus is put on this aspect.

The concept of trust knows different approaches:

Niklas Luhmann differs between familiarity, confidence and trust. Familiarity draws the (asymmetric)
distinction between familiar and unfamiliar fields and puts up with the familiar what is characterized by
a common visions, symbols and norms. It is an unavoidable fact of life. Familiarity and confidence
presuppose asymmetric relations between system and environment. Confidence is strictly related to
expectations. Individuals repress unconsciously the fact that their confidence could be disdained.
Contrary to this, trust thinks that the individual can choose if he wants to take a certain risk or not; two
options are in place. In other words, trust is based on a circular relation between risk and action, both
being complementary requirements. If the individual decides to take a risk that means to be trustful,
he can reduce the complexity of the reality in which he lives. Moreover, the development of trust and
distrust depends on local milieu and personal experience and on previous structural reduction of
complexity. (Luhmann 1968)

In this paper we will especially refer to trust defined by Luhmann, because community members
decide if they want to join and engage in a community or not in a conscious process which is basic for
trust building. However, the concept of trust is also related to the confidence notion. A lack of
confidence may mean a lack of trust, and lack of trust means that behaviour which presupposes trust
will be ruled out.
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Pircher reassumes this concept also states that trust knows a personal level and an organisational
level and that the basis for organisational trust is the trust in a person. He names this mutual
cooperation. For the context of a CoP-context the organizational trust perspective is fundamental as
CoP are considered as professional networks. Therefore team work, free information exchange and a
positive working ambience are a very important intrinsic motivational factor for CoP members (Winkler
2012und Hartmann 2012).

How can we trust be created in a broader organisation context and so be linked to the concept of
Intellectual capital?

For linking trust and Intellectual capital, the concept of networked learning is crucial and will therefore
be introduced. Knowledge is a social phenomenon which can be identified not only, but especially in
informal networks. Furthermore, trust is a precondition for the community outcomes such as good
practices, assistance in problem solution as well as new knowledge and innovation. Trust is therefore
fundamental in a learning context. In this perspective the learner is considered as a self-organised,
engaged person with meta-cognitive competencies to reflect his engagement and his learning
methods in order to improve those (Bergamin et al. 2011). A community of practice considered as a
social network should be an accumulation of self-reflective learners who interact in a social network.
They are characterised by their know-how and fields of knowledge which are linked to each other
(Bettoni, Eggs 2010).

Trust looms large in the debate about social capital linked with intellectual capital. Some consider trust
as an outcome of social capital; others view it as a component of the shared values which constitute
social capital, whereas some consider it to be both. Relating social capital to thick and thin trust, thick
is seen as a property of intimate social networks and thin as generalised trust in other community
members as intellectual capital producer. That means we need thin trust in social networks to produce
intellectual capital. Thin trust emerge from weak ties system what was described by Granovetter
already in the early 70s (Granovetter 1995). He states that people whom you know rather cursorily
that means that they are not part of your socio-cultural system, can better support you in getting a
new job than people with whom you share familiarity trust that means the same living context. The
same process applies in the knowledge management context: You hardly get new insights from
people who work in the same company, with the same people and share the same working
experience. Consequently, you gain new insights from colleagues who work in the same field, but in
another context making different experiences. So you can learn different approaches and solutions
what allows an efficient knowledge transfer what is the basis of social capital creation as well as
intellectual capital. Weak ties are therefore one of the key success factor of a community. Facilitating
leadership, location independency and commitment are more characteristics which support the trust
building process in a CoP.

Together with self-organisation, innovation and creativity as well as a management with clear rules
and constructive feedback culture are part of new form of enterprise which is called Enterprise 2.0.
That means “a new sort of enterprise which supports a culture eliminating hindering structures and
less hierarchical structures stays, so that enough liberty space is at disposal for a directed knowledge
transfer.” (Stamer 2008) Other characteristics for an appropriated corporate culture are intention,
autonomy, job rotation and internal variety. (Lehner 2009) In the Krauthammer report the success
factors for an Enterprise 2.0 and a knowledge management system are described as trust building,
incentive system, continuous education courses and a clear. (Krauthammer 2012)

3. Trust building ina virtual environment

Blogs and social platforms such as LinkedIn, Facebook and Twitter have shown their potential in the
last years. Currently there are especially used for communication, marketing and customer service
issues, own in the knowledge management field you also find a huge potential. Researchers have
analysed community building processes on these platforms what also have brought new insights for
the concept. Trust building stays an important issue in this concept. In this chapter challenges and
opportunities of the trust building in a virtual environment are presented.
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As stated in the last chapter an individual first trusts in other human beings based on personal
experiences and secondly feeling of trust establishes towards an organisation. Than in third step, the
individual trust in the system which was put on place by the organisation.

This mixture of trust levels leads us to the finding that trust building — what anyway is a very sensitive
process - in a virtual environment on an organisational level becomes even more complicated and
therefore meets different challenges:

First, virtuality means that through new media a higher number of information is generated, so that the
user must dispose of a certain media competence and be adaptive to new collaborative culture
(Seppanen 2007). A huge amount of information is shared across the new media channels what
generates an information overflow in the cloud. There are theories who say that 90% of the generated
content don’t have an added value, therefore the challenge is to identify the good information. Here
the community can act as a gatekeeper which forward the important content and knowledge for the
core business.

Secondly, as stated in the first chapter before, trust can reduce the complexity of reality, so that the
individual feel more secure and can act, react and interact in his daily life. In a virtual environment
face-to-face (f2f) contacts are rarely be held and so trust must develop without physical exchange and
only through online contacts. In a first moment this virtual environment can generate a lot of fear what
is a clear obstacle for the trust building process, because the community member must trust in his
environment and the other members in order to generate outputs that mean to ensure participation in
a first and knowledge transfer and innovation in second step. A community will only work if a certain
level of trust exists among its members (Becke 2012).

In a virtual team — beside the human factors of trust — the dimension of trust in the technical system
with its functions (linked to the data security) comes along: This dimension is hardly linked to the
organisational and personal trust-dimension, because the user takes the obvious risk if he decides to
participate in a system whom technic is provided by an organisation and where human beings are
members and could possibly abuse the data. This technical trust dimension has often being
discussed in public due to a lot of privacy scandals. That have negatively affected humans trust
influenced the trust building in the last years which.

Beside these challenges, a virtual environment also provides different opportunities. Web 2.0
supports the creation of “User Generated Content”. Content consumer become prosumer, that means
that they connect, collaborate create and share with other users and start to produce knowledge on
different platforms and make it accessible for everybody. So the user get used of an interactive
valuation of new generated contents and know-how. (Callahan at al, 2001) So the virtuality make
knowhow accessible for everybody. Anyway, the so called digital divide still exists: The Nielson rule
says that only 1 percent generates content in the web, 9 percent comment on it and 90 percent only
read it. That means that the trust radius is build around this 1-percent-people.

Regarding the handling of the huge amount of information we get through the internet, the community
plays a key role. It helps through its mechanism of auto-selection: good contributions will be
recommended and false information will be corrected (cf. Wikipedia). As every user knows that wrong
statements will be corrected by other users, the system begins to align itself.

Having reviewed especially the information and technique side, we know look at personal
characteristics for trust building:

Brogan und Smith elaborated a formula which should help to calculate trust in a virtual environment:
(C (credibility) x R (reliability) x I (Intimacy) / S (Self orientation) (Brogan, Smith 2010). The formula
says that the more credible and reliable a person appears, and the lesser | am in doubt about his
altruism, the more | will trust him or her. In a business context, a person appears credible if we know
that he has a certain expertise and also is conscious about his strengths and weaknesses. Keeping
deathlines, quality assurance raise the rating of reliability. Intimacy evolves over time and common
projects. If | have worked successfully with a person over some years, | like to continue her work. It
helps when | feel that the person is not only searching his personal gain, but engages for common
purposes (self orientation). The first three criteria are linked to the competence which a person shows
and the experiences. Beside competence two other factors influence the trust: goodwill and integrity.
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In specialized communities such as communities of Practice we often discover that this trust building
factors are very well established and so a certain high trust level and social capital have build up.

All the mentioned factors especially refer to the personal and relationship level of trust building, but
we also have to consider the virtual one:

For a deep analysis of the case of a virtual CoP of researchers, we need to link the three different
trust levels (personal, technical and organisational) in order the three dimensions of intellectual capital
which are crucial for knowledge production in a virtual CoP. This linkage shows a new approach to
the three dimensions of intellectual capital:

Linking intellectual capital on a personal trust level, the author describes human capital with personal
characteristics and competencies of every single community member (cf. trust formula from Brogan
and Smith). Secondly, the level of structural capital focuses on technical aspect of the community
such as the chosen platform with its functionalities as well as privacy and security issues. The hard-
and software and its usability are basic that community members use a platform. Last but not least,
the relationship level studies the organisational culture which supports trust building in an
organisation. In the following chapters this three levels and methods are presented in order to show in
the last chapter which methods for trust building worked out and which failed in the building process
of the community of Research at FFHS (Davenport 2004). In this last chapter will also been stated
how the three levels of intellectual work together in the trust building process.

4. Trustbuilding methods in a Community of Researchers

In the year 2008, the RMU of the FFHS got the assignment to build CoP in order to link those crossing
departmental boarders. First, of all some workshops were held in order to create a strategical
framework for the community. This is a very important step, as former experiences have showed that
knowledge experiences fail if the staff is not integrated in the implementation process and don't
support the experience. The community of Practice method put the focus on the human being.
Therefore, it is recommended that the stimulus for the community launch comes from community
members that means that it follows a bottom-up-approach. Generally, communities need a new
approach of role assignment where power structures don’t interact in a hierarchical manner
(Granovetter 1995).

For this, a requirement analysis was made in order to define a common goal, negotiate the meaning
of CoPs key concepts and define the basis of the activities as a common practice (Wenger 1998).
This elements are important to put the fundament for motivating people to trust each other in a
community.

Community of Researcher: The main objective of the community was to improve the research output
at the FFHS, in particular discuss and improve the promotion of research. The common practice was
research methods, project acquisition process, partner development etc. The common activities
should be common projects and tasks as well as exchange meetings during the year.

The raised question during this initial period during the community building was if this practice is
enough for building the community.

4.1 Human capital

Human capital bases on personal trust relations which are fundamental for the development of new
knowledge and the dimensions of intellectual capital. Individuals possess the know-how in their heads
and the aim of community is to explicit in a typical knowledge-management process of gaining and
sharing. Community members are therefore seen as self-organised individuals who have a personal
interest in expanding their knowledge and finding new insights (cf. chapter 1). Only if the community
members trust each other, they will ask for support in case of a challenge and the CoP will act as
intellectual capital producer. Only if the individuals can gain new knowledge through their engagement
in a CoP or can share their own knowledge with other members, they will participate. Beside this
principle of reciprocity, the desire for appreciation and the desire to contribute and to be part of a
community animates people to participate in a community. The participation is the first step to trust
development; or in Luhman’s terms “confidence” which is the basis of organisational trust which is
fundamental for the creation of organisational trust.
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In order to build a professional knowledge community it is important that its members are conscious
about the competencies of each member. So, the installation of knowledge maps (also called “who-is-
who"-or competence-maps or yellow pages) is crucial. This is a meta-cognitive knowledge instrument
which acts as a navigator through the knowledge repository of community. That can be made with a
competency map which is included in the CoP-platform. (Eppler 1998).

Another method which helps to strengthen human capital is the method of storytelling. Throughout the
Social Media boom and the knowledge management boom a very this very old method has become
more important than ever. People can share their knowledge talking in a history with a message and a
dramatic arc. So the content of the story stucks better in the head of the listener. So a specific
situation and the linked knowledge get a meaning with a clear beginning and a clear end a certain
complexity and new possibilities. Storytelling has therefore become an established knowledge
management method which has even become more important in a virtual context. With new media
community members got different media channels to express their stories in a more expressive
manner and enter into a dialog. (Frenzel, Muller, Sottong 2006).

Management

Markt

)\nd@ae

Finanzen

Internat

Figure 1: Competency map

Community of Researchers: The community members had to list their competencies (personal,
methodical and hard skills). Than all the competencies of the CoP were visualized in the in figure 1
showed map. Every member could press an interactive bottom in order to know who has
competencies in that field. The finding process was very easy, but the cultivation and actualisation of
this map was considered as difficult. Besides their daily business, researchers hardly found time to
actualize their data.

Storytelling was hardly used in the community of researchers. As its members weren't used to this
method, they preferred to share their knowledge with traditional methods.

4.2 Structural capital

CoPs have become a favourable knowledge-management-tool for organisations whose staff work
geographically dispersed, so that most CoPs interact in a virtual space using new technologies such
as elearning platforms, standing-alone solutions, social media platforms etc. Therefore, a lot of
authors use the concept of CoPs only for virtual teams and the structural capital dimension cares
especially about technology (platforms, functionalities etc.). (Kim 2000) CoP members should trust in
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the technical system who protect their data as well as in the other members who will treat their data
confidentially.

In order to foster this structural trust, a system should be established according to following criteria:
f Adapt it to the needs of the staff

f Adapt it to the competences of community members

f It should ensure (data) security

f Ensure free access for everybody

Different experiences have shown that a lot of CoPs failed due to technical problems or technical
problems were used as an excuse for not participating. The solutions were said to be too complicated
or the members didn't have enough media competences for the use of such platforms. Therefore, the
basic rule for all communities (and knowledge management initiatives in general) is that needs must
drive the technology what means that first the needs must be identified and then an appropriated
solution be implemented. The system should be easy, intuitive and with a good usability. To fulfil this
requirements experts recommend to use existing systems.

Community of Researchers: The FFHS - Research Management Unit wanted to use a platform which
was already known at their university. Therefore, they redesigned the course rooms of their learning
management (LMS) system moodle which contains the main interaction functionalities wikis and
forums and the possibility to store documents. They called the exchange platform eDolphin what
should be a symbol for the weak-ties-system of dolphins. These animals normally swim alone, but
help each other during foraging; in this way also communities and researchers should collaborate.
The platform was hosted at the FFHS and data were protected in the system.

Concerning the structure of the platform the RMU-team followed Wengers’ in chapter one presented
CoP dimensions; people (staff) representing the community, research services representing practices
and projects representing the domain (cf. big navigation bottoms in the screenshoot):

FFHS Q‘ ,,'ﬂ// ‘WT’ [ ‘\ _?._ % Sie sind angemeldet als Cindy Eggs (Logaut)

= A Y -\

FFHS » eDo @ Rollewechseln ~ [ Bearbeiten einschalten

We trust
(in den letzten § Minuten) - our competence

Il cindy Eggs "

: \; v Welcome &

&3 Teilnehmer/innen Sree
17.03.2011

PEOPLE RESEARCH SERVICES PROJECTS iy

BE Do News 2011 Emst von Glasarsfeld

B <Do News 2010 more..

5 200 Newstoard 3 Proiects imor..; A

Figure 2: eDolphin platform

Under the section “People”, CoP members could find the knowledge map and all information about
the f2f-meetings. Under the section “Research Services” the common practice with information about
current projects, funder institution, publications etc. could be detected. Common projects and tasks
were described in the “Project” section.

Some researchers were wondering if moodle deliver the necessary functionalities for a correct
functioning of the community or if there are other, better solutions.

4.3 Relationship capital

As stated in chapter 3 of this article, the relationship capital refers to the organisational trust level
which is fundamental for the functionalities of a community. Therefore, a corporate culture which
facilitates the formation of weak ties and the cooperation between different members forms the basis
for a CoP. Important elements of such a culture are: Common identity, bottom-up-implementation,
common understanding and development of community rules without administrative controls and
huge number of users.

It is very helpful if the management of an organisation participates in the community (or at least
supports it during the kick-off phase). Their role in the trust building process is also quiet crucial: If the
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senior management trust in its staff, they will give more space for creativity what motivates them to
share their knowledge. Flexible working hours, management by objectives and content autonomy
create such liberty (spaces). Also the establishment of appreciation mechanism help to support trust
building.

Beside the management, a crucial role is assigned to the community leader (or in communities often
called facilitator) who takes a model role and serves as a good example for other members:

¥ Convey a transparent and open communication culture by
stable communication flow

short response-time

informal workspaces

Convey a constructive mistake and feedback-culture by
generating an atmosphere without fear

sensibilizing with the management

appraising mutual Appraisal

assuring a transparent conflict management

Convey a success-story attitude by

telling positive success stories

focusing on common success

~h ~n ~h ~h —~h ~—h ~h ~h —H

Besides these good-practice examples, there are also boundary factors which hinder trust building.
Fears of power loss or open confessions concerning gap in one's knowledge can for example
constrain an active participation in CoP.

First of all, a core group should be put in place which consists of representatives of every
organisational unit and hierarchical level (Pircher 2010). All the core group members should follow
some fundamental principles of networked learning and trust building: non-hierarchical, cooperative
attitude towards its members etc. (McMillan 1986). The task of these core group members is to show
the advantages, the activities and the functionalities of a community to their colleagues in order to
animate them for an active participation. In this context authors such as Solis talk ,Influencer* which
should find the balance between traditional and new methods (Solis 2011). At the same time the core
group act as gate keepers filtering information (Brogan, Smith 2010).

For the description of core group members we can refer to Gladwells theory of the power of the few.
This people recognize trends and spread them through their social links and their energetic and
enthusiastic charactar. They can be split into three groups of people: First, the intermediator who is
very well linked because he occupies different niches, so that he feels familiar with different groups.
Secondly, the social motivated knower who wants to help for the best deal and make
recommendations without thinking in his personal gain. Thirdly, the charismatic seller who make
messages very popular (Gladwell 2012). Accordingly to these categories, a core group member is
well linked in their company and generally communicative and competent in their field for giving an
added value to the community. If it is possible, some f2f-meetings can be very supportable for the
trust building process.

Community of Researchers: The coordinator was part of the RMU and formed together with one key
player of every institution the core group. This core group gave impulses for the topics of the
community and tried to motivate other researcher to cooperate in the CoP. Especially the Research
Management Unit staff animated forum discussions and the use of wikis. They did in a cooperative
way in order to establish a new collaborative culture with flat structures, open communication and
constructive feedback. As they acted in a traditional hierarchical system which was dominated by
different people, it was difficult to establish such a culture.

Moreover, most researchers were very busy with their daily business, so that they hardly found time to
become an active member of the community. At once, they didn't feel the need of community as much
as the management who asked for its building: A bottom-up-approach would have been more
successful.
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5. Trust building in a Community of Researchers: Key f indings

The establishment of a community has partly been successful. Researchers know how to use moodle
and search research information on the platform. Some of them share their newest findings on the
platform. But still the main conversation is made through mails and on a basis of f2f contacts.

General statements: A common goal and a common practice are crucial for the establishment of a
CoP: Only if members work together on a common purpose, they will trust each other in the long run.
The research management topics weren’t enough to link the researchers, because their research field
with particular content was considered to be more important. Therefore, real trust relations have been
built especially through common projects and common tasks. Only the researchers who have been
working together in projects have established deep trust to each other.

Personal capital: Once you have worked with some people and know about their competences you
will establish personal trust and personal capital. This can be supported with a competency map in
order to identify the members’ know-how. This competence map must be supported with a system
which can easily be actualised.

Latest initiatives have shown that the cultivation of competency maps is easier if you work with a
social business network such as Linkedin or Xing. Here the user enters his competences in the
foreseen field, and make them as well as his contacts accessible for other members of his network.
Another advantage of the system is that user keeps the information on their profile anyway actualised,
so that the information transfer can be assured.

Structural Capital: Some researchers complained that the moodle-platform wasn't the best platform
to establish a community, even if the most important functionalities as forum and wikis are put on
place. After some simplification, researchers knew how to navigate in the moodle system.

Moodle has the advantage that most collaborants knows it and that the data are protected. There are
also people who suggest to use open platforms such as facebook, Linkedin or yammer. Yammer is a
good solution for a CoP in an university as only people with the same acronym have access.

Over the last year, it has become obvious that the CoP members start to use public social media
platforms to share their knowledge. They use Twitter and its hashtags to link with an international
community. At the same time they write a blog in order to publish they working results and get a
dialog with the international research community.

Relationship capital: The creation of a new culture is still in progress due to traditional overall
structures at the university. It takes a long time and many good examples to establish a new
communication and cooperation culture. Not working in the same town, but in the same country, the
RMU established four f2f-meetings a year in order to animate the exchange between the different
research groups what is very helpful for the relationship capital.

The establishment of a CoP for a group of researchers’ environment might be easy due to their clear
know-how about personal competencies and their affinity for technical systems and their open know-
how towards people. On the other hand a common goal is missing and the linking element is the
common interest for research topics. Therefore, the appellation of a group of interest could be even
more accurate than the Community of Practice notion.

6. Conclusion: Relation between different trust dimens ions

All three dimensions of intellectual capital are important for the trust building process.

The described use case shows that trust building is a very sensitive process, especially in a virtual
context. Anyway, it is fundamental for the establishment of a CoP and the knowledge transfer as well
as the establishment of intellectual capital. For the analysis of trust, the different dimensions of
Intellectual Capital can be very adjuvant.

www.ejkm.com 220 ISSN 1479-4411



Electronic Journal of Knowledge Management Volume 10 Issue 32012

_ Structual
Personal Capitil Capital

Competency Map Existing and easy
system

Relationship
Capital

New culture

Figure 3: Trust building methods according to three dimensions of Intellectual Capital

Trust first is built between community members (that means confidence and personal trust) which
foster personal capital. Once, this is established the second level of structural trust that means a good
technical system is addressed. Functionalities of the tool were implemented according to the needs of
the community members Different experiences have shown that a lot of CoPs failed due to technical
problems. The solutions were too complicated or the members didn't have enough media
competences for the use of such platforms. Therefore, the basic rule for all communities (and
knowledge management initiatives in general) is that needs must drive the technology what means
that first the needs must be identified and then implemented. In our days, a community can use public
social media platforms such as Twitter, Linkedin and other if they are aware of the security and
privacy issues.

At the same time, this experience proves the widely known fact that technology is given too much
importance in knowledge management initiatives (Belliger 2007, Bettoni 2010). If you implement a
very good tool, but you fail to train and elaborate a new culture of collaboration and cooperation, your
initiative won't bear fruit.

Once these key factors are in place, a new culture must be established what is the biggest challenge.
Our case has shown that trust building needs a long period of time, especially in a virtual learning
space. If people are not focused in the same matter, it is difficult to establish trust relations.

The relationship and human dimensions are much more important than the structural, because if you
can animate and motivate people to be open, share their knowledge all technical issues are
secondary. The basis is the human dimension, because a common topic and certain know-how of the
individuals are crucial for the knowledge transfer. The third dimension, the relationship level, is even
more crucial, because individuals only build trust and work together, if they communicate openly
together, if they get constructive feedback and see the results and success of their communities.

Through Social Media new methods who focus on the person gained new insights. Different tools and
functionalities open new possibilities for a dialog and the integration of new media. People gain more
media competences and start to trust in technical systems and contacts established in a virtual world.
At the same time, the breakthrough of Social Media helps to establish a new corporate structure
which focuses on liberty, innovation and trust. Companies as intelligent knowledge based
organisations will learn that only with such a mentality they will be successful in a long term.
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Abstract : The contemporary approach to the concept of ‘intellectual capital’ has transformed. The three
components (human, relational and organizational capital) are not enough to reflect reality, as the static
perspective was replaced by an integrative vision: intangible resources, actions and process that contribute to
sustainable competitive advantage. However, this theoretical division provides solid ground for explaining the
close bond between trust, cultural identity and cooperation, ‘soft concepts’, and intellectual capital in knowledge-
based organizations. Therefore, we consider it is of high interest to identify the nature of the relational and
organizational capital, and trust association. Is it first trust and then the two intellectual capital components, or the
other way around? Also, we can take one step further and consider the intellectual capital formation process and
architectural scheme behind it. This paper aims firstly at offering a theoretical framework for the liaisons between
the concepts previously mentioned and intellectual capital, underlying specific characteristics for the Romanian
educational system, especially for tertiary /higher education. The second objective is to provide new research
directions, comparing the findings with situations of other cultures, like Japan and USA. The research
methodology comprises a thorough literature review of scientific studies and of the 2011 National Romanian
Education Law. It focuses on the changes and challenges for the intellectual capital formation phase. Also, it
involves an empirical investigation of an evaluation of the current intellectual capital formation route. The
research instrument is a questionnaire, collecting information for both quantitative and qualitative research
purposes. The findings of this paper seek to identify the structure and dynamics of the intellectual capital
formation process in the Romanian higher education system. As well, we hope to lead to concrete solutions for
improving general dynamics, and acknowledgment of trust, cooperation and cultural aspects as corner stones in
education intellectual capital formation area.

Keywords/Key Phrases : Intellectual Capital, trust, cooperation, education, organizational culture, human capital,
sustainable competitive advantage.

1 Introduction

This paper aims at offering a theoretical framework for the liaisons between the trust, culture,
reputation and intellectual capital, underlying the specific characteristics in the case of the Romanian
educational system, especially for the tertiary /higher education situation. The research methodology
is based on a thorough literature review of the scientific studies and of the new National Romanian
Education Law adopted in 2011. The paper also involves an empirical investigation of a concrete
evaluation of the current intellectual capital formation route. The instrument used is a questionnaire
chosen due to the possibility of collecting information for both quantitative and qualitative research
purposes. The findings of this paper seek to identify the structure and dynamics of the intellectual
capital formation process in the Romanian higher education system. We hope these might offer some
practical solutions for improving the general dynamics, and contributing to acknowledgment of trust,
cooperation and cultural aspects as corner stone in the education intellectual capital formation area.
We consider this approach important as it provides some arguments for a brief explanation of the
close link between trust, cultural identity and cooperation, as ‘soft concepts’, and intellectual capital,
as the source of a long-run sustainable competitive advantage for the knowledge-based
organizations.

2 Theoretical perspective

2.1 Intellectual capital: human relational and organizat ional dimensions

Intellectual Capital has been explained in a multitude of ways however the definition put forward by
Edvinsson and Malone is, at the moment, the most generally accepted one.
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Intellectual Capital implies human, system and market elements. Human capital refers to what people
can do individually and collectively. The system component represents the knowledge in the firm
which is independent of people and includes patents, contracts, databases, and information and
production technology. The market component consists of the relationships between the organization
and outsiders, e.g. suppliers, distributors and customers. According to this definition the components
of Intellectual Capital were divided into 3 parts: human capital, organizational capital, relational
capital.

This division was done to show the economic behavior of the various Intellectual Capital components.

2.1.1 Human capital

Human capital can be defined as the employees characteristics that can be transformed into
resources for the organization and which cannot be replaced by machines or cannot be transformed
into codified knowledge. It is comprised of: top management experience and quality, employee loyalty
and attitude, ability to execute a strategy, personnel reputation.

In higher education system possible measurements of human capital can be represented by the
number of registered students for different degrees and of those who graduate, articles and papers
published by professors and students, researchers, academic degrees, training programs designed
and delivered, seminars and conferences; also, the number of collaborators and students attending
different courses from other national and international educational institutions.

Still most significant for universities, both in Romania and European countries, is the number of
students. More educated persons contribute to increased productivity, they stimulate the innovation
process in many economic sectors and also technical and technological development and transfer.
On the other hand, due to issues regarding measurement frameworks and instruments there has not
been satisfactory proof of a direct connection between investments in human capital and national
economic growth (the Board of Secondary Education Rajasthan (BSER).

According to European Commission Eurostat, the statistical office of the European Union, tertiary
education is the type of education delivered and received in universities, institutes of technology and
institutions where academic degrees and other kind of professional certificates are granted. And it is
noticeable a encouraging tendency with regard to young people — two thirds (61.3 %) of people with
ages between 20 and 24 years were enrolled in tertiary education in 2010. As for Romania, as
presented by Eurostat, in 2010 it stands on the first position of the hierarchy, reporting an increase in
the number of students compared to the number of residents, especially the capital Bucuresti, and the
adjacent area, lIfov, followed by other academic cities like Prague in the Czech Republic, Bratislava in
Slovakia or Vienna, Austria. But the percentage decrease as the age of individuals increases.
Therefore, only 33.6% of the 30-34 years European population graduated from tertiary education in
2010. still, the Eurostat appreciates an overall positive trend that it is also encompassed as objective
for the Europe 2020 strategy, aiming at a 40% by 2020 (Eurostat’'s regional educational statistics,
2012).

In Romania, the National Institute of Statistics provides through the statistical yearbook, some of the
most important data on education, including tertiary education. According to its methodology, this
section includes number of faculties, enrolled students, graduates and teaching staff, also short term
higher education (colleges), and foreign students who study in Romania; Romanian students who
study in other countries are not considered (Statistical yearbook 2010, Education, Methodological
notes). In relation to Figure 1, it is noticeable that the educational staff working in 2010 has mostly
graduated from secondary education (50.3%), while only 11.6% has also graduated from tertiary
education institutions. In contrast, the total number of graduates from tertiary education overcomes
those individuals with secondary or vocational and apprenticeship certificates.

This imbalance ought to be solved as the economic crisis put extra pressure by imposing austerity
measures, affecting education too. Except from severe budgetary cuts of funds allocated to this
sector, employment was restricted therefore forcing universities to manage more students with the
same number of academic staff.

As for research and innovation activities, according to the National Institute of Statistics, most
employees are active in tertiary education, while the funds for financing this activity are once again
coming for the most part from the state budget, with limited foreign investments or enterprises’
support.
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Figure 1: Teaching staff, by level of education vs. Graduates, by level of education in Romania
Source: Adapted from the Statistical yearbook 2010, Education, [online]
http://www.insse.ro/cms/files/Anuar%20statistic/08/08%20Educatie_ro.pdf , [17/06/2012

2.1.2 Organizational Capital

Organizational Capital encompasses all the intangible elements internal to the company that cannot
be expressed directly on the balance sheet. This includes structural appropriateness, informal
processes, quality of organizational governance or R&D productivity, tacit knowledge and brands but
isn't limited to this list and can include virtually any type of employee knowledge that has been
internalized by the company and can be transferred to others’, this includes intellectual property and
processes.

Organizational culture, with its specific norms, values, organizational learning process and beliefs;
technological and IT infrastructure of universities, doctoral institutes and other tertiary education
institutions; procedures and rules, the trademark, management systems too, are vital for developing
the organizational capital.

An obvious feature of Romanian organizational capital in tertiary education is a very rigorous
organizational structure. Defined and made compulsory at national level by the National Law of
Education (in Romania there is yet a degree of centralization of education), it is usually fully detailed
and acknowledged by a set of unique documents at each institution hereafter named, though this is
not an exhaustive list:

f Charter of the university

f Ethical Code

f Operational, Quality and Strategic Plans

www.ejkm.com 225 ©Academic Publishing International Ltd



Marta- & KULVWLQD 6XFLX /XFLDQD 3LFLRUWXU

The activity of universities is ruled based on these documents and other internal but not available to
the public. But what it is missing is that in Romania there is no active model or other framework for
reporting, evaluating and measure and finally disclosing intellectual capital, including organizational
capital. So there is little empiric proof of its development and relevance for the education sector.

2.1.3 Relational Capital

Relational Capital can be considered to be external to the company. It comprises the outside
connections that a company has; this includes customers, suppliers, partners or other types of
stakeholders or organizations that are in some way relevant to the companies’ activity.

This type of capital is the hardest to build and to manage because it requires both time in which it can
grow as well as trust on both sides. The concept of trust will be discussed in more detail further in the
paper.

Also known as client capital, it is quite similar to human capital, as none of them belongs entirely to
the organization but they must be shared with the other stakeholders — students, employees,
management team, investors, etc. Therefore both types of human and relational intangibles need
special attention from the educational systems in order to develop and increase. Especially because
loyalty from beneficiaries (students and researchers), reputation and image of an university and the
quickness of response in order to adapt to the changes in the educational environment (supply and
demand relationship) are influenced by the level of development of the relational capital assets.

2.2 Trust — as a ‘soft concept’

After illustrating the dimensions of the intellectual capital — the relational and organizational
components, considered o f major importance for the theme of this paper, another ingredient must be
included: trust. As mentioned in the abstract, it is of great importance to determine whether trust or the
relational capital and organizational capital is the first to be shaped, as they are relevant in the
creation of the sustainable competitive advantage within a knowledge organization.

Therefore, the concept of trust is essential. It influences dramatically the cultural identity, the
organizational culture in general as well as knowledge flow in today knowledge society. Both
intellectual capital components and trust are intangible elements, so that they all are quite difficult to
be managed in practice. However, trust must be strictly and attentive managed as it represents raw
material for intellectual capital, as we are going to demonstrate in the following parts of this study.
Being interdisciplinary considered trust has various definitions and features identified so far.
Summarizing the findings, trust can be characterized as being (Huotari, livonen 2004):

f Cognition-based trust (rational perspective, based on competence, responsibility, integrity);

f Affect-based trust (involves emotional aspects such as altruism, concern, etc.).

This concept of trust is connected to the intellectual capital through very strong links. Firstly, trust is a
key-part for the relational capital (a set of all relationships—market relationships, power relationships
and cooperation—established between firms, institutions and people that stem from a strong sense of
belonging and a highly developed capacity of cooperation typical of culturally similar people and
institutions (Capello and Faggian 2005). In this context, it is obvious that the development and
business potential of a business or organization depends increasingly on its relational assets (Dyer
and Singh 1998). On the other hand, as any assets, the relational assets involve opportunity costs
that have to addresses when evaluating the potential; in this case the costs are represented by the
limits of their relational network meaning that there are certain opportunities that cannot be exploit as
access is limited to them. But the bond is trust.

From this theoretical analysis, it is clear that. Firstly, it is the normative trust that involves rules and
identity created by the sense of belonging and shared values, models and visions. Secondly,
predictive trust is involved as high trustworthy relationships are required for the relational capital to be
productively exploited by an organization.

Another significant liaison is between trust and organizational capital. As well as the social or
organizational capital, this capital is formed of intangible assets- rules, norms, routines and
organizational culture, that help to form a way of making the aforementioned, and takes to the
development of organizational competence (Bueno-Campos, 1998).
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Therefore its concrete contribution to an organization success cannot be financially quantified, at least
not in a satisfying manner. Still, it can be observed that rules and norms, as well as other constituents
are closely connected to trust as they could not exist in its absence.

Practically, the sources of trust associated to the organizational and relational capital, as well as to
the social capital, are mainly social relations and shared norms. Fukuyama (1995) defines trust as ‘the
expectation that arises within a community of regular, honest, and cooperative behavior, based on

commonly shared norms, on the part of other members of the community’.

Table 1: Sources of Trust
Trust Type Belief Structure Norms Social Institutions
Belief in good
intent,
competence,
Individual reliability,
openness
(Nahapit and
Ghoshal, 1998)
Embedded with Mutual
structure obligation
. (Granovetter (Wolfe, 1989);
Collective 1985); Reciprocity

Social structure
(Coleman, 1988)

(Putnam 1993;

Misztal 1996);

Characteristics of
system
(Fukuyama 1995;
Fox 1974);
Create rules &
incentives
(Farrell & Knight
2003)

Social System

Source: Fu, Q (2004) ‘Trust, Social Capital, and Organizational Effectiveness’, Major paper submitted to the Faculty of the
Virginia Polytechnic Institute and State University in partial fulfillment of the requirements for the degree of Master of Public
and International Affairs, p. 18

There are many arguments and quite diverse on the relationship between trust and intellectual capital
components. May trust be considered as a precondition of relational and organizational capital, or all
the way around? But, a product or a prerequisite, it cannot be denied that intellectual capital depends
on its formation process on the existence of trust. The relationships, the cooperation and the
organizational development cannot exist without it. But on the other hand, trust must be understood
as more than ‘a concept’, it must be also represented by action. As the intellectual capital-
organizational, human and structural, is built up inside an entity, trust must become alive. The logic
behind is quite simple: though most of us consider it as an abstract notion, scientifically analyzed and
reasoned, in reality trust cannot exist unless is felt by every member of a community or an
organization. In case of ambiguity, lack of clarity and confidence, tacit knowledge remains at
individual level, without being completely valued. It is a system, that shows how a trusting ambiance
allows tacit knowledge to develop and to be shared, and finally it significantly contributes to
intellectual capital expansion.

2.3 Organizational culture and identity

The concept of trust has a significant impact over the context of an organization. Therefore, it
influences the organizational culture and its identity, connecting with the relational and organizational
capital. It also determines a specific architectural system applied into practice both for knowledge and
information circulation and formation process. But as the economical development and globalization
transformed entities, including a well-built international component, organizational culture involves
also identifying cultural traits so that they can be valued at their maximum potential.

For example, the employees of a multinational company will adhere to the practices and norms of the
entity, but they will still preserve their values, that are the values specific to their belonging culture and
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that also define them as individuals. The main reason for which cultural traits are essential is that
these are expressed directly through the way they interact with their colleagues and superiors,
through their desire to act or on the contrary through inactivity, having a great weight on the long run
results of the organization as a whole.

In the case of Romania as in the case of other Eastern European countries that were under a
communist regime, it must be considered the dichotomy existing between the national identity and the
European identity. This may be the corner stone of the European architectural system on which future
development of the Union is depending on. Though having a common cultural heritage up to a point in
time, the Western and Eastern Europe have evolved into two dissimilar life styles and conceptual
patterns.

Under these circumstances, organizational culture in the Romanian organizational environment has
very different connotations than in other European countries, imposing also particularities for the
intellectual capital- organizational and relational, as well as social capital. But trust and dialogue are
the key-elements (Huotari and livonen, 2004) for developing a healthy organizational culture and
encouraging knowledge creation and sharing.

In the following lines are going to be illustrated the three main Romanian organizational culture traits
as they were identified in a study performed on 34 Romanian companies (Human Synergistics
Romaénia, 2004-2006), taking into account the major transformations taking place before the
economic crisis.

Firstly there might be an exaggerated competitiveness. Being the best of employees is crucial, but
many times this does not imply attaining the organizational goals as well. Also, this is true even for
less important aspects such as discussions or presenting an idea; everyone has to be ready to fight
and demonstrate that he or she is right. However, this is disrupting the activity and it affects the entity’
results, it causes stress and conflicts, while in the end the organization is divided into small factions or
even segregated according to personal agendas.

The second issue is represented by conventionalism. Rules and procedures are of high interest and
must be respected, as sometimes they weight more than new ideas. According to the one of the
managers saying- ‘This is a very good idea, unfortunately we have a rule that forbids it’. Therefore,
changing the norms when they do not support any longer the well being of the organization is a
complicated task.

The last concern is the self-developing. Of course, it comes with a great surprise as it is synonym with
orientation towards the future, creative surpassing the obstacles, and even the desire to have things
done in a professional manner. But this is a present reality for all the companies involved in the study,
revealing the key-role of the organizational environment in the formation and progress of the work
practices.

Yet, most of the multinational companies function based on the division of labor, as Adam Smith in
the Pin Making Factory from the Wealth of Nations (1776) showed its numerous advantages.
However, trust is limited: though the organizational structure includes managers and supervisors,
even they are distrusted. Most of the profit and non-profit organizations are periodically subjected to
the evaluation process performed by certified accounting companies. And though it may be justified
as a necessary component for demonstrating a solid financial position, another reason is distrust.
Managers are also presumed to commit errors. But there are certain negative implications. As any
system the division of labor shows certain flaws. Firstly, a person performing the same task endlessly
limits his or her ability to solve new situations, which cannot occur under such circumstances
artificially controlled. Secondly, as Adam Smith himself mentions, it makes the individual incapable of
‘forming any just judgment concerning many even of the ordinary duties of private life’.

On the other hand, differences are not only due to the political regimes inheritance. Such a case is the
one of USA and Japan (Yamagishi, 2011). It is well known that Japanese are considered as having
more trust when it comes to business contacts and relations; somehow this is considered an axiom.
Though trust is the main ingredient when considering Japanese society and relationships among its
members, sometimes even replacing contractual obligations so familiar to western nations,
Yamagishi’ studies (1988, 1989) indicate that this is not always the case. On the contrary, Americans
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seem to be more ready to trust people who are unfamiliar to them then Japanese are. An explanation
could be the cultural stereotypes, though they seem not to fit the reality anymore.

3 The Romanian educational system at a turning point

On the other hand, the European educational systems and the beneficiaries, the students, are no
differently treated with regard to trust and general perception of how thugs should be carried out. This
results from the challenges that educational systems are confronted with and more precisely from the
architectural structure of the Romanian system.

The challenges that lie ahead for the educational systems are extremely diverse. The most important
ones are related to the national specific of educational systems and the suzerainty belonging to the
state. Though the inclination was to adhere to a common approach to education, especially in Europe
as the European Union consolidated its institutions and increased the number of members, there are
obvious signs that things are evolving. Such examples are Germany, organized in territorial-
administrative units, ‘Bundeslaender’, or Switzerland, where is the sub-regional administration and
evaluation of the educational process which focuses on specific local conditions is a reality. Similar
situations can be found in Spain or Belgium.

Another problematic aspect is connected to the intercultural socialization which is more directly than
ever to education, as the migration phenomenon takes amplitude. Considering Romania and other
European states that are not ready to face it and the educational system even less. Mixed classes are
a contemporary practice, both in elementary and superior education. However many institutions are
overwhelmed by the situation and the only rapid solution was to form foreigners’ classes. The
scholars require support from the professors in order to learn the language, norms and so the
teaching process is difficult. Additionally, the lack of legal and administrative provisions complicates
also things (Suciu et all 2011).

More specifically, in Romania the educational system has been modified significantly over years.
However, the studies confirmed recently the fact that in the case of Eastern Europe countries the
financial support offered for developing and investing in human capital and intellectual capital is quite
dispersed, diminishing the amplitude of results. From the communist époque of education, between
1968 and 1978, when the number of compulsory years of school was increased to 10, while the
curriculum was established at the level of national authority, and Information and Communication
Technology was introduced as study discipline in 1970, along with a very useful educational
instrument — the educational press (Neagu, 2009).

After a series of essential political changes in 1990, free access to education was guaranteed for
every citizen and a new Education Law was enforced in 1995. Four years later Romania adhered to
the Bologna Declaration, integrating and modernizing the Romanian education system: it was
developed a national framework of qualifications compatible with the European Qualifications
Framework by the National Agency for Qualification in Higher Education, the decentralization process
was amplified and culminated in 2011 with the new National Law of Education.

As mentioned before, changes have not succeeded completely in submitting a new and better
foundation for education. Therefore, lack of trust does not allow tacit knowledge transfer and
codification, or creativity. As there still are many universities where most classes are represented by
courses delivered with the help of PPT presentations and a list of books, followed by tests and other
evaluation papers wherein students are expected to reproduce more or less accurately the content of
the lectures. The consequences are dramatically, as mentioned above, after the students graduate
and become employees. Distrusted as students by their professors and the educational system, they
confront once again with a similar attitude from their employer. Not knowing how to deal with a new
situation that has mainly no connection with the books they learnt by heart, low level of trust and
conventionalism, the vicious cycle seems to continue uninterrupted.
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3.1 Research methodology

For this paper have been employed two different research instruments. As we consider both
qualitative and quantitative research of great use in this type of study, we made use of triangulation of
methods. Therefore, it was performed a thorough literature review of national and international
relevant papers (theoretical and empirical literature about earlier research in the intellectual capital
field, methodological literature), followed by a analysis of the National Law of Education from 2011, as
it is the decisive factor of change for the Romanian education system and also with great impact over
the intellectual capital, namely the human capital, formation process. As quantitative data was
required for the empirical part of the research, it was used a questionnaire that focused on the
appropriate features of the process previously mentioned, at the level of tertiary economic education
in Romanian economic universities.

The decision to combine these methods was due to the need to obtain knowledge and information on
the issue which is broader than one approach only, and also because it is an opportunity to
reciprocally validate the findings of both approaches.

In addition, a questionnaire is a rapid and less expensive instrument that can be made available to the
target group in various manners, both printed and through an on-line application or e-mails.

Firstly, the main piece of literature that was of great importance is the one that set the new
coordinates both for the education system and for the human capital investment national policy, the
National Law of Education. Some of the adjustments enforced through the education reform in
January 2011 and which matter for the future are: quality assurance (for the bachelor degrees and
master programmes, it is now obligatory for universities to be accredited by the Romanian Agency for
Quality Assurance in Higher Education (ARACIS), whose main mission is the external evaluation of
the Romanian higher education’s quality, at the level of study programmes, as well as from the
institutional point of view [8], or another national or international agency of quality insurance, which is
registered in The European Quality Assurance Register for Higher Education (EQAR), higher
education finance (the weight of expenditures on education in GDP incurred a positive trend until
2008, but never reached the European level nor the one during the communist regime, the new law of
education allowed the old sources of financing- basic, complimentary and supplementary, while for
the budgetary funds it was decided to allocate them on a average cost per student criterion; also,
supplementary financing is given for the private higher education institutions in supporting
excellence), Lifelong Learning process (it has special provisions dedicated, and it stipulates creating
lifelong education community centres, under the authority of the local public administration, in
partnership with the education and training suppliers, and they will be financed from public and private
funds) and several changes for the academic personnel in higher education (Suciu et al., 2011).

Figure 2. Government funding for higher education in Romania
Source : ‘Public Expenditure on Higher Education. Case Study:Romanian Universities’, International
Review of Business Research Papers, Vol.5, No. 1 January 2009, p. 31

The questionnaire’s items targeted two-choice questions and statements measured on the 7-point
Lickert scale. It was separated into five sections that focused on the critical aspects of the research. It
included also an opening part in which some concepts were presented, mainly those that could raise
difficulties in understanding. The questionnaires were distributed over a three months period, to a
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number of 200 respondents, students from the Academy of Economic Studies, Faculty of Business
Administration teaching in foreign languages (FABIZ). The validation rate of the filled questionnaire
was of almost 87%, and significantly from a socio-demographic perspective as the interviewed
individuals were a diverse statistical sample, aged between 19 and 36 years old. As the interest was
in tertiary education, a significant part of the volunteers were attending the Master’s degree taught in
English in the "Business Administration" Master programme within the same faculty, FABIZ. We
eliminated the 10% of foreign students who responded to the questionnaire as they were not
representative for the matter.

3.2 Human capital formation process

Starting from several empirical studies with regard to human capital investments and formation
process, it is the risk associated to the financial efforts that undermines the development and
formation process of human capital in the Eastern European countries. The main reasons behind are
reduced values of human capital investments, increased taxation affecting both general well being of
the population and the business environment, reducing labor productivity even more.

INTELLECTUAL
CAPITAL

Organizational
Capital

Human Capital Relational
Capital

Reputation

Organization
al culture
(norms,

values,

Cooperation

Figure 3. Intellectual capital formation process

But there may be additional ways to enhance human capital formation, by maximizing the utility of
less acknowledged factors such as trust, organizational culture, cooperation and reputation.

Building Intellectual Capital is intrinsically connected with the running of the company, this is true even
more so when it comes to human capital. This is done in two simple ways: either by creating the
capital over time or by attracting it.

Reputation is the first element that comes to mind and it is easily proven through the use of empirical
evidence that people will want to work for an organization that has a good standing. The reasons for
this can be quite different ranging from the desire to contribute to such an institution on one end to
enjoying the personal social prestige associated with such a place of work.

Secondly, trust is a key element. It is impossible to outright buy trust and as such it develops on its
own as time progresses. In a way it can be considered to be the product of maintaining a good
relationship with another individual or company over time. The advantage to building trust is that it can
in itself lead to improving the reputation by presenting the organization as being “trustworthy” and as
such it can more easily develop its relational capital through the contacts it already has or at the same
time nurture its own human capital by creating a good environment in which it can develop.
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Does the organizational culture of the university encour ages/support the
development of the students?

1- Totally against 1 1%
2 7 6%
3 10 8%
4 18 15%
5 30 25%
6 34 28%

7 - Totally agree 15 13%

Figure 4. Organizational culture of the university and development of students

Cooperation works by building on trust. In an environment that justly rewards performance, supports
its members and is well known for it than cooperation is more likely. This is because, by supporting
trust among employees on all levels this will help to lower focusing personal demands due to the fact
that they will, from the beginning, know that their work will be appreciated to a just level and so
instead of focusing on idea ownership this will promote the sharing of ideas which will in turn lead to
improved communication, improved networks and faster breakthroughs because people will focus on
what needs to be done instead of who needs to do it.

Is there a mentor for you at least one faculty mentor amon g your professors?

Yes 78 67%
No 38 33%

People may select more than one checkbox, so percentages may add up to
more than 100%.

People may select more than one checkbox, so percentages may add up to more than
100%.

Figure 5. Mentorship

Obviously this is an ideal case and it is virtually impossible to achieve such an environment at any
level. The situation is even further complicated when certain security measures have to be enforced.
However this does not mean that it cannot be an ideal towards which the company can work.

An ultimate key aspect in this is retention. After building a reputation and creating a good work
environment a final step that must be taken is establishing these as company rules. It is important to
understand that these rules have a purpose and are not a purpose onto them. Internal regulations are
there to establish an order, to help new people get acquainted faster with the work and to have clear
solutions for problems that have already been solved.

Is the institution where you are currently enrolled inter ested in the students’ opinion?

1 Totally against 4 3%
2 8 7%
3 9 8%
4 26 22%
5 36 30%
6 20 17%
7 Totally agree 10 8%

People may select more than one checkbox, so percentages
may add up to more than 100%.
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Figure 6. University— students communication

All these three components are integrated within the organizational culture, as they shape and re-
shape it every time they change. Ideologies, shared values and norms as well as common objectives
define the culture of an entity. More and more studies are focusing on its meaning, as it can act both
as a trigger for performance, as well as a obstacle to success (Kefela, 2012). Such a possibility is
analyzed by Theory Z, developed by William Ouchi (1993), having as source of inspiration Douglas
McGregor’'s (1960) Theory X and Theory Y. According to Ouchi, the essence is to observe and
identify the differences that organizational culture causes (Luneburg, 2012). This theory was applied
to schools in 1980s showing the importance of trust and cooperation, closeness and other traits
mentioned in the figure above.

Motivation
through Self-
Interest

Trust

Quiality
Slfbtlely education
Intimacy

applied to

schools

(1980s, W.
Ouchi)

Shared
c%ntrc_JI and Equitable
ecision reward

making system

Figure 7. Theory Z applied to schools

Source: Adapted from Luneburg, F. (2011) Organizational Culture - Performance Relationships:
Views of Excellence and Theory Z, National Forum of Educational Administration and Supervision
Journal, Vol. 29, No. 4, pp. 6

The final element that is important in this puzzle, one that isn't present on the above diagrams
because all of them encompasse, is the management.

Our research results suggest that reputation, trust, cooperation and organizational culture support
each other and while they can be objectives, disregarding the ideal situation, they cannot be
completed. It is the job of the company management staff to establish achievable objectives on these
lines and to make sure they follow through.

4  Findings and final conclusions

This paper aimed to illustrate the connection between trust, cultural identity and traits, on one hand,
and intellectual capital (human, relational and organizational) on the other hand. Also, it was one of
the research objectives to demonstrate that these soft concepts are of no less importance than
intellectual capital and they should be of great interest in the knowledge management activity as they
are connected with individuals, who are the main creators of knowledge and information, considered
to be the raw materials for intellectual capital components. Also, there is an observable cycle in the
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formation of intellectual capital, where trust, cooperation, reputation, innovation and creativity are the
triggers and the fuel at the same time.

Based both on the literature review and on our own research findings we conclude that reputation,
trust, cooperation and organizational culture support each other. But we consider that it is mostly the
job of the company management staff to establish achievable objectives on these lines and to make
sure they follow through. Even our research is on introductory level we are fascinated about the topic
and we intend to continue this research line. We strongly appreciate feedback, recommendation and
we look to identify possible partnership opportunities for co-operating in international teams interested
about this new approach. Events such as ECKM and ECIC might be considered as such an
opportunity. We look forward to identify among international scientific community and mostly among
people participating on these conferences people being interested to develop this topic. We would like
to get the opportunity to continue our research and we are looking for similar research and mostly for
more relevant research tools and methods to be used for further research in order to investigate and
demonstrate in a more pertinent way the complex relationship and connection between intellectual
capital, on one hand, and soft concepts such as trust, cultural identity and traits, on the other hand. If
possible we would want to explore also the opportunity to add a new dimension to our research with a
specific reference to multicultural diverse, complex and dynamic education environments. The moral
and ethical dimensions of trust building, cultural identity and diversity management ask also for
supporting intercultural sensitivity and intercultural dialogue that might make the difference. We intend
to explore this connection for the case of students who study all the topics in a foreign language such
as those from the Faculty of Business Administration in foreign languages belonging to the Bucharest
Academy of Economic Studies where the first author is directly involved as a teacher. Some research
applied quite recently using a survey applied on the majority of the students from this faculty
illustrated that they manifest a sort of multicultural sensitivity enjoying not only to be taught on all the
topic in a foreign language, but also to interact actively with foreign students with a diverse cultural,
social and educational back ground. But there is still an important distance until they will be able to
establish an efficient and effective intercultural dialogue. We intend to identify also if the topic studied
makes the difference. So we intend to apply a similar survey for humanistic and engineering studies
and to compare these with the results from economics. We will enjoy to cooperate with other
international researchers interested about similar topic and to develop a sort of international
networking based on which to apply further for European and international common research projects
based on partnership and trust.
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Abstract: A lot of the confusion about the measurability of intellectual capital can be explained by a neglect of
the difference between an object, the capital it provides, and the profit from the application of this capital. An
analysis of this difference leads to the distinction between the potential of intellectual capital for economic
process and its actual realization. Case studies from different areas of managerial practice show that decision
making about intellectual capital considers it both in the mode of potentiality and actuality. However, the level to
which the difference of modality is made explicit varies a lot. Talent management and network planning tend to
minimize reflections about potentiality. This is possible because these reflections are an implicit part of the
preceding activities in the company that provide the basis for the decision situation. In intellectual property
management, decision makers have more freedom to consider the further potential of the capital in question. In
the application of different methods to evaluate intellectual capital, it therefore seems important to look for a
strong consistency between the way how actuality and potentiality are taken into consideration by the structure of
the business practice and the approach of the method.

Keywords: theory of action, business strategies, IC management in practice, human resources, supply networks,
intellectual property.

1 The problem of having too many methods of evaluatio n

During the last decades, intellectual capital has received a lot of attention in management and
accounting research. Many different methods have been developed to measure it. Based on the
works of Luthy (1998) and Williams (2000), they can be categorized in four groups:

f Direct Intellectual Capital methods (DIC) identify and evaluate different components of intellectual
capital separately and add their value together

f Market Capitalization Methods (MCM) focus on the gap between the tangible assets of a
company and the stockholder’s equity to deduct the value of intellectual capital in a company

f Returns on Assets Methods (ROA) calculate its value by comparing the earnings generated by
company with the industry average.

f Scorecard Methods (SC) report indicators and indices that give account of the intellectual capital
in a company grouped into different fields of interest

The four kinds of methods generate statements about intellectual capital with different focus and
different level of detail (cf. Luthy 1998; Skyrme 1998). Strictly speaking, only DIC can meet the
mathematical requirements of a measure in terms of scalability and comparability (Halmos 1950: 30-
32). MCM and ROA calculate the value of intellectual capital on an interval scale, but they are unable
to denote a non-arbitrary zero; scorecards give a non-monetary account of intellectual capital on an
ordinal scale that allows comparisons between different fields of interest, but no expression of its
overall value. From a pragmatic point of view, however, these lighter approaches to measuring are
often sufficient: they allow the deduction of preferences that can be used for management decisions
(Andriessen 2004: 10; Leliaert, Candries and Tilmans, 2003: 206-208).

Despite all differences one would expect that the preferences deduced from the assessment of
intellectual capital were eventually consistent, independently from the method used to evaluate it. If
the choice of the method had an influence on the result of the evaluation, the whole assessment
would be questionable. Unfortunately, practice shows that this is indeed the case: The different
methods often lead to contradictory results, because they focus on completely different aspects of
intellectual capital (Roos, Pike and Fernstrom, 2005: 249-255). So far, no method has been
established that could claim to capture the value of intellectual capital in its entirety. All approaches to
measuring intellectual capital are contextually dependent and it proves to be very hard to draw distinct
boundaries between different measurable items without overlap (Jurczak 2008: 45; Mouritsen, J.
2003; Lev and Zambon 2003).
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Considering these difficulties it is not surprising that intellectual capital accounting is often referred to

as “measuring the immeasurable” (e.g. Wall et al. 2004; Pyis 2011). The conversational tone in which

this phrase is usually applied makes it easy to forget that the underlying problem is quite serious. It

raises fundamental doubts about the methods, the object and the general credibility of intellectual

capital accounting as a scientific discipline:

X The methods of measuring appear to be no more than arbitrary heuristics which receive their
justification in practice merely from the fact that they are commonly used.

X It is unclear whether intellectual capital as an immeasurable entity can serve as a stable object of
reference for the evaluation of company assets at all.

x Doing something that is apparently absurd, intellectual capital accounting does not seem to have
any scientific validity apart from the description of best practices in industrial application.

Taking a closer look at this problem, it turns out that an important differentiation is missing. Intellectual
capital, its resource and its monetary value are treated as if they were the same. Capital, however, is
not identical to whatever it consists of. It can only be addressed as capital in terms of the economic
potential it represents. Furthermore, its value can only be determined with respect to a realization of
this potential. A certain set of information, a social structure or another kind of meaningful object can
be considered as intellectual capital in different ways, depending on the economic activity in which it
is involved. The value of this capital can change, too, given different circumstances under which it is
applied.

In order to measure the value of intellectual capital, it is therefore necessary to go through two acts of
determination. First, the role of the resource as capital is explicated by naming its economic potential.
Second, the utility of the capital is explicated by assessing the possibilities of realize the potential. The
following pages are based on the assumption that practical decision making about intellectual capital
implicitly involves both acts of determination. The question is when and how they take place.

2 Actuality and potentiality in intellectual capital accounting

One of the first to address the difference between a potential to act and its realization was Aristotle,
who made a modal distinction between actuality and potentiality (cf. Dubray 1907 Contemporary
theoretical approaches to the behavior of systems, networks and organizations consider this
distinction in various ways. One example is the concept of loose and tight coupling (cf. Orton/ Weik
1990, pp204): Loose coupling describes the interaction between entities that work together in a
system with the least amount of interdependency between them, but still connected in effecting a
result together that could not be reached by any single one of them. Tight coupling describes the
interaction of two entities if they depend so much on each other that they cannot be considered to
operate on their own. A tightly coupled entity is a prerequisite to the operation of a system. A loosely
coupled entity, on the other hand, expands the operation of the remaining part of a system and
enables it to achieve more than what could be achieved without it. Tight coupling implies full
operational determinacy. It is clear what the coupled entity is used for, because it is already described
with respect to a general operation that comes together by combining the contributions of the coupled
entities. In the case of loose coupling, the operation of the coupled entities remains indeterminate, but
the way how the single entities work defines a set of possible interactions. In this respect, a loosely
coupled entity provides a potential.

The notion of capital usually does not address these two aspects separately from one another. It
represents a reference to utility in general. In an economic context, this makes a lot of sense, since
the distinction of a coupling as being tight or loose is a matter of perspective (Hubig 2006, pp.107, pp.
165)). Whether an entity is considered to be tightly or loosely connected to the rest of a system
depends on the understanding of the system operation. A CD player can be said to be loosely
coupled to the CDs it plays, because the CDs can be exchanged and the player can reproduce many
kinds of music and other noises. At the same time, the player can be said to be tightly coupled to the
CDs, because the operation of playing CDs requires both of them together. This duplicity of the
coupling is often reflected in the pairing of the words medium and instrument. The CD player is both a
medium and an instrument. As a medium, it allows the reproduction of different kinds of noises. As an
instrument, it plays CDs. With the word medium the CD player is addressed in terms of enablement,
with the word instrument it is addressed in terms of necessity.
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It is important to understand that the words instrument and medium are used here in their broadest
sense. They address everything that can be referred to as a means to an end or a disposition to do
something (cf. Pitt 2001), making them applicable to the complete range of entities subsumed under
the expression capital, including intellectual capital. The words instrument and medium also make
clear that the notion of capital is bound to the idea of a purposeful action. Inasmuch as the explication
of a purpose contributes to the possibility to perform an action, one might wonder if it can be
discussed in terms of intellectual capital itself, too. This, however, would require another framework
that allows the discussion of purposes from an external point of view. Such a point of view may exist,
but there is good reason to doubt that it is economically relevant.

Although the accounting debate on intellectual capital is usually guided by other distinctions, many
contributions contain arguments that can be connected to actuality and potentiality. Non-monetary
evaluations of intellectual capital, for example, are often explained by the need to capture what a
company can do, expressing the ability to act (e.g. Kaplan/ Norton 1996). Monetary measurements of
intellectual capital usually focus on the present market value of the company assets, which reflects
the business performance of the company so far, but also the expectations of its future importance
among analysts and shareholders. This way, monetary evaluations give account of both actuality and
potentiality, particularly if they focus on the overall market value of a company instead of single
components of intellectual capital. On the other hand, more knowledge about the internal structures of
the company and its business strategies will probably lead to a quite different estimation about its
future potential, which is expressed in many direct intellectual capital methods. One can therefore say
that different methods of measurement consider actuality and potentiality differently in the evaluation
of intellectual capital. Non-monetary approaches and approaches that focus on the overall value of a
company seem to reflect the potential of intellectual capital better than the others (cf. Skandia 1994,
Luthy 1998). All of them, however, are generally able to consider both at the same time.

At the same time, practical decisions about intellectual capital also include assumptions about its
purpose and utility, which may be explicitly named or implicitly understood in the view of the given
situation. If monetary evaluations of the objects in question are considered in the decision making
process, the quality of their contribution depends on the level of correspondence between the way
how they consider the actuality and the potentiality of the intellectual capital and the implications
about it in the decision situation. In order to discuss the contribution of intellectual capital accounting
to decision making, it is therefore important to get a better understanding of the decision making
process first.

3 Researching the practice of decision making

This paper presents a summary of three case studies conducted in the automotive industry to
research the practice of decision making about intellectual capital in different fields of application. In
particular, the case studies were interested in two research questions:

f Are the decisions about intellectual capital mainly guided by its role as an instrument or by its role
as a medium?

f Are the decision makers at liberty to consider intellectual capital in its other role or are there
outside influences forcing them to approach intellectual capital in one specific way?

The automotive industry was chosen because of its fundamental economic importance and because
of the attention that intellectual capital management has already received among the original
equipment manufacturers in this business sector, which assured that explicit knowledge and
experience on the topic was available (cf. Fritzsche 2009 pp 7, Schiemann 2007). The case studies
are based on interviews with experts from different multinational companies with emphasis on
Germany and China, conducted as an accompanying activity of various organizational and technical
redesign projects in these countries. The interviews mainly addressed the communication and
decision making processes in the companies in general and the information technology used to
administrate and report data on the intellectual capital in particular, because the data structures and
procedures available in the technical systems were suspected to have a strong influence on the
decisions.

The automotive sector has been facing problems of overcapacity for various decades. The
competitive pressure on both the original equipment manufacturers (OEMs) and their suppliers is
therefore extremely high. In such circumstances, the different forms of intellectual capital are
important assets, for design, marketing, engineering and production as well as supply and distribution
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networks. At the same time, the possibilities to invest in intellectual capital are rather restricted. Unlike
some of the currently emerging industries, for example in the creative sector, intellectual capital
strategies are strongly monitored and repetitively verified in terms of success and reliability. The
processes of intellectual capital management in the automotive industry may therefore not be the
most dynamic, but certainly among the best assessed.

The projects that provided the background of the studies were not depending on each other. They
were concerned with the following activities:

f Talent management in human resources
f Network planning in supply chain management
f Intellectual property management in research and development

Since all three activities relate to intellectual capital in a different way, a detailed comparison between
the specific accounting methods used for the evaluation of intellectual capital seemed pointless. In
addition, many interview partners stated that the intellectual capital in question was regularly
evaluated in various different ways, but none of them provided a sufficient basis for decision making
in practice. The research therefore focused on the comparison of intellectual capital management in
very different fields of application. Talent management, network planning and intellectual property
management gave the opportunity to look into the treatment of human capital, relational capital, and
structural capital, thus covering all three major sectors of intellectual capital (cf. Guthrie 2001).
Nevertheless, it has to be clear that the case studies only give insight into specific examples from
these sectors. They highlight just a small extract of the whole area of intellectual capital.

In order to ensure comparability, the interviews conducted in the course of the study all followed the
same pattern. In the first part, the decision about intellectual capital was clarified, making sure that all
interview partners were concerned with a similar kind of problem. Next, the experts were asked to
name the criteria on which the decisions were based, both formally, as they appear in official
documents, and informally in the discussions going on in the department. These criteria were used to
develop a clear understanding of the purpose which the intellectual capital in question was supposed
to serve.

The following part of the interview was concerned with the steps preceding the decision about
intellectual property and the input that was generated in these steps. The experts were asked to
describe the integration of their work into general processes in the company. It turned out that
information technology was a useful point of reference to clarify these processes, because the flow of
information through the data processing systems inside the company defined to a big extent which
activities were taking place. On this basis, conditions for the work of the experts could be identified,
leading to conclusions about the degrees of freedom they had in their decisions. At the end of the
interview, the experts were asked to share their ideas about what could be done differently in their
field of work if it proceeded under different circumstances.

4 A comparative display of the results

Since the experts expressed themselves on the background of different company structures and work
traditions, a direct comparison of their contributions was not possible. In order to provide a summary
of the results, the statements of the interview partners were therefore reviewed and the information
given was assigned to different abstract categories.

Table 1 gives an overview of the information collected from the interviews on the decision problems
and criteria in the separate fields of application. While there is some diversity concerning the specific
points mentioned by the experts, the distinction between statements referring to the instrumental role
of intellectual capital and its role as a medium yields a rather clear result.

Decisions on talent management are strongly dominated by the instrumental considerations about the
employees. Despite a growing awareness for the necessity to bind promising employees to the
company, talent management is still mainly concerned with filling concrete positions in the company
according to specific job descriptions. The shortage of qualified personnel in many countries has been
mentioned by all interview partners and the conclusion that it is more important to look at the general
talent of people instead of their particular qualifications has been drawn. Nevertheless, such

www.ejkm.com 239 ©Academic Publishing International Ltd



Albrecht Fritzsche

considerations are only reflected as secondary criteria in decision making, or other remarks that were
made by some of the experts.

Decisions on network planning take place under a high cost pressure. All interview partners agree
that good financial conditions and a high reliability of supply are the main criteria to be taken into
account. It therefore can be said that this field of application is also dominated by considerations
about intellectual capital in its role as an instrument for an efficient and effective production process.
For many experts, however, the forming of long-term relationships and strategic alliances also plays a
prominent role in decision making. Other strategic considerations are mentioned as secondary
criteria, although it has been remarked that the formation of alliances usually start in the research and
development departments. The experts agree that a good supply chain network is an important
prerequisite to meet the challenges of changing markets, in particular after the experience of strong
shifts in the demand for passenger cars and commercial vehicles during the last years.

Table 1 Decision problems and criteria

Field of application Decision problem Primary criteria Secondary criteria Others
(no. of interviews) (no. mentioned) (no. mentioned) (no. mentioned) (no. mentioned)
Talent management | Find the best people |Education fits to job | Good general social | Payment
(N=8) to staff positions in description (n=8) skills (n=6) expectations (n=2)
the company (n=8) Experience fits job Age allows further Maturity or stable
description (n=8) development (n=5) biography: no
Personality fits to Personal growth frequent job changes
department (n=7) (international any more (n=1)
experience, gen. Proof of creativity,
knowledge etc.) music etc. (n=1)
(n=4)
Network planning Make contracts with | Pricing (n=5) Product quality (n=4) | Connecting to
(N=5) suppliers (n=5) Reliability of delivery |lsolation of innovative firms
Ensure functioning (n=5) competitors (n=3) (n=1)
production (n=5) Strategic alliance Company situation
Establish long-term | (n=4) (n=3)
relationship (n=3) Company situation
(n=2)
Previous experience
(n=2)
Product uniqueness
(n=1)
Intellectual property | Claim possession of | Importance of Occupy strategic Performance
(N=6) innovation (n=6) innovation for position (n=5) indicator for R&D
product (n=6) Build reputation as (n=1)
Blocking competition |innovative company | Satisfy employees
(n=6) (n=4) (n=1)
Importance of
innovation for
process (n=3)

Decisions on intellectual property are dominated by the estimation of the payoffs that can be expected
from the registration of patents, use patterns or similar rights of usage. When it comes to process
innovation, these payoffs are described on the basis of traditional investment calculations concerning
the introduction of the patented innovation in production processes. The decision to claim possession
of the innovation depends on the expected benefit of the innovation. There is no question that
beneficial process innovations have to be patented. When it come to product innovation, the
importance of the innovation for the product depends on various different factors, such as the
attractiveness of the innovation or the customers and the financial benefit of being the only one able
to use it on the markets. In this respect, decisions about intellectual property are much more
concerned with strategic questions than decisions about talent management or network planning. At
the same time, other effects of claiming intellectual property for public relations and competitor
relations are mentioned as criteria for decision making as well. This leads to the impression that the
role of intellectual property as a medium to gain competitive advantage plays an important role in
decision making. How intellectual property functions as an instrument is often not really clear.
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Table 2 shows the information collected in the interviews about the processes environment of the
decisions on intellectual capital and the structures serving as preconditions to the decision making.

Decisions about talent management are considered as part of the most fundamental processes in the
company, the value generation itself, the implementation of the organizational structure and business
culture. However, talent management appears in these processes at a rather late step, where most is
already defined. What remains to be done is the staffing, either from the outside or from within the
company in terms of talent development. The remaining freedom of decision making at this point of
time is rather limited. Job profiles, the clear distinction of technical professions and the curricula of
schools and universities with their different subjects are very strong preconditions for the assignment
of persons to positions in the company. Three of the experts interviewed in the study criticized these
structures very strongly because they were inadequate to react to the dynamics of modern industries,
where a demand for new qualifications could rise very quickly. An example is the new hybrid
technology that has become very sought after within just a few years.

In the case of network planning, the surrounding processes included such planning activities for new
products and production facilities. Network planning was described to depend on the requirements for
vehicles and their construction. Based on these requirements, suppliers could be chosen. The
interview partners stated frequently that their activities started comparably late and that they would
have liked to be involved in the planning earlier. While research and development co-operated
already very strongly with suppliers. For the final negotiations on supplier networks, so many
conditions from the bill of material and the product description had to be taken into consideration that
it was hardly possible to choose suppliers that had not been involved in before in product
development or the forging of a strategic alliance.

Table 2 Environment and conditions of decisions

Field of application
(no. of interviews)

Process involvement
(no. mentioned)

Previous steps
(no. mentioned)

Conditions
(no. mentioned)

Talent management

Support of core process of

Departmental structure

(N=8) value generation (n=8) (n=8) Distinction of
Implementation of development initiatives professions (n=6)
company organization and |(n=6) Certificates and
culture (n=6) company values and education subjects

climate (n=5) (n=6)

Job profiles (n=8)

Network planning
(N=5)

Global company strategy
(n=5)

Production design (n=5)
Product development
(n=5)

Scope of factory work and
delivery requirements
(n=5)

Parts used in vehicles
(n=5)

Location decisions (n=4)
Co-operations in product
development

(n=4)

Bill of material (n=5)
Product description
(n=5)

Alliances and frame
contracts (n=4)
Government support
(n=3)

Intellectual property
(N=6)

Marketing strategy (n=6)
Product innovation (n=6)
Core business decision
(n=5)

Continuous improvement
processes (n=5)

Product design (n=6)
Market appearance (n=6)
Core process design (n=5)

Business strategy
(n=6)

Legal and patent
register structures
(n=6)

Production design
(n=5)

In comparison to the previous two fields of application, decision making on intellectual property was
considered as a rather free activity that was connected to the earlier steps of the core business
processes. Intellectual property management was recognized to have an overall strategic importance.
At the same time, however, the firm structures of intellectual property law were criticized because they
made it difficult to protect the innovative activities of the company in an adequate way. In particular, a
gap was mentioned between single patents that were useful on their own and combinations of patents
and other mechanisms of protection that were necessary to create bundles that made sense for the
company.

241 ©Academic Publishing International Ltd

www.ejkm.com



Albrecht Fritzsche

5 Towards more awareness for organizational and technical stru ctures

Decision making in talent management and network planning depends to a high degree on the
realization of the business strategies that a company pursues. During the realization, it is already
rather clearly defined what purposes the intellectual capital in question must serve. Under such
circumstances, intellectual capital is reduced to its role as an instrument that is necessary to execute
a clearly defined action. Although all interview partners asked in the study agreed that the intellectual
capital they were responsible for had a strong influence on the future of the company, their decisions
were hardly affected by it. Being involved only very late in the strategic process, their decisions took
place in an environment that did not allow an adequate reflection of the role of intellectual capital as a
medium that offered an indeterminate potential to act.

Intellectual property management shows an alternative to this scenario. The decisions on patents and
other legal claims of possession in innovations are already considered in the early stages of the
strategic processes in the companies. Various other studies show that this is a relatively new
development (cf. Fritzsche/ Geiger 2011, Granstrand 1999). Until recently, the strategic importance of
intellectual property did not receive much attention. During the last years, however, more and more
companies have recognized the multitude of different ways to make use of it to gain competitive
advantage, forge alliances, support public relations etc. Intellectual property is discussed with respect
to different purposes and as such included in strategic decisions that clarify purposes. As a corollary
of this development, the value of intellectual property is increasingly assessed with respect to a
certain business strategy, because it has become clear that it might have a different value with
respect to other strategies (cf. Frietsch et al. 2010, Burr et al. 2007).

It is characteristic of rational thinking to proceed systematically to problem solution by identifying step
by step the purposes, alternatives and means of an action (Davidson/ Sternberg 2003, Daft 1983).
Potentials are clarified very early in the process, while the discussion of the instruments takes place
rather late. If intellectual capital management is restricted to the latter steps of a strategic process, it
can only contribute to the benefit of the company within the boundaries of the previous decisions and
assumptions. Practical decision making is often dominated by various structural restrictions,
particularly those that are caused by the company organization and the technology used for data
processing. Methods of intellectual capital accounting have to correspond to the situation in which
they are applied. In particular, they have to reflect the actuality and the potentiality according to the
structure of the decision making process.

Considering all this, it seems reasonable to say that the huge diversity of different evaluations of
intellectual capital using different accounting techniques is justified inasmuch as it allows an
adaptation to the requirements of the given situation. Contradictions in the results of the evaluations
do not necessarily mean an inconsistency in the notion of the intellectual capital in question. They can
also reflect a difference between the expectations about the way how the potential of this capital can
be realized. Future research has to analyze such differences in detail and clarify their implications on
intellectual capital management. While there may be circumstances under which it makes sense to
have differences, there is good reason to believe that a consolidation of the expectations can strongly
contribute to the formation of a better strategy for intellectual capital management.

References

Andriessen, D. (2004) Making sense of intellectual capital designing a method for the valuation of intangibles.
Oxford: Butterworth-Heinemann.

Bontis, N. (2001) “Assessing knowledge assets: a review of the models used to measure intellectual capital”,
International Journal of Management Reviews Vol. 3, 1 Oxford, Blackwell, pp 41-60.

Burr, W., Stephan, M., Soppe, B. and Weisheit, S. (2007) Patentmanagement. Strategischer Einsatz
undékonomische Bewertung von technologischen Schutzrechten. Stuttgart, Schaffer-Poeschel.

Daft, R. L. (1983) Organization theory and design. The West series in management. West Pub. Co., St. Paul.

Davidson, J. E., and Sternberg, R. J. (2003) The psychology of problem solving. Cambridge University Press,
New York.

Dubray, C.A.: Actus et Potentia, in: Catholic Encyclopedia, Vol. 1, New York, Robert Appleton 1907

Frietsch, R., Schmoch, U., van Looy, B., Walsh, J. P., Devroede, R., Du Plessis, M., Jung, T., Meng, Y.,
Neuhéusler, P., Peeters, B., Schubert, T. (2010) The Value and Indicator Function of Patents. Studien zum
deutschen Innovationssystem. EFI, Berlin.

Fritzsche, A. (2009) Heuristische Suche in komplexen Strukturen, Wiesbaden, Gabler.

Fritzsche, A., Geiger, R. (2011) "The Strategies and Tactics of Patent Management and their Importance for
Competitive Advantage”, Proceedings of the 3rd European Conference on Intellectual Capital (Turner, G.
and Minnone C. ed.), Reading, Academic Publishing International, pp 157-164.

www.ejkm.com 242 ISSN 1479-4411



Electronic Journal of Knowledge Management Volume 10 Issue 32012

Granstrand, O. (1999) The economics and management of intellectual property. Cheltenham, Elgar.

Guthrie, J. (2001) "The management, measurement and the reporting of intellectual capital”, Journal of
intellectual capital, Vol 2, 1, pp 27-41.

Halmos, P. (1950) Measure Theory, New York: Springer.

Hubig, C. (2006) Die Kunst des Mdglichen I. Technikphilosophie als Reflexion der Medialitat, Bielefeld, transcript.

Jurczak, J. (2008) “Intelelctual Capital Measurement Methods”, Economics and Organization of Enterprise, vol.
1(1), pp.37-45.

Leliaert, P. J. C., Candries, W. and Tilmans, R. (2003) "Identifying and Managing IC: A New Classification",
Journal of Intellectual Capital, (4) (2), 202-214.

Lev, B. and Zambon, S. (2003) “Intangibles and intellectual capital: an introduction to a special issue”, European
Accounting Review, Vol. 12 No. 4, pp. 597-603.

Luthy, D.H. (1998) "Intellectual capital and its measurement", Proceedings of the Asian Pacific Interdisciplinary
Research in Accounting Conference (APIRA), Osaka, Japan .Maddocks, J., Beaney, M. (2002) “See the
invisible and intangible”, Knowledge Management, March 2002, pp 16-17.

Mouritsen, J. (2003) “Overview intellectual capital and the capital market: the circulability of intellectual capital”,
Accounting, Auditing&Accountability Journal, Vol. 16 No. 1, pp. 18-30.

Orton, J.D. and Weick, K. (1990) "Loosely Coupled Systems: A Reconceptualization”, The Academy of
Management Review, Vol. 15, 2, pp203-223 .

Pyis, L. (2011) "Intellectual Capital Accounting — How to Measure the Unmeasurable”, Proceedings of the 3rd
European Conference on Intellectual Capital (Turner, G. and Minnone C. ed.), Reading, Academic
Publishing International, pp 13-14.

Roos G., Pike S., Fernstrom L. (2005) Managing Intellectual Capital in Practice, Oxford: Butterworth-Heinemann.

Schiemann, W. (2007) “Measuring and Managing the ROI of Human Capital,” Cost Management, 7/8, pp 5-15.

Skyrme, D. J. (1998) “Valuing Knowledge: Is it Worth it?” Managing Information, Vol 8, No. 3.

Stevens, S.S (1946) "On the Theory of Scales of Measurement". Science 103 (2684): pp677-680.

Sveiby, K. E. (1997) Methods for Measuring Intangible Assets http://www.sveiby.com/articles/Intangible-
Methods.htm, download date: 2011-09-09.

Sveiby, K. E. (1997) "The Intangible Asset Monitor", Journal of Human Resource Casting and Accounting, Vol. 2,
No. 1.

Tan, H.P., Plowman, D. and Hancock, P. (2008) "The evolving research on intellectual capital”, Journal of
Intellectual Capital, Vol 9, No. 4, pp 585-608.

Wall, A.P., Kirk R.J. and Martin, G. (2003) Intellectual Capital: Measuring the Immeasurable, Oxford: Elsevier.

www.ejkm.com 243 ©Academic Publishing International Ltd



Intellectual Capital in the Caribbean Hospitality |  ndustry:
Two Case Studies

Donley Carrington *and Mike Tayles 2

'Department of Management Studies, University of the West Indies, Cave Hill
Campus, St. Michael, Barbados

Hull University Business School, University of Hull , UK
donley.carrington@cavehill.uwi.edu

m.e.tayles@hull.ac.uk

Abstract : This paper explores the relevance and awareness of IC in two hotel chains in the Caribbean. A
qualitative exploratory case study method was used to gain an in-depth understanding of the constructs relating
to IC within indigenous Caribbean hotels. The data collection procedures employed were documentation, archival
records and twenty interviews with top managers. Content analysis was used as the major technique for
analyzing the data. The major finding is that there is no formal recognition of the construct of IC, but the
embedded practices within the organisations suggested the presence of such. The data clustering and analysis
of the evidence suggested two themes for HC -personal competencies and human resource praxes; three
themes for RC - customer capital, brand and community capital; and three themes for SC - information systems,
innovation and organization. The case studies further revealed that the chains had embedded human resource
practices and well established customer relationship management systems which created linkages among the
components of IC.

Keywords : Caribbean, intellectual capital, hotel chains, case studies
1. Introduction

The Caribbean economies transitioned from agricultural based to service based economies with
tourism being the largest contributor to GDP. There is a need for greater understanding of the
intangible drivers for this new economy and intellectual capital can assist in this area. Whereas, many
corporate leaders understand the physical and financial assets of the organization and how to
effectively manage them, they are less knowledgeable about IC which created an impetus for
research. The initial research focused on defining IC and its components, (Edvinsson and Malone,
1997; Stewart, 1997; Bontis, 1998); methods for measuring and evaluating IC (Sveiby 2005,
Andriessen 2004); examining the impact of IC on performance (Tsai and Ghosal, 1998, Youndt and
Snell 2004, Riahi-Belkaoui 2003) and the disclosure of IC (Guthrie and Petty 2000, Brennan 2001,
Abeysekera 2008, Bruggen et al, 2009). To this end, the current IC studies have provided a
foundation that has successfully furthered our understanding of IC; however, some theoretical
tensions have been created concerning the synergistic, dynamic and contextual nature of IC.

IC research from a geographical perspective focused on developed countries, with limited research
on developing countries. From an industry’'s perspective research has focused on high-tech and
knowledge based industries and financial services sector but limited research on the hospitality
industry with Engstrom et al (2003), Anton et al 2005; Erickson and McCall (2008); Carrington and
Tayles (2011); and Laing et al (2010) being the exceptions. The hospitality industry was identified as
the area to base the research due largely to its dominant role in the social and economic development
of the Caribbean. Additionally, there is a concern that despite the progress taking place with regard to
the design of more effective performance measurement systems, hotels are still focusing on more
traditional forms of performance measures. Krambia-Kapardis and Thomas (2006) assert that the
success of service companies does not depend on a large fixed asset base but on such factors and
the management of its intangible assets. IC can assist in this area by deconstructing the complex
nature of the service delivery process within hotels. The Caribbean hospitality sector is one of the
networked sectors which has benefited from building value through intangibles. Its presence as the
leader of economic growth in the Caribbean justifies research to explore the presence of IC.

This paper investigated the characteristics and significance placed on IC in the Caribbean’s hospitality
industry by assessing the relevance and degree of awareness of IC by managers in hotels. In this
paper, we will review the current literature of IC with reference to the hospitality industry. A discussion
on the descriptive case studies conducted on two indigenous Caribbean hotel chains will be
presented. Finally, it will be concluded that although managers of these chains were unaware of the
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constructs of IC, HC, RC and SC, their day to day activities and embedded practices within the hotels
provided evidence that these constructs existed within the chain.

2. Literature review

Intellectual Capital represents the resources of an organisation that have been formalized, captured
and leveraged to create assets of a higher value (Bontis 1999, Sveiby 1997). Although there has been
a lack of consensus on an agreed taxonomy of IC, a tri-partite model deconstructing IC into human
capital, relational capital and structural capital forms the conceptual framework. This classification is
consistent with Sveiby (1997) who divided intellectual capital into employee competence, internal
structure and external structure and Stewart’s (1997) human capital, structural capital and customer
capital. Contributions to the literature by Martin de Castro et al (2006) and Tseng and Goo (2005)
further deconstructed the attributes of IC. Figure 1 presents the components and subcomponents of
IC.

Intellectual
Capital
1
1 1 1
Human Relational Structural
Capital Capital Capital
1 1
r 1 r 1
Customer Social Organisational Innovation
Capital Capital Capital Capital

Figure 1. presents the components and subcomponents of IC.

Human capital is not a physical asset of the organisation measured by the number of employees but it
relates to employees’ education, skills, training, experience, attitudes about life and business, genetic
inheritance and values (Edvinsson and Malone 1997; Litschker et al., 2006). Human capital is a multi-
dimensional construct encompassing tangible and intangible aspects which serves as one of the
inputs into the productive process. Martin-de-Castro et al (2006) in defining human capital speaks to
an aspect of its intangibility as they assert that human capital refers to the tacit or explicit knowledge
which people possess, as well as their ability to generate it, which is useful for the mission of the
organisation and includes values and attitudes, aptitudes and know-how. The hospitality literature is
replete with the term “work force”, which is being used as a proxy for human capital, as one of the
intangible assets. Wolverton et al (2002), O’'Neill and Belfrage (2005) have all identified work force as
one of the components of the intangible asset value within the hospitality industry. Kinnard et al
(2002) argued that in deriving a value of a hotel, a portion of the purchase price is the opportunity cost
of assembling and training the required work force. They conclude that a reasonable estimate of the
value of an assembled, trained and skilled work force would be 11.5% (6/52) of the annual payroll.

Relational capital is described as either relationships existing between employees and external
economic actors (Edvinsson and Malone, 1997; Stewart, 1997), or relationships existing among
employees and other departments within the organisation (Tsai and Ghoshal 1998). Martin-de-Castro
et al. (2006) deconstructed relational capital into social and business capitals. Social capital has its
roots in the field of sociology where it was largely used to describe organisational effects developed
through socially derived connections in broader communities, societies and cultures (Nahapiet &
Ghoshal 1998; Baker 2001). Business capital on the other hand, according to Martin-de-Castro et al.
(2006) refers to the value of direct relationships which the firms maintain with customers, suppliers,
partners and shareholders and indirect relationships with the community, government, trade unions
and the mass media. Bontis (1999) coined the term customer capital as a subset of relational capital.
However, Brooking’s (1996) concept of market assets incorporates several attributes contained in the
construct of relational capital most relevant to the hospitality industry. She identified brands, customer
type and loyalty, corporate image, collaborative agreements and distribution as market assets
whereas the hospitality literature used the construct intangible personal property to identify such
components. O’Neill (2005) posits that a large part of a hotel's value is intangible and based on the
goodwill of its brand name. O’Neill and Belfrage (2005) study reported that hotels affiliated with the
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Hyatt brand, and using their proprietary central reservation system increased room revenues by
approximately thirty four per cent. Other empirical studies have shown that name recognition and
good reputation for high-quality service ('name brand'), plus affiliation (‘flag’) increases the value of a
successfully operating hotel (Kinnard et al 2001; Nilsson et al 2002; Ailawadi et al 2003). These
assertions are supported in the marketing literature which has documented the relationship between
such market assets and firm’s performance. Hancock (2005) posited that good corporate citizenship
contributes to improved business performance. Fombrun and Shanley (1990) maintain that a good
reputation is important to obtain competitive advantage through cross selling and increased customer
loyalty.

Structural capital includes all the non-human storehouses of knowledge in organisations, such as
databases, organisational charts, process manuals, strategies, routines, legal parameters, patents,
trademarks, research and development and anything whose value to the company is higher than its
tangible value (Bontis, 1999; Roos et al. 1997; Edvinsson and Malone, 1997). Tseng and Goo (2005)
divided structural capital into innovation capital and organisational capital, defining innovation capital
as the ability to build on previous knowledge. Hjalager (2002) study on innovation in the tourism
sector identified product innovation, process innovation, management innovations, logistics innovation
and institutional innovations as categories of innovation. Product innovation incorporates loyalty
programmes and environmentally sustainable accommodation facilities; process innovation relates to
computerized management and monitoring systems; management innovations incorporate new job
profiles, collective structures and authority systems; logistics innovation involves the vertical linkages
in the food and restaurant industries and integrated destination information systems and institutional
innovations represent the collaborative and regulatory structures aimed at reforming the financial
systems to meet the needs of the tourism industry (Hjalager (2002).

It has been argued that structural capital is responsible for the company’s renewal and value creating
processes. The linkage between human capital, innovation and knowledge management is critical.
According to Cooper (2006), knowledge management is critical for tourism organisations to respond,
adapt, survive and compete in the face of increasing environmental changes. In addition, contends
Cooper (2006) a lot of the changes are brought about by technology and given the fluid state of
technology, human capital is critical for the management of knowledge. However, the management of
knowledge within the hospitality industry is quite difficult given the large percentage of temporary and
inexperienced workers (Cooper 2006). Becherel and Cooper (2002) argue that excellent human
resource practices can assist in employment and retention of highly skilled employees which is a
requirement for the knowledge economy. The interaction among the three components is critical for
success in the hospitality industry.

Several empirical studies have examined the current practices pertaining to the reporting and
disclosure of IC information (Guthrie and Petty 2000; Abeysekera 2008; Bruggen et al 2009).
Krambia-Kapardis and Thomas (2006) in their empirical study on intangibles in the hotel and tourism
industry in Cyprus found that local companies continue to focus on traditional reporting despite the
serious limitations. In addition, there have been several published articles both in practitioner and
academic journals outlining the merits and demerits of the various methods for measuring IC (Pike
and Roos, 2005; Sveiby 2007; Sudarsanam et al, 2005), however, to date they has been no
agreement on an acceptable measurement system. The transition of economies from agrarian to
knowledge-based warrants measuring and reporting systems that would guide management and
investors as to the drivers of performance in this new economy and enhance business reporting.
While IC has received increasing attention from academic researchers and practitioners, it is not
known to what extent managers of hotels within the Caribbean consider IC and its attributes in their
decision-making process. To contribute to the literature on IC, two basic research questions were
framed for this exploratory study:

f Do hotel managers use intellectual capital information to assist them in their operational decisions
relating to staffing, customer and supplier relationships?

f What components of the intellectual capital constructs are captured in the reports of
management?

The following section refers to the qualitative methodology used to explore IC in two hotel chains.
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3. Methodology

A case study was used to gain an in-depth understanding of the constructs relating to IC within the
Caribbean’s hospitality industry. The case study approach enabled the researcher to understand the
social and cultural context of IC within the hotel chains and how managers reacted to management
accounting information. Purposive sampling was used to select two regional hotel chains for this
study. Regional hotel chains were selected as it was important to discover if there are any
peculiarities of IC embedded within indigenous hotel chains. There are four indigenous chains,
Almond Resorts Inc, Sandals Resorts Inc., Elegant Hotels Inc and SuperClubs operating within the
Caribbean. Almond Resorts Inc and Sandals Resorts Inc were selected because of ease of access to
the case site, size of the chain, and the diversity of operations in terms of locations and countries.

Almond Resorts is the largest hotel chain in Barbados with three properties accounting for
approximately 13% of the hotel rooms in Barbados, and the other two properties in neighboring St.
Lucia accounting for 11% of the total hotel rooms being second to Sandals who have three properties
and 16% of total hotel rooms. In addition, Almond Resorts Inc, is a public company which would
provide the researcher with access to published financial statements. Sandals Resorts Inc. with its
corporate headquarters in Jamaica, is a private company, with sixteen properties and 4,160 hotel
rooms spread across the Caribbean. Sandals is the largest chain operating with the Commonwealth
Caribbean. This chain operates two brands, the traditional Sandals brand and their extended brand
Beaches. The chain operates in the islands of Jamaica, Antigua, St, Lucia, the Bahamas and the
Turks and Caicos Islands.

This study used a holistic multiple case study design as the analysis was at the level of the chain and
not the individual property. The holistic design enabled the researcher to focus on the global nature of
the organization as the single unit of analysis. The hotel chains identified as case subjects had a
number of properties, which could be construed as units of analysis, however, the top management of
these chains tended to be centralized and the managers at individual properties operated within this
framework. The managers used common information systems, accounting and reporting systems,
procedures manuals, and organizational culture which are some of the common attributes of
intellectual capital, therefore analysis at the subunit was not deemed necessary.

The data collection procedures consisted of interviews, documentation and archival records. Twenty
semi-structured interviews with senior managers, ten from each chain, selected from various
functional areas and different hotel properties enabled the researcher to capture the multi-dimensional
aspects of IC at each chain. An interview protocol was developed from the methods documented in
Wengraf (2001). The documentation and archival records included in the case study database
included digital recordings of interviews stored on compact discs, hard copies of transcripts, employee
survey and marketing survey reports; customer satisfaction, employee satisfaction and internal
customer satisfaction reports; annual reports, procedures manuals, marketing brochures, and
newspaper articles. This rigorous case study protocol greatly enhanced the reliability of the case
study, so that if the study was repeated under identical or similar conditions the findings would be the
same.

Content analysis was used as the technique for analysing the multiple sources of evidence. The
transcriptions of the interviews, case notes from documentation and archival records were typed and
formatted into text files and uploaded into NVivo', a qualitative research software by QSR
International.. This enabled the classification of the information to explore the emerging themes. This
was in keeping with the methodological procedure for conducting qualitative content analysis as
suggested by Kapborg and Bertero (2003). The text was first read and initial codes emerged which
enabled data reduction by flagging up those chunks of text where key themes seemed to recur as
suggested by David and Sutton (2004). Interpretive content analysis was then used to clarify vague,
unclear and contradictory sentences. Reports on each initial code identified were produced from
textual data through a systematic method of reduction and analysis as suggested by Priest et al
(2002). This process resulted in two themes for human capital, three themes for relational capital and

! Weitzman (2000 in Denzin and Lincoln 2000) terms NVivo a code-base theory building software programme which allows the
researcher to represent relations among codes, build higher order classifications and categories, and formulate and test
theoretical propositions about the data. In addition this software has a sophisticated search and retrieval function.
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three themes for structural capital. These emerging themes were further analyzed in relation to the
relevant theories.

Cameron and Guthrie (1993) argue that annual reports provide an opportunity for firms to
communicate with investors by going beyond reporting financial information. To ascertain the level of
external reporting of IC, Almond Resorts Inc. annual reports for the years 2005 to 2008 were
analysed. Oliveria et al (2006) presented a coding scheme which identified specific categories of IC
which they used to conduct content analysis of annual reports to evaluate the level of IC disclosures.
This coding scheme which was an adaptation of the widely used Guthrie and Petty’'s (2000)
framework, contained fifteen items under HC, fifteen items for RC and twelve items for SC. The
coding sheet recorded the frequency of occurrence of each item under each category for each year.

4. Results and discussion

The major finding of these case studies was that there is no formal recognition of the construct of IC in
the Caribbean hospitality industry. Several managers were unaware of the terminology associated
with IC, but the concept intangibles was widely recognized. The analysis of data suggested that
although managers appeared oblivious of the construct of IC, their management, measurement and
internal reporting indicated an awareness of IC.

4.1 Human capital

The content analysis of the data revealed terms which can be classified as attributes of HC. Nineteen
of the twenty (95%) managers argued that training was one of the most influential factors in
developing the human capital. One Director asserted “we invested a significant amount of resources
in training....”; The Regional Director of Human Resources asserts “This training we do with managers
is separate and distinct from any other group in trying to upscale them in terms of ensuring that they
have an understanding of the importance of the human capital.”

The recruitment process was highlighted by 65%, employee skills by 45%; and employee
qualifications for the higher level positions by 55% were identified as important attributes in
developing the HC. Other attributes identified included staff appraisal (25%) and reward and
recognition schemes (20%). Figure 2 illustrates the HC attributes and the respective number of
managers.

HC Attributes identified by Managers

0 5 10 15 20
Number of Managers

Figure 2 : Bar chart HC Attributes

Two themes emerged from the analysis; the first theme categorized as personal competencies relates
to attributes individuals bring to the organisation, and the second theme categorized as human
resource praxes related to the practices organisations engaged in developing individuals and the
stock of HC. Figure 3 illustrates these two themes and their respective attributes.
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Human Capital

Personal Competenci Human Resource Praxis
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Figure 3 : The components of Human Capital

The analysis reveals that managers perceive that the implementation of effective HRM practices
contributes to the growth of HC. The practices identified here as human resource praxes have been
described in the literature as ‘high performance work practices’ (Huselid 1995). The implementation
of such practices in the hospitality industry supports Connolly and McGing (2007) empirical study on
hotels in Ireland. The managers’ perception that the implementation of ‘high performance work
practices’ enhanced the chain’'s HC and its operational performance supports the literature as
documented in Becker and Huselid (1998) empirical study. The analysis further revealed that
personal competencies, the innate qualities that individuals bring to the organisation, interact with the
human resources practices to further enhance the HC. This assertion supports Combs et al (2006)
argument that ‘high performance work practices’ improve organisational performance through its
interaction and overlapping of employees’ knowledge, skills and abilities.

4.2 Relational capital

Managers appeared to be unaware of the broad concept of relational capital but all twenty of the
managers interviewed (100%) stated that the relationships of the chains with travel intermediaries
were crucial to the success of the entity. One manager asserts”

“Tour operators are crucial, that is how the business works, and that is unfortunate, tour
operators can hold us to ransom, using the present business model requires certain
volumes just to break-even. We get our volume from the tour operators, they control the
seats and so you have to deal with the Virgins, the BAs, the Liberties, they control so
much of your business. They can squeeze you or they can make you, they are crucial.”

Ninety percent of the managers stated that customer satisfaction was the number one priority and
70% highlighted the importance of loyalty programmes in increasing customer retention. Additional
attributes included: (a) business collaborations and partnerships (40%) (b) financial contracts (15%),
(c) brand (80%), (d) community involvement (75%), and (e) licensing agreements (15%). Figure 3
identifies the relational capital attributes identified.

www.ejkm.com 249 ©Academic Publishing International Ltd



Donley Carrington and Mike Tayles

RC Attributes identified by Managers
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Figure 4: Bar Chart of RC Attributes

Three themes emerged from this analysis; customer capital which refers to the chains’ relationship
with its customers, brand which refers to the image of the entity and its role in providing customers
and strategic partners; and community capital which relates to the entities’ community involvement.
The community involvement highlights the chains’ relationships with civic groups, educational
institutions and small entrepreneurs within their environs. These three themes are depicted in Figure

5.
Relational Capitdl

Community

Customer Capltlll Brand Capital

Figure 5 : Relational Capital and it components

This deconstruction of RC yielded interesting findings pertaining to the overall construct. The
component brand is perceived by managers in value creation terms rather than value realisation
terms. Managers do not recognize brand in terms of a dollar value that would be used in financial
statements (explicit value) but rather an implicit value used in negotiating deals. This finding supports
the literature, as Ailiwadi et al (2003) argued that the ‘value of the brand’ (here an implicit value)
should be used in tactical decisions. Roslender (2009) argues that for success of an entity to
continue it is crucial that positive brand associations persist.

Community capital was used to assist in the creation of this implicit brand value as it reflects the
reputation and image of the entity in its social community. This subcomponent is highlighted by 75%
of the managers as extremely important. Several empirical studies have demonstrated that firms with
relatively good reputations were better able to sustain superior profit outcomes (Rindova et al 2005,
Flatt and Kowalczyk 2008). Fombrum and Shanley (1990) pioneering study showed that maintaining a
good reputation is a prerequisite to obtaining a competitive advantage. The documentary evidence
collected is replete with disclosure of the chains involvement in community activities. The chains
constant disclosure of their community involvement and relationships developed with civic groups,
educational institutions and small entrepreneurs within its environs in newspaper articles, press
releases, annual reports and other documentary evidence is geared towards enhancing community
capital an aspect of relational capital. The managers reiterate the importance of the chains being seen
as good corporate citizens. Almond resorts in their annual report of 2005 states
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“Good corporate citizenship is one of the core values of Almond Resorts; the commitment to
investing in the communities where we have a presence is an essential element of who we
are.” (Annual report 2005 Page 5)

The results demonstrate the chains have effectively embedded into their culture, customer
relationship management (CRM) systems aimed at developing its customer capital. The data reveals
that the successful implementation of such CRM systems enabled the chains to increase their
customer satisfaction and customer retention. This finding is consistent with that reported in the
literature, as Kale (2003) asserts that CRMs impacts on both customer satisfaction and shareholder
value. The CRM systems also supported the chains loyalty programmes enabling them to track and
effectively monitor their relationships with their guests. Rigby et al. (2002) argue that to build and
sustain RC, organizations must nurture customer relationships, partner with other stakeholders of the
organization and establish ties with the community in which they are embedded. Krambia-Kapardis
and Thomas (2006) argue that value creating activities such as customers and people pay an
important role to decision makers, provides support for the chains strong emphasis on customer
capital and their relationship with other stakeholders.

4.3 Structural capital

Information systems, innovation and organisation emerged as the themes. The information systems
category relates to the CRM systems and property management systems used to provide services.
Innovation identifies those activities that the staff engage in to “delight and wow” guests. Organisation
captures elements of management processes, management philosophy and organisational
knowledge which coalesced into an organisational culture that emphasizes quality service to all
guests. The following figure highlights the three themes.

Structural Capital

Information Systems Innovation Organization

Management Processes
Organisational Culture
Management Philosophy
Organizational Knowledge

Figure 6: Structural Capital and its sub-components

The managers assert they used information technology to assist them in the performance of their daily
tasks. Fifty percent of the managers highlighted the Quality Management Systems, 75% the Customer
Management System, 70% the Property Management System and 45% the Computerized
Reservation System. One Director asserted

“the customer management system called Micros Opera actually complements the
guality management system, in that the system actually allows us to capture all guests’
requests and guests’ complaints. Every single guest request or complaint is in the
database and the status of that request or complaint, that is whether it is has been fixed,
ongoing, how long has it been outstanding, that is one of our principal ways of operating.”

The non IT based systems and procedures embedded within the organisation and the respective
percentage of managers articulating their importance are: procedures manuals 60%, management
philosophy 40%, research 45%, organisational culture 25%, and management processes 70%. Sixty
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percent of the managers spoke of innovation and its role in developing the chain. Figure 7 illustrates
the attributes identified.

SC Attributes identified by Managers

Procedures manual 12

Quality management systems
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Organisational culture

customer management systems
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Innovation

Management processes

Computerized reservation systen

Descriptor

12

0 5 10 15 20
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Figure 7: Bar Chart of SC Attributes

The managers argued that the reservation system provides linkages with customers and distributors
in this highly competitive environment. The computerized reservation systems, customer management
systems and property management systems are fully embedded into the organisations’ SC, and this
supports Powell and Dent-Micallef (1997) empirical study. The content analysis of the annual reports
of Almond Resorts Inc reveals that the chain consistently increased its investments in information
technology. The implicit belief of managers is that such increases will result in increases in
productivity and profitability. However, empirical studies have demonstrated that it is not the increases
in investment in information technology that result in increases in productivity and profitability but the
interaction among the information systems, HC and RC. Peslak (2003) study found that information
technology spending did not have an overall positive impact on firm productivity. The analysis also
revealed that the customization of the information systems provided a critical link among the three
components of IC. This finding is consistent with the literature, as Siguaw and Enz (1999) found that
hotels that implemented innovated technology to improve the efficiency of internal operations had an
indirect effect on customer service and satisfaction.

The managers of both chains argued that innovation enables the chains to be competitive by
differentiating their service offerings. This is consistent with the literature on innovation and
performance (Victorino et al 2005). Timmerman (2009) found that the implementation of an innovation
process at the Ritz-Carlton hotel resulted in an improvement in the organisational knowledge and
capabilities of the hotel. The data show that the chains implemented a number of innovative
measures; creation of speciality restaurants, swim-up pool bars, constant rejuvenation of the menu
offerings, concierge programmes, and butler programmes in an all-inclusive environment.
Researchers have argued that minor modifications in the existing hospitality service or use of new or
significantly improved technology in delivering the service can be construed as innovative
(Ottenbacher and Gnoth 2005, Charies 2004). Finally, the case analysis reveals a measure of
distinctiveness within management processes was achieved. Almond Resorts Inc created their
distinction in being research driven whereas Sandals Resorts distinctiveness was in their knowledge
management efforts.

4.4. Reporting of IC

The content analysis of the interview transcripts of the managers of these chains revealed that they
were oblivious to the construct of IC and its components. This suggested that with this lack of
understanding, a reporting framework relating to IC would not be present in any of the chains. This
was confirmed based on the content analysis of the internal reports. The reports were classified into
internal reports which provided managers with information for their daily management, and external
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reports which provided information to stakeholders. The thirty standard internal reports (Almond
Resorts 16 and Sandals Resorts 14) were sub-divided into financial reports, HC reports, RC reports
and SC reports based on information they provided and the department responsible for their
compilation. It was found that the SC reports were mainly of a compliance nature (HACCP or Green
Globe related). The number of reports found in each category at each chain is provided in Figure 8.

|
SC reports N2
RC reports

2
Type of 4

report m Almond

HC reports 3

| Sandals

5
Financial reports F 6
0 2 4

[ —
6 8 10
Number of reports

12

Figure 8 : Bar Chart showing the distribution of reports by type and chain.

This analysis revealed that financial reports represented 36.67%, HC reports 26.67%, RC reports
16.67% and SC reports 23.3% of the total reports produced and used by the chains. This finding
suggests that although there was no formal recognition of IC or its attributes in the chains their
reporting practices not only focused on the traditional financial measures but included reports than
can be construed as IC reports. The analysis of the interview transcripts and other documentary
evidence collected highlighted some insightful characteristics pertaining to the internal reports. This
analysis revealed that the reports, some of which were available online, were disseminated to various
functional managers. Table 1 lists the reports prepared by the two chains and the managers who
used such reports in their day to day management.

Table 1. Management Reports and respective users at Almond Resorts and Sandals Resorts

Guest Food and HR/
Relations | Beverage Executive Training | General
Management Reports Frequency| Manager Director Housekeeper| Manager | Manager
Financial Reports
Food and beverage cost report Daily
Variance analysis report Monthly g 9 g
Daily sales report Daily 9 9 9
Managers Flash* Daily 9 9 9 9
Profit and loss statement Monthly 9 9 9 9
Break even analysis Daily 9 9 9 9
Purchasing summary report Monthly 9 9 9
Human Capital Reports
EmployeeSatisfaction Report Annually 9 9 9 9 9
Management Satisfaction Report * Annually 9 9
Labour report* Weekly 9 9 9
Internal Customer Satisfaction Repgort Annually 9 9 9 9 9
Training report Monthly 9 9
Balance Sheet of Talent* Annually 9 9 9 9 9
Relational Capital Reports As
Marketing reports needed 9
Customer satisfaction Index Monthly 9 9 9 9 9
Quality Alert Daily 9 9 9 9 9
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Structural Capital Reports

Health and Safety log report Daily 9 9
Equipment Maintenance report Monthly 9 9
Green team report Monthly 9 9 9 9
Quality team report* Monthly 9 9 9 9 9

X Reports prepared only at Aimond Resorts Inc.

The table indicates that the financial reports were mainly used by the Food and Beverage Managers,
Executive Housekeepers and General Managers. The HC report on employee satisfaction provides
information on the level of employee satisfaction within the chain by department and this report is
used by all operational managers. A comprehensive customer satisfaction index the major RC report
is produced by both chains. This monthly report which reported on customer satisfaction by
department was used by all managers in their daily operational activities. The managers argued that
they used the report in a number of ways, first to identify where employee training was needed,
secondly to benchmark properties, thirdly to make comparisons between departments and hotels on
their level of customer service, and finally as a catalyst for investigation into departments with low
customer satisfaction levels. The report highlights exemplars in service as well as any undesirable
acts which are to be eliminated. The Director of Quality posits that results of the customer satisfaction
index determine if a quality team has to be assembled to evaluate a department.

“.. the report is shared with every single department head within the hotel. And those that are

not performing when the report comes out they have 7 days to meet with their team and to

come up an action plan and how they are going make improvement.”

The frequency of the production of reports was used to assess the relative importance the various
types of report to managers. The results of this analysis is illustrated in Figure 9.

I
SC 5
Type of RC @3 m Daily report
report
p He o weekly reports
Monthly reports
Financial 6 | ® Annual reports
0 5 10 15
Number of reports

Figure 9 : Bar Chart showing the distribution of reports by type of report

The analysis revealed that of the eight daily reports, financial reports accounted for 62.5%; SC
compliance-type reports 25% and RC reports 12.5%. The two weekly reports were HC reports relating
to man power planning. Monthly reports accounted for 50% of the overall reports, 6 out of the 15 were
financial reports, four out of the five SC reports were compliance reports, three were RC reports and
the single monthly HC report related to Almonds’ training report. The 5 reports that were produced on
an annual basis representing 17 percent of the total reports related to HC reports. In using the
frequency of reporting as a basis for determining importance, this analysis revealed that financial
reports were more critical within the chains since these accounted for 37% of the total reports of which
17% were daily reports. In terms of non-financial reports apart from compliance type reports, the RC
reports appeared more critical to managers for their daily operations.

The production of reports on a daily basis suggested that some areas needed the managers’ constant

focus. Additionally, the frequency of reporting in the financial area could be attributed to established
standards for analysing such reports. Neilsen et al. (2006) argue that IC reports do not have a set of
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accounting standards nor historically crafted set of institutions such as auditors and financial analysts
that strongly support these reports. Although, Petty et al (2008) reported that in his empirical study 91
percent of the respondents [Financial Analysts] stated that believed they would find IC reports more
decision-useful than the information provided by the traditional financial accounting reports. They
also reported that 88 percent of the respondents believed that voluntary disclosure of IC by
companies should be rewarded by the capital market in the form of a higher share price. However, the
limited adoption of a reporting framework for IC has been attributed to the high cost associated with
the collection and collating of IC metrics together with the challenges in their interpretation (Johanson
2003).

4.4 External reporting

The area of disclosure of IC in annual reports has received significant attention in the literature. A
fundamental question that can be asked is whether these chains inform their external stakeholders
about the composition and performance of its IC resources. The results of quantitative content
analysis of the annual reports for Almond Resorts Inc., a public company, for the four year period
2005 — 2008 revealed that this hotel chain did not have a theoretical framework for IC reporting. This
finding is quite similar to Yi and Davey (2010) in relation to China. The similarity of this study to that
of Yi and Davey is the area of IC is unfamiliar in both geographical areas. The content analysis of
the annual reports of the AlImond Resorts Inc using Oliveria et al (2006) framework revealed very little
evidence of reporting of structural capital. The major area of reporting in this category was information
systems, with limited disclosure of management processes and the other items in the category not
being referenced. This is inconsistent with findings in other studies using the same framework
(Guthrie and Petty 2000; Guthrie et al 2006 and Brennan 2001). Community involvement,
environmental activities, brands and customers, and limited reporting on business collaborations and
financial contracts were highlighted in relation to relational capital and this category was the most
frequently reported, consistent with Brennan (2001) and Oliveria et al (2006). The HC attributes of
training, incentives and remuneration accounted for the major disclosures in this component. Very
little reference was made of employee know-how, education, work related knowledge, work related
experience and vocational qualification which was consistent with the findings of Brennan (2001).

In summary it has been argued by Engstrom et al. (2003) that reports are good devices for managing
IC as this gives the hotel the opportunity to allocate its resources according to the priority given in the
reports. In addition, guidelines have been developed for preparing and interpreting these reports
(Bukh et al. 2001; Meritum 2002 Mouritsen et al 2003) and several European companies have
prepared IC statements as an appendix to their annual reports (Skandia, Celemi) but global adoption
of this has been quite limited. Martin (2004) argued that these IC statements contained little detail on
the relationships between the various IC resources. Therefore combining the limited adoption globally
of IC statements due to the cost associated in collecting information pertaining to the metrics used,
with the challenges in interpretation, lack of comparability across firms, lack of established standards,
no backing by professional associations there is little implementation. The lack of knowledge of IC
within this geographical area would inhibit the development of an integrated IC reporting framework
although reports are produced that spoke to individual components of IC. The lack of backing by
professional accountants is another explanation for the limited use.

5. Conclusion

The objective of this paper was to investigate the characteristics and significance placed on IC in the
Caribbean’s hospitality industry by assessing the relevance and degree of awareness of IC by
managers in hotels. The analysis of the empirical data shows there is an awareness of IC in the two
chains. The case study data reveal that although managers were not familiar with the technical terms
of IC, HC, RC and SC, their day to day activities and the embedded practices within the organisations
suggested the presence of such. Based on this the following conclusions can be drawn.

The RC of the chains was developed as a result of the interaction of the customer capital, brand and
community capital. The brand of these chains was seen as being valuable and was used as leverage
in contract negotiations. The relationships between the hotels and the community were highlighted as
a major factor in the development of RC within the hospitality industry. The implication of this to
management is that practices are needed to grow the RC by managing those external relationships
with stakeholders in the community. In addition, the study provides insights on leveraging value from
customer relationship management systems through the integration of SC, HC and RC. The
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implication of this to practice is that managers should understand the potential economic benefits of
having effective CRM systems in place. However, this study suggests that investment in information
systems on its own does not provide the firm with a competitive advantage, but it is the integration of
the information systems with the other components of IC.

The limitations of this study relates to the use of a qualitative case study, where two indigenous hotel
chains were used. Qualitative research has been argued to have limitations in terms of being able to
generalize the research findings to the population. Therefore, the use of two indigenous hotels chains
may limit the ability to generalize the findings to the entire hospitality industry. In addition to being
large indigenous hotels, the unit of analysis was the chain, therefore the size of the research site
together with the centralized management structures of the chains may influenced some of the
conclusions of the research. This provides the opportunity for additional research using a survey
methodology to assess the level of IC in the hospitality industry in the Caribbean.

Another output of this research is to recommend that policy makers within the hospitality industry seek
to encourage managers in the industry to increase the stock of human capital by increasing their
academic qualifications so as to enlighten them on the theoretical framework of IC and its attributes.
This deficit in knowledge was found in this study as managers were engaging in practices related to
IC without any knowledge of its relevance and importance in developing a firm’s competitive position.

Finally, this study contributes to the extant literature by providing empirical evidence on IC in the
Caribbean. It also contributes to the IC literature by deconstructing the components of IC to create a
taxonomy that can be used to describe the attributes of IC as it relates to the hospitality industry.
More significantly, the study introduced the construct of community capital as an attribute of IC to
highlight the importance of relationships with stakeholders in the community in the development of
RC.
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Abstract: Organizations require an intensive knowledge integration mechanism that supports creativity within all
the phases of its process in order to analyze, understand, select, and integrate ideas into a business model.
Management Control Systems, as a part of the structural capital, can be utilized as knowledge integration
mechanisms to provide: i) a dialog among internal or external actors of the creative process; ii) a knowledge
repository for data and other information required in the selecting process; iii) representation of the new ideas into
a business model. Using a multi-method case study, this article analyzes the role of knowledge integration played
by Management Control Systems (MCS). Within the perspective of the Levers of Control (Simons, 1995), MCS
are recognized as the sum of belief, boundary, diagnostic and interactive systems that could be used to manage
the creative process. We apply the Appreciative Inquiry model of creativity (Cooperrider, Srivastva, 1987) which
recognizes four steps: Discovery, Dream, Design, and Destiny. Creativity is then classified based on the
problem's characteristic using Unsworth's model (2001) which separates closed and open problems. Results
show that in the early phases of the creativity process problems are more structured and are faced using
diagnostic and boundary tools. In the design phase, a dynamic tension between interactive and diagnostic
systems is always preferred. The final phase (Destiny) requires diagnostic approaches in all cases. On this
foundation, the paper aims to contribute to the literature on innovation and intangible assets. It is our opinion that
the results could also be used by managers and entrepreneurs involved in the creative process in order to
improve a companies’ ability to face change.

Keywords: creativity, management control system, levers of control, knowledge integration

1 Introduction and research question

Creativity is recognized as a core value and is described in the literature as a multi-dimensional
construct where persons, processes, products and environment work together to develop successful
creative ideas (Runco, 2004). According to these studies, creativity refers to the development and
launching of novel ideas that are useful and appropriate to the situation (Woodman et al., 1993). An
idea must have both novelty and usefulness to be considered creative (Amabile, 1987, 1999). Zhou
and George (2001) recognized that creativity differs from organizational innovation. While creativity is
the generation of new and useful ideas by individual employees; innovation involves the successful
implementation of creative ideas by the organization.

Thus, creativity is often the starting point for innovation, and companies need to manage their
creativity process in order to reinforce their sustainable competitive advantage. According to the
literature mentioned above, organizations need an intensive knowledge integration mechanism that
supports creativity within all the phases of the process in order to analyze, understand, select, and
integrate ideas in a business model. Indeed, the literature recognizes by connecting knowledge
across industrial and social settings, that companies can improve their creativity and foster their
innovation ability (DellEra et. all., 2011). For example, Handzic and Chaimungkalanont (2004),
recognized the central role of socialization in fostering creativity while Politis (2004) found the
relationship between transformational and transactional leadership and the ‘stimulant’ determinants of
the work environment for creativity.

Easterby-Smith et. all. (Easterby-Smith et. all., 2008) recognizes the important role of structure and
mechanisms for facilitating the knowledge transfer. Thus, Management Control Systems (MCS), as a
part of the structural capital, can be utilized as knowledge integration mechanisms since they have an
important role as a coordination mechanism (Ditillo, 2004). Unfortunately, as recognized by Davilla et.
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all. (Davilla et. all, 2009, p.296) “Even if control systems are an important element in shaping the
organization, its impact on creativity has been virtually ignored”.

To close this gap in the literature our paper examines how companies can recognize and describe
how companies could use their MCS as an element of their structural capital in a way that both
creates knowledge integration and supports the creative process. Thus, we recognize MCS as a
blended tool that provides: 1) a dialog among internal or external actors of the creative process; 2) a
knowledge repository for data and other information required in the selecting process; and 3)
representation of the new ideas into a business model.

In order to reach our purpose, the paper is organized as follows: paragraph 2 offers a brief literature
review on the field of creativity and management control system; paragraph 3 presents the
methodology we used and paragraph 4 illustrates major results from our study. Our work ends with a
conclusion paragraph which summarizes the aims, methodology and results of our study.

2 Literature review

2.1 Creativity and creativity process

Creativity has a multi-dimensional nature and several theoretical approaches have tried to categorize
the concept. This, unfortunately, has led to a confusing array of frameworks. Sternberg (2006), for
example, recognizes eight types of possible creative contributions based upon how they propel or
move an existing paradigm. Using this perspective, Unsworth’s model (Unsworth, 2001) lends to an
approach which asks two sets of questions: First, what are the drivers for idea generation? (E.g. what
triggers creative activity) Second, what is the initial state of the trigger? (E.g what kind of problem has
to be solved).? From these two dimensions, driver type and problem type, Unsworth derives a matrix
of creativity which represents: 1) responsive creativity (responding to presented problems because of
external drivers), 2) expected creativity (discovering problems because of external drivers), 3)
contributory creativity (responding to presented problems because of internal drivers), and 4)
proactive creativity (discovering problems because of internal drivers). The earliest modern studies on
creativity (e.g. Wallas, 1926) focused their attention on the creativity process where people:1) acquire
information during an initial stage; 2) develop the idea unconsciously, (3) formalize the idea and then
(4) test it. Runcho (2004) developed an approach where creativity is recognized by a blend of person,
product, process and context. Focusing on the dimension of the process we can observe that in any
organizational context, specific processes can be distinguished, thus enriching both the scope and
the levels of creativity.

According to Puccio and Capra (2010) one of the most developed approaches in terms of creativity is
creative problem solving, developed by Osborn (Osborn, 1953). Unfortunately, this approach has
been under continuous refinement (Puccio, Murdock, Mance, 2007). The model in its current state
recognizes six fundamental steps from exploring the vision to formulating a plan.

Another well recognized approach is Lateral thinking, developed by De Bono (1977, 1999). This
approach focuses on the ability of thinking “out of the box” in order to create a shift in one’s thinking or
perception. This model represents a complete break from previous thoughts and paradigms.

Cooperrider and Srivastva (1987) provided a different approach named Appreciative Inquiry that
focuses on what is working well, instead of pinpointing what needs to be fixed. Yet another path of
creativity development, Design Thinking adopts a user-centric approach based on what Fulton-Suri
(2005) defined as a unconscious approach to innovation since a consumer’s experience with products
provides feedback and clues regarding implicit gaps and opportunities for improvements.

Another approach developed by Gordon (1960 is Synectics which is based on the use of analogies.
According to the author, the creative team works using metaphors and direct analogies in order to
foster non-rational associations. While Synectics fosters free-associative processes of thinking, the
Theory of Inventive Problem Solving (TRIZ) is based on repeatable engineering principles. As
recognized from Puccio, Capra (2010) this approach was developed during the 1940's by the Soviet
Navy.

These numerous and varied approaches lead to several different process, and are summarized in the
table
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Table 1: Creativity process. Different approaches

Approach Description References

Creative Development of a process for problem solving with six steps: 1. Exploring Osborn (1953),

Problem the vision 2. Describing the challenge 3. Discovering the idea 4. Defining the  Puccio,

Solving solution 5. Exploring the acceptability 6. Formulating a plan. Murdock, Mance
(2007)

Lateral A technique of thought and perception which leads to a development that De Bono (1977,

Thinking provides an indirect approach, observing the problem from different angles, 1999)

Appreciative
Inquiry

as opposed to the traditional mode that concentrates on a direct solution to
the problem.

A process that analyzes elements that work and those that do not work
within an organization. The phases are: 1. Discovery 2. Dream 3. Design 4.

Cooperrider e
Srivastva (1987,

Destiny. 2005),S
Design Mainly applied to re-engineering of products, this approach is characterized Fulton-Suri
Thinking by 5: 1. Understanding, 2. Observation 3. Viewpoint 4. Displaying 5. (2005)
Prototyping.
Synectics Development of a process that encourages participants to talk in metaphors.  Gordon (1960)
The process involves the use of analogies: Direct (1), personal (2) and
symbolic analogies (3).
Inventive Developed by the Department for Patents in the Soviet Navy and known by Puccio, Cabra,
problem the acronym TRIZ, this methodology is based on rational issues. Among the  (2010)
solving most important phases of this methodology, which provides a detail of 40

micro-activities, are: 1. Segmentation 2. Defining local quality 3. Exploring
asymmetry 4. Testing universality.

For this paper, we apply a dynamic view regarding courses of action, for which one of the most widely
appreciated methodologies is that of “Appreciative Inquiry” known also as Al (Cooperider, Whitney,
Stavros, 2005). Al utilizes four distinct phases mentioned above focused on both the positive and
negative elements that characterize organizations. It proposes continuous and incremental change
rather than great leaps in cognition. As evidenced by Grandi and Holton (2010, p. 180) “...
fundamental to complexity theory is the acceptance of change as a given condition for sustaining life
within any system. Al echoes this acceptance and focuses in particular on the role of positive
feedback in amplifying small changes to produce exponential growth within a system.” The stages of
Al are characterized as follows:

f Discovery refers to the dimension of problem analysis. It is configured as a preliminary effort,
during which the elements of excellence and the problematic elements within the organization are
identified. The objective of this phase is to ensure the excellence of the best processes and to set
aside problematic elements.

f Dream is characterized by the identification of some paths of development and improvement, and
is exposed by developing ideal “side trails”. As expressed by Wallas (1926, p. 15), it can be "a
sudden insight, or vision, or a feeling, something between an impression and a solution, and at
other times it is the result of a prolonged effort." The goal always is to detect elements of
improvement.

f Design is the phase in which logical thinking, sparked
incorporated into procedures and processes.

through the dream, and is being

f Destiny encompasses the stress tests of the idea phase, resulting in a clear-cut project.

These phases appear to occur within either a single- or a multi-person environment. In an
environment governed by management control, the phases will interact with the various elements of
the company’s knowlodge integration structure that connects all the phases. Thus, management
control systems could play an important role.

www.ejkm.com 260 ISSN 1479-4411



Electronic Journal of Knowledge Management Volume 10 Issue 32012

2.2 MCS and knowledge integration

As noted, the creativity process needs a knowledge integration system that connects all the phases.
When a task requires a high combination of specialists, efficiency is better realized through an
effective integration among partners (Ditillo, 2004). Indeed, integration of knowledge helps to
overcome uncertainty, thereby reducing knowledge disparities and clarifying people’s beliefs and
actions. Few studies have analyzed the knowledge integration impact in oragnizations, choosing to
focus more on different aspects of knowledge management such as knowledge transfer and
knowledge acquisition. It has been recognized that teams create synergy to improve their efficiency
thus creating a cumulative process since the performance of the entire team is higher than the sum of
its parts. Indeed, the group is able to integrate single perceptions reaching different and new points of
view or having higher quality of judgment. In this perspective, as evidenced by Ditillo (2004),
management control systems can certainly be interpreted as tools for knowledge management in
general and as knowledge integration mechanisms in particular. Unfortunately, knowledge
management in general, and a MCS in particular, are encompassed by the complexity of process
management. Ditillo (2004) uses the model of Wood (1986) to recognize three determinant
complexities: component complexity (number of the parties), coordinative complexity (number of
relationships), and dynamic complexity (variability of parts and relationships). The author connects to
the above-mentioned communication oriented approach for the extreme situation which is
characterized by cognitional complexity and great dynamism. This is where an understanding of
phenomena becomes central The model also considers the repository approach for extremes that are
represented by computational complexity in which the coding and the preparation of performance
reports are key elements. Complexity of the task and the MCS approach are connected in the effort of
facilitating the evolution of management judgment. On this perspective, Hall (2010) views the role of
an MCS as a means for producing mental models. Specifically, he found that control systems not only
prompt mind mapping between managers but also increases performance. Hall also notes that the
ability of an MCS to provide frameworks which support the cognitive process is related to the
characteristics of individual individual managers. Managers having less experience in their specific
role and who are members of smaller companies are more impressionable than managers having
more experience and who operate in larger organizations (Hall 2010). The improvement in
managerial perceptions is correlated with the improvement of managerial performance (in a broad
sense) and, consequently, provides a more efficient exploitation of creative potential (Hall 2010, p.72).
But, as admitted by Davila, Foster and Oyon (2009, p.296) "the interaction between creativity and
organizational forces - an important field of research in the creativity literature - has yet to be
explored”.

A key contribution to understanding MCS is the work of Simons (1995, 2000). The author defines
management control systems as “formal, information-based routines and procedures managers use to
maintain or alter patterns in organizational activities” (Simons, 1995, p.5). Other studies highlight that
the blend of aims MCS pursue requires a combination of multiple control systems (Otley, 1980,
Chenhall and Euske, 2007). Indeed, Simons argues that there exist " [...] four key constructs that
must be analyzed and understood for the successful implementation of strategy: core values, risks to
be avoided, critical performance variables, and strategic uncertainties. Each construct is controlled by
a different system or lever, the use of which [...] creates the opposing forces - the yin and the yang - of
effective strategy implementation” (Simons, 1995, pp. 6-7). Simons defines four systems that are
used to exercise control (“levers of control”; LOCs), which are usually articulated as: belief, boundary,
diagnostic and interactive systems. The belief system is “the explicit set of organizational definitions
that senior managers communicate formally and reinforce systematically to provide basic values,
purpose and direction for the organization” (Simons, 1995, p. 34). In order to explain the beliefs
function, the literature recognizes a fundamental role in communicating core values for inspiring and
motivating all the parts of an organization (Wider, 2007). As a consequence of the correct use of the
belief system, organizations are able to explore, create and use endeavor-engaging appropriate
actions for coordinating all the efforts of the organization in the same direction. The boundary system
“delineates the acceptable domain of strategic activity for organizational participants” (Simons, 1995,
p. 39) and provides the organization with specific behavior constraints. Thus, all parts of the
organization are able to understand what is (and what is not) permissible. The diagnostic system is
intended to motivate components of an organization to align their performance with organizational
objectives. Feedback and measurement systems involve actions such as score keeping and the
analysis of deviations from standards as the basis for monitoring employee actions. The collected
information actions allow the analysis of the progress towards goals and to take corrective action
when necessary (Mundy, 2010). Finally, the interactive system is forward-looking and characterized
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by active and frequent dialogue between top managers and middle managers through debate about
organizational strategic problems and their possible solutions. It implies a proactive, non-invasive
problem solving approach focused on strategic uncertainty. According to this literature, the levers of
control generate a “dynamic tension between opportunistic innovation and predictable goal
achievement that is essential for positive growth” (Simons, 1995, p. 153).

3 Methodology

In order to achieve an empirical understanding of the impact of MCS as a knowledge integrator within
creativity processes we developed a theory informed comparative multiple-case study (Yin, 1994) for
linking the role of MCS as a creativity facilitator. In order to test our framework, a sample of 3 SMEs
located in northeastern Italy was drawn from a list of 30 manufacturing firms supplied by local SME
associations. The overall selection criterion for creating the sample was the introduction of at least
one new product during the past three years with expected cost of the innovation project exceeding
100.000 Euros. This enabled the selection of companies having both a history of innovation and
relevant innovation strategy projects. An invitation email was sent to these 30 companies from which
a 10% response rate was achieved, resulting in a sample of 3 firms .These firms furtherindicated their
willingness to participate in the project. Within this sample we adopted a multi-method approach that
involved collection of information through interviews, public sources (such as balance sheets), and
internal reports provided directly by companies. Interviews using a semi structured questionnaire were
undertaken with the CEOs (managers or entrepreneurs) of the selected firms. A second round of
interviews was developed with the key managers of selected firms. Data collected were recorded and
transcribed. Interviews lasted for a total of 1755 minutes with an average time of 195 minutes. . An
interactive content analysis methodology (Krippendorff, 2004) was selected in order to identify cross-
case patterns that could highlight similarities and differences among the sample (Eisenhardt, 1989).

Table 2 reports a short description of the three companies interviewed. (To ensure anonymity we
have referred to them as company A, B, or C).

Table 2: Description of Sample Firms

Firm SIC code Sector Ageofthe Sales/mio Interview Managers
firm time interviewed
A 29 Petroleum and coal product 55 20 570 3
B 27 Printing and publishing 28 21 600 3
C 28 Chemicals and alliegroducts 13 15 585 3

The primary objective of the interviews was the collection of detailed data about the control tools
implemented, as well as the importance of such control tools for managing and monitoring the
creativity process. The Al model was utilized for analyzing the creativity process and the LOC model
was used for categorizing the MCS. To ensure the findings, we used a data triangulation approach
(Yin, 1994) based on comparison from different kind of data collected: interviews of different
managers within the company, and a comparison of interviews with company reports, ....

4 Analysis and Conceptual Framework Derivation

The literature shows that MCS are able to support the creative process by assisting in the
construction and confirmation of mind mapping between managers. Their key role lies in functioning
as a repository of knowledge and as a communication and dialogue tool. Therefore, we believe this
double approach increases the effectiveness and efficiency of creative processes. We combined
Simons’ (1995) perspective of “Belief, Boundary, Diagnostic and Interactive” (Levers of Control: LOC)
with Cooperider and Whitney's (2005) model with “Discovery, Dream, Design and Destiny”
(Appreciative Inquiry: Al). According to Unsworth's model (Unsworth, 2001) the dimension of the
problem influences the creative process. In problem-finding research, scholars have examined the
degree to which a problem is formulated before the beginning of the creative process. Using Ditillo
approach (Ditillo, 2004) we think that more structured problems require more computational effort

www.ejkm.com 262 ISSN 1479-4411



Electronic Journal of Knowledge Management Volume 10 Issue 32012

(developed through Diagnostic and Boundary Systems), while more open problems require a more
cognitional approach (developed through an Interactive and Belief System). Using this assumption,
we analyze the role of Levers of Control on the Discovery, Dream, Design and Destiny phases of the
creative process.

4.1 Discovery and Levers of Control

Given the central motivation of the discovery phase being to identify the "positive capacity" and the
"positive core" of a business, traditional approaches to Al propose a procedure based on interviews
and on comparison of their output. The emphasis is on "performing”, so that during the discovery
phase “people throughout a system connect to study examples of what makes them their best, to
analyze and map their positive core, and to investigate their root causes of success” (Cooperrider,
Whitner, 2005). This directly connects to management control, because "to operate effectively,
organizations ... need to know how many resources they are using in different activities and whether
their use is cost-effective ... The accounting system is a language to provide information of this
nature" (Anthony, Hawkins, Macri, Merchant, 2005, p.1). This concept also delves into a firm's
strengths and weaknesses, since “to ensure that an inquiry hits at the heart of a system, it must be
focused on questions that really matter to the organization’s purpose, its value, its legitimacy and
sustainability” (Grandi and Holton 2010, p.181). This approach was identified in all firms in our
sample. Indeed, one manager stated “We work in the pharmaceutical R&D field, so for us it is
important to know what our core values are in terms of competitive success in order to develop future
projects, so we have developed an intensive control system based on a Balanced Scorecard”. The
perspective of purpose, value, legitimacy and sustainability points to the central role of diagnostic
systems: The diagnostic approaches are often associated with a strict monitoring of processes and
resources and often include action plans derived from the strategy, specific financial targets, and from
comparing expected results with real achievements. This was confirmed by another manager in our
sample who noted “We need to control our goal achievement if we want to know what we know and in
what we are good”. With a very strict use of mechanical control systems, areas of excellence can be
identified as well as the most critical areas of business, and thus they are a significant support to the
discovery phase. One firm said: “We always analyze our results and our goals in order to identify
problems and to recognize points of improvements” This aptitude of control systems has been posited
to exert a most comprehensive influence on the cognitive faculties of managers (Hall 2010). By
contrast, excessive use of diagnostic control systems, which are too heavily oriented towards
“performance”, ends up stifling exploratory activities. Thus, we derive that:

Pla: The use of the diagnostic systems can facilitate the phases of discovery during the
creative process;

4.2 Dream and Levers of Control

Explorative activities require high levels of freedom: “Managers need to be encouraged to identify
defined areas within which a degree of experimentation and risk taking might be beneficial. Too often
we stifle creativity and learning by insisting upon good performance from all activities” (Otley, 1994,
p.287). This must be kept in mind when devising MCS tools, and there have been admonitions to this
effect, (such as expressedby Kaplan and Norton (2001) in their Balanced Scorecard approach), that
the use of a system be not limited to a mere diagnostic context. It becomes essential to use MCS
tools as guides to the organization’s creative activities towards the dream phase. Cooperrider and
Whitner (2005) report that “mapping the positive core was followed by reflection on the question: What
is the implication of this map of the positive core for the future of our business?” This appears to be
confirmed by our analysis. One manager we interviewed stated: “We need to know our core values in
order to shape our future organization. For example we have developed a strict code of conduct in
order to drive future developments”. It seems evident before initiating creative processes and
exploring innovation, that the mission and vision of the project be communicated in order to transfer
and share core values. Then all efforts can be focused on a “communal” dream stage. One of the
managers said, “We spend a lot of time developing internal journals, communication meetings where
we try to share our vision and core values. For one of our R&D projects we have asked to our middle
managers to solve the problem considering the environmental impact of their decisions, so we
changed the destination of one of our plants because we need to be environmental-friendly” As
evidenced by Malaguefio and Bisbe (2010, p.11): “Cultural control could be defined as set of shared
values and beliefs that guide norms of behavior within the organization”. This leads into to the
subsystem of Beliefs and Boundaries operating within a MCS. The sharing of values, symbols and
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signs is essential to stimulate and guide the creative process: “Belief systems provide employees with
a stable environment, and they also play an important role in challenging organizational inertia and
political processes” (Mundy, 2010, p. 501). Thus we derive that:

P2a: The use of beliefs- and boundaries-systems can make it easy to “dream” in the
course of the creative process;

4.3 Design and Levers of Control

This phase always commences shortly after the dream phase has begun. as feasibilities must be
conceived early. Managers will push for an interactive use of the control systems, aiming at
discussions between the various business functions in order to communicate and stimulate new
thinking strategies for steering the organization toward new horizons. “Conversation becomes a core
process for eliciting the data and energizing the system for change” (Grandi and Holton, 2010, p.180).
One company in our sample stated: “Our projects required multiple competences, so our project
manager organized frequently meetings in order to share visions and ideas, catching specific
knowledge in order to create the best R&D Project”. This would push the entire organizational system
beyond the status quo, with a new focus on new value drivers, arguing what the status quo is like and
what the organization could become and what the solutions for change should be (Cooperrider and
Whitner, 2005; Henry, 2006). The design phase is used by senior managers to create their own
interactive approaches for pushing the search for new solutions, to break routines, and to identify and
encourage the emergence of new opportunities, new strategies and new initiatives (Simons, 1995).
As asserted by Dent (1990), curiosity and a desire to experiment can be fueled by control systems:
planning and control tools can be used to stimulate a dialogue that will lead to a new corporate image
and will interact with the organization’s environment in a new way. If the use of a MCS is associated
with the development of less formalization, and is more oriented to communication, this will develop
open information flows among the various organizational levels. Henry (1996) noted that there exists
a positive correlation between the use of interactive control and the acquirement of new capabilities in
marketing, entrepreneurship, learning and innovation. This, as well, seems to be confirmed by our
interviews when a manager said “We need to talk because we need to discover operative solutions
for shaping our future, putting together a multiple knowledge. For example, thanks to our weekly
meeting, we were able to solve a huge problem, since one of our middle manager knew a special new
material that allowed us to save more than 10% of construction cost. Thanks to this, we decided to
develop the project”. Thus we derive that:

P3a: The use of interactive systems enables the design phase to evolve within the
creative process;

4.4 Destiny and Levers of Control

Destiny leads to the natural selection of ideas and denotes where these ideas should be located
thus "letting the transformation emerge" (Cooperrider, Whitner, 2005, loc. 354-61, Kindle Version).
Creativity in this sense is a social process in which ideas should be shared, and their validity
assessed by the entire organization. Here, the use of MCS, in the essence, can contribute by
construing mental mind maps. In this perspective, the diagnostic use of control systems can provide
the conceptual framework within which the change of thought can produce effects. This approach
seems to be confirmed by our interviews. One manager said: “We strictly use Monte-Carlo analyses
for evaluating our project ideas, we are a small company and we can't allow to waste money following
dreams we need to know that there are concrete opportunity at the end of the road”. Thus we derive
that:

P4a: The use of diagnostic systems can smooth the progress of destiny in the creative
process

45 Theoretical framework derivation

Empirical analysis supports the development of a theoretical framework as depicted in Figure 1.
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Exhibit 1: Levers of control and stages of creativity process

Phases of creativity are categorized by recognizing either a more cognitive complexity or a more
computational complexity. An ability to analyze the items that are working well according to the
appreciative inquiry techniques requires a more computational complexity. Managers need to
measure several aspects of the organization, namely: finding the processes, the products and the
people which work and those which do not work. Thus, Management Control Tools require a more
repository approach. At the same time, the ability of selecting ideas that merit further development
requires business plans, objective valuation and so on. A repository approach where information is
well catalogued and measured could support this step of the creativity process.

The Dream step requires the ability of imagining the world in a different way. Therefore, management
control systems must support the communication inside the organization, thereby leading efforts to a
common goal. Given this perspective, the Belief system can support the Dream step of creativity. At
the same time these efforts need to be finalized. A dynamic tension which involves the boundary
system has to be created whereby people know the borders of their actions. This should lead to a
maximization of effort on the part of all participants. Moreover, several endeavors have to be aligned
in order to shape a dream. During the design step a continuous dialog approach must be in place in
order to support the creativity process. Then, an interactive system can support the Dream phase.

5 Conclusion

We have proposed a new model which combines research in the areas of Simons’ (1995) perspective
of “Belief, Boundary, Diagnostic and Interactive” (Levers of Control: LOC) with Cooperider and
Whitney’s (2005) model with “Discovery, Dream, Design and Destiny” (Appreciative Inquiry: Al). Using
a multi-method case study we have analyzed the knowledge integration role of Management Control
System, recognizing how the Levers of Control could support the creative process. Our hypothesis
are that in the early phases of the creativity process more structured problems are faced using
diagnostic and boundaries tools while problems that are more open are faced using interactive and
belief approaches. Thus, in the Dream phase a dynamic tension among boundaries and belief can
facilitate the process focusing the creative endeavors while the proper use of interactive systems
enable the design phase to evolve within the creative process. The final phase (Destiny) requires
diagnostic approaches in all cases. On this foundation, the paper aims to contribute to the literature
on innovation and intangible assets. It is our opinion that the results could also be used by managers
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and entrepreneurs involved in the creative process in order to improve a companies’ ability to face
change.
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SUHUHTXLVLWHV RI VRFLDO BIgXVYDWHRIQDV L Q11 ZKQDRK PIRY W UWUH HQGRJHQRXV LQ

H\ZRUGQYWHOOHFWXDO FDSLWDO LQWRROQWLRQDQMUIDIFLRGXRWIDQLWDFLDO UH

1 )LQDQFLDOLVDWLRQ DV D VRFLRHFRQRPLF SKHQRPHQRQ

$FFRUGLQJ WR 7 , 3BaicDHVPLQDRFHM® ZKHUHE\ ILQD Q FL\DW L WVDXWNLHRD W/
anG ILQDQFLDO HOLWHV JDLQ JUHRWHR 3IROQRH@FHG RHHRIQ RHFFIRQ R X\
Financialisaton WUDQVIRUPV WKH IXQFWLRQLQJRWK MRHR P DilctymevalyH® vV DW E
7, 3DZOMBQGHUSLQQLQJ WKLV WUDQ V LR ddpitaVisicRed MnKRIDNLIIQWHO O HFV
SURGXFWY DQG VHUYLFHV DQG PDMOUHV F\RUBQ®D.Q®ibidRIW UKV
financialisation DV DUJXHG WKURXJKRXW WKLV SWODWHBLFK BV VAVRIHE IGRHQAM X O
leading to the global financial crisis of 2007- DQG VXEVHTXHQW VRFLRHFRQRPLF
including the European sovereign debt crisis.

7KLV SDSHU H[DP Lisatibh JUQRWKLD@ WKUHH GLPHQVLRQV\ FEBDUWNSRQGLQ
investment assets):

f aggregate financial leverage - DOVR UHIHUUHG WR DV 3JHDULQH  RU MSRIMNG EW QC
OHQGLQJ H[LVWLQJ LQ FRQWHPSRWD BHUBVYRQBROLFFRUBSWRUHBWHD LQG
sovereign levels;

f aggregate stock market capitalisation — epitomising WKH UROH SOD\HG E\ HTXLW\ VWRF|
FRQWHPSRUDU\ HFRQRPLHV

f LVVXDQFH RI K\EULG LQVWUXPHRQWMP RKDLDQFDWO QGHWKMDWRY WO\ VSH

of FRPSOH[ ILQDQFLDO LQVWUXP HQRH\Q WKW & PIRIEEIGHOREF R Q
FRXQWHU 27& PDUNHWYV

'"HVSLWH UHFXUULQJ PLVIJLYLQJV WRRBHRGXFW*URVWWRPHSUR[\ IRU FRC
VRFLRHFRQRPLF SURJUHVVY &l - & -0 ¥DQUIGGIDWHBUBKDVXUHV Rl ILC
VHFWRU H[SDQVLRQ DV WKH PRV M GI\DNDEODEHGLIQQSWRAWWUFH KDYH
minimise cross-ERUGHU RYHUODS LQ DFFRXQWWQ F NN UR Widdtignh @ B IHBE/ H4D QINU G V
DQG %DQN IRU QWHUQDWLRQDAOVWHWIYOHEHAWY W $SSREBG GDWDV

1.1 Financial | everage

JLQDQFLDO OHYHUDJH RWKHUZLW[ WHRZHG DIVV 2 BHRPUHINVWLF FUHGLWLQJ \
ZRUOGZLGH EDQNLQFHBGHNEWOREDO *URVV 'RPHVWLFLIURGXBWG *'3 D
KDV QHYHU ORRNHG EDFN 7KLV BW®QN\VOMQ GLR XKD W RXS\ZMWIKHG UH
RXWSXW LQ WKH JORED®OLWHRQRPRHVVLYH ZDYHV RI\P PIRIXRHFRQRRHF YF
JOREDO RYHUUHOLDQFH RQ H[WHEQDQGHGDIMWEQUHERMHRWLRHHQGLQJ’
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resulted in farrDQJLQJ VRFLRHFRQRPLF GLVHTMXIQUL®KIHD Z XKOWGE PLOGHH B F FEQR P\
EULQN RI D FROODSVH XQVHHQ WKGIFFHH @WK UAD U O\ V RI

Figure 1: 'RPHVWLF FUHGLW SURYLGHG EHEQWHVDWERQPWOQEMDYIMNLRU MR
Domestic Product (GDP) in 1960-2010

Source: based on World Bank financial sector online datasets: http://data.worldbank.org/topic/financial-sector?display=graph
[retrieved: November 15, 2011].

1.2 Stock market capitalisation

7KH UHODWLRQVKLS EHWZHHQ WBHVWWRFRRPSORQHWYVY NGSH HMHQWLQJ
DFWLYH EXVLQHVVHYV DQG D \HWWAPI®EIDEHIH | UBAMMIFR @ RILOQOWUXPHQW
'RPHVWLF 3URGXFW *'3 LV RIWHQWHKHNHROMHY SID BVHRF\EROLVWHG FRPSD
HFRQRP\ ,Q WKH VXUYHAHG SWWKILRGSURSRUWLRQ VSLNHGHWEHRNM DERY
WKUHVKROG B(EXEEOHV" SRUWHWRGLQ@QQEHDRSARCNRWWDFHAMRMHFRQRPLF
(“recessions”). ,Q JHQHUDO WHUPV WKH SDVW GRIFDIGHI KWIF\D @HWRQ HWW RENDP
valuationsv WKHLU X Q G H tatdvinQtarsfeEridanfeNtals (Figure 2).
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Figure 2: 7KH FDiSitioN RO ZRUOGZLGH OLVWHG FRPSDQLMY DM EWURABWBUH
Product (GDP) in 1990-2010

Source: based on World Bank financial sector online datasets: http:/data.worldbank.org/topic/financial-sector?display=graph
[retrieved: November 15, 2011].

13 2YHU WKH FRXQWHU 27& GHULYDRWFN RD IRNKHW WD ®IGALDO LYW B W

$V GHPRQVWUDWHG E\ JLIXUH VALK H) K\ZK A LEHOHLQQIL)QR WKH-QRWLRQD
the-FRXQWHU 27& ILQDQFLDO GH URPY DWKHY BRSHIVDIUHWH\D WID® XHV RI HTX
SRVWHG E\ SXEOLFO\ TXBRIWUHELFRPODO@LHW WKH FRXQQIB@RRICD @& FE WLK/H. \O
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7KLY GLYHUJHQFH DWWHVWYV WRVDI|GRP PIXW¥OR IV KU HY XROIDIWHDGRIWQ G UHOL
VWRFN PDUNHWWVWLPAKRRBO LV IRVWHULQJ WKMW R URX@/®isBez-f@WHUSULYV I
DQG RSDTXH RYHU WKH FRXQWHUWRTXESUBDWRROPWRGRPRQB RIWHQWLF
DOJRULWKPLF WUDGLQJ V\VWHPWK H XOREIDW] QLUIQDADEK B OHE XWRRL WV
VXEVHTXHQW DIWHUVKRFNV VWLQW SHQUBBRWDDBOWW RPN H° DU KGHW YD O>
PDQDJHG WR IODWWHQ WKH UDPSDQW JURZWK RI 27& WUDGLQ

Figure 3: :RUOGZLGHP VWNRHW V fsatiobsS\L Yldd& over-the-counter 27& GHULYDWLYHVY
(notional) value outstanding in 1998-2010 (in US$ bn)

Source: based on Bank for International Settlements (BIS) financial derivatives statistics online:

http://www.bis.org/statistics/derstats.htm [retrieved: November 15, 2011];

Federation of World Exchanges (FWE) market capitalisation statistics online: http://www.world-exchanges.org/statistics/time-
series/market-capitalisation [retrieved: November 15, 2011].

2 )LOQDQFLDOLVDWLRQ DV D FKDOOHQWD VO FRELWHFRQRP

7KH 6WDQGDUG S3RRUfV 6 3 ,; 9ROBMIOO LG E BXHCAH W RH 3)HtD&) ,QGH[ ™ L
OHDGLQJ EHQFKRIW@RO-RSIDQ HPRIODWLOLW\ LPSOLHG IRRQ LK BL®PO RSWL
,QGH[ D EHOOZHWKHU RI WKH 8 6 HFREQLRFH &QF&EBMLRQ LQ wW

sometimes calculated ex post WR FRYHU SUHFHGLQJ SHULRGVY DWK®JIR;X WIDWR RPNV |
(positive or negative) for U.S. blue chips.

(YLGHQWO\ WKH JOREDO ILQDQFFROCQFFHOWGRZAWRIXQSUHFHGHQWHG 9,
FXOPLQDWLQJ DW WKH ERWW-RPHBP WKUHBOGLN LA WEKWRDW@EPDMRU DIWHUV
IROORZLQJ WKH UHFHQW PHOWGRYRQJIJF GO JUHH N LIRHZXGFBEYWDUQW\ DV W
FRXUVH RI WKH 8 6 HFRQRP\ )LJXUH

1990/01/02

1992/01/02 -
1994/01/02 -
1996/01/02 -
1998/01/02
2000/01/02
2002/01/02
2004/01/02
2006/01/02
2008/01/02 -
2010/03./02
2012/01/02-

Figure 4 7KH 6WDQGDUG 3RRUfV 6 3 ,;ORDOWR ONQ\RZ @ ®N[ WKH 3)HDU
EHWZHHQ -DIISDQG - X Q2012
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Source: Yahoo!Finance datasets, downloadable online from:http://finance.yahoo.com/g/hp?s=%5EVIX+Historical+Prices
[retrieved: June 24, 2012].

8vVLQJ D IDLUO\ QRYHO ELEOLRAPHDNIPUGEHWRBROD OBRIORYWWLQJ RQ WKH
WHUPV 3ILQDQFLDO” DQG 3FULMNV RRWKEHRWEIPDWIR W BQDXAMHIH %ULWLV
RQH FDQ GHWHFW D VWULNL@QFMLW K& D:UIH®D WL (H SVWWHIVQVGAIREY R/ILW K H Vv

7KH 1JUDP UHVXOWVY QHHG WR EGHUQW®EH SATHWMHR® QL WK HRSQMHYVHGO\ D
FUHDWRUV \HW LW BtVth'gughSiVtRe pod-IZ/D WISHULRG 3:ILQDQFLDO" UHIHUF
FRLQFLGHG ZLWK 3FULVLV  HYHORW E6IXER GLEDWLYBWRR @ RRIWLQXRXV
DVVRFLDWHG ZLWK WKH GHYHGRSRIQYW QG | WEKBIQ B LIDDQRYVDWIL\R Q RXW S X

Figure 5: 7TKH RFXUUHQFH RI Xg@am3)u DfiRanciaR Bnd “crisis” in the English language
FRUSXV RI ERR2008*L Q
Source: Google Books N-gram Viewer (by Google Labs), available online at:

http://books.google.com/ngrams/graph?content=financial%2Ccrisis&year_start=1800&year_end=2008&corpus=0&smoothing=3
[retrieved: November 15, 2011].

White-FROODU FULPH FRPPLWWHG L QSWHWHRQWD CF ISIDAQ) W Q@adMet\ UHH [L Q J
rampant financialisation. For obvious reasons (limited detecton DQG OHJD O HrheLI&gsHtRS \

W\SH RI FULPH LV QRW DGHTXDM@D \RUIKE UB O MWDHAGL V@Y LFDW LIKRIZHYHU €
a partial glimpse into its magnitude.

7KH 8 6 )HGHUDO %XUHDX RI , QWHNVW VJ-RBANEY fanislderime\Vfal ODndér the
IROORZLQJ FDWHJRULHV ) % ,

f ‘“corporate fraud: faOVLILFDWLRQ RI ILQDQFLDO LQURUPIMWALRQUBIR SXWQRRK M
GHDOLQJ E\ FRUSRUDWH LQVLVMU¥VH QG REVWUXFWLRQ RI MX

f securities & commodities fraud DIILQLW\ IUDXG S\UDPLG 6FKHWAMQWUILPIHXGDQ |
DGYDQFHG IHH IUDXG SURPLVVRWDREBWHWHRERRPRGUWH®@N\ IH[FKDQ.
SUHFLRXVY PHWDOV IUDXG P DU NHW H PAH. IS X Q \RGADLRE OGBSO H U

f mortgage fraud: PDWHULDO PLVVWDWHPHQWYV PNVUBBSUHVGIMWIDQULWRER VD RH L
transaFWLRQ ZKLFK LV UHOLHG RQ E\WIQH VRWD PR DI WSLORUQV LIHQF @HRG L Q J
UHVFXH VFKHPHV ORDQ PRGLILFBWRSBEUWKHPUIBSLQOOEXROGHU E|

FRQYHUVLRQ HTXLW\ VNLPPLQJ XMIVOHRRQ YHBRDREQ RPRRINVHOIJH FRPP
estate loans and air loans);

f financial institution fraud: VRSKLVWLFDWHG H[DPSOHV Rl LQWQWHDQG®DXG

PLVDSSOLFDWLRQ FKHFN IUDXE LLKRAQWKHHGAWW FHKHAWLDNAEQVLQJ
contributing to the failure of financial institutions;

f insurance fraud SUHPLXP GLYHUVLRQ XQDXWKRHUULNGGWHGWERUWSRU DLVDH XI
YLDWLFDO VHWWOHPHQW IUDXGXGRGNMDVWIHBPEBDFGEDWWRDJHGB DXWR
SURSHUW\ LQVXUDQFH IUDXG

f mass marketing fraud DGYDQFHG IHH IUDXG 1LJHUL® @ FOWMWMUHUY ZHBI$SG W DF
I[UDXG RYHUSD\PHQW IUDXG DQG WRHHRPHMW\ LPSHUVRQDWLRQ
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f money laundering WKH SURFHVV ZKHUHE\ FULPLQDWYHFBQRIFBEGRURGLWEK:
crimes or convertthose pRFHHGY LQWR JRRGV DQG VHUYWRHNQ IDW HD OVIKRIZ FE DL
PRQH\ LQWR WKH VWUHDP RI FRAPEGDRRALDMXXQWVWRUWXBWRQY DQG WK
WKHUHE\ JLYLQJ FULPLQDOV XQZDUUDQWHG HFRQRPLF SRZHU

f $vV VKRZQ LQ )LJIJXUH DPRQJ WKHHWDSMMO R IVIKUFDKWOS ERHHORUH WKH J
crisis of 2007- ZHUH PRUWJDJH DQG WR D OHVVHWRPFPHEBQWLH\HERYMA X
7TKH WZR FDWHJRULHV HSLWRPLVHVQUHADWWYK WRA LLDQOV RYIYWRIRQDQF
SDUWLFXODU HPSKDVLV RQ WKHWDEXWXURHG VIHRODDIPMLEHRB GXFWYV PD
SXEOLF DW ODUJH &RQYHUVHDODOIUQX®& MWDXUN HRVQA\Q F RIQQWDUIM-WHG GUL

period.
8,000 Corporate fraud
7,000 \\
6,000 N Securities &
5,000 \ commodities fraud
4,000 Mortgage fraud
3,000 \ = Mortgage frau
L] ey,
2,000 \C‘ o
/ — Financial institution
1,000 - g
0 el fraud
83833 885383 9 dH Insurance fraud
o o o o o o o o o o
(qV] N N (qV] (qV] N N (qV] N N

Figure 6: White-collar financial crime (pending cases RI FRUSRUDWH VHFXULWLHYV FR
PRUWJIDJH ILQDQFLDO LQVWLWNWHRQRQLQVRNXDBQF®G PPIRVQHPDDXQGHULC

the U.S. Federal Bureau of Investigation (FBI) 2002-2011
Source: Federal Bureau of Investigation (FBI), Financial Crime Reports to the Public 2002-2012, available online at:
http://www.fbi.gov/stats-services/publications [retrieved: June 25, 2012].

SHPDUNDEO\ JOREDO IUDXG UHSRHWH®G Q QVEDQBREBOUDKWHG DWRS
VHFWRUV FRYHUHG E\ WKH )%, LREO\ DQEXUDQFH IR WKLV LIJQRPLQL
first place for 2011 — DORQJVLGH FRPPXQLFDWLRQV 6X¥KhhQe RawHUYDWLRQ
FDYHDW RZLQJ WR D JUHDWH @ CHJ WIHDQON DFEIWW M 1 WO DMWH®R®Y MIR EH PRUH
PRUH GHWHFWLEOH LQ KXPDQ SRUWBDEWHROW DDWL Y WQ B VD \J LUK B H

Figure 7. *OREDO IUDXG UHSRUWHG E\ LQEXVWRI\ LWHVSRQGHQWYVY UHSUHYV
LQGLYLGXDO LQGXVWU\N\ VHFWRUYV
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Source: PriceWaterhouseCoopers (PwC), Global Economic Crime Survey, November 2011, p. 18.

JURP WKH VRFLDO SHUVSHFWL YlHeatlle $fDrahwidnE Hr@ribli€ation) Ba® Kedri. Q
a\DZQLQJ LQFRPH JDS EHWZHHQ WK K WH 6 KWIX® GIRAM W DIOFOD \RH [SRX QG H G

WKH .X]JQHWV &XUYH .X]QHWYV UELRRPODYHGKURWIK WKH *LQL FI
1912).

AsdePRQVWUDWHG Hhk tpp pettehtile of American earners (comprising Z H D @afvi€d from
capital gains) have benefited from a long-term rise in remuneraton QRWDEO\ G\QDPLF LQ WKH U>
both global contractions (the Great Depression of 1929-1932 and the economic crisis of 2007-2009).
7KLY SURWUDFWHG DVFHQW LVQ SOPRIQW.BROWH G\ 2AWKL N\MKH) ZBWKHU OD
HPROXPHQWV RI WKH RWKHU WZRKEWNDBEQHWY BXBRHUGREN®WKIHQFH KDV
social implicationV DV LQFRPH LQHTXDOLWLHYV D U &eWwrkogeVgrorobdidedJ JUDY DWH
RSSRUWXQLW\ EDUULHUV || FBRWGE QPOHG XYWEHV PRLQBIUWK®IJ IYWWXUH FRP
KXPDQ FDSLWDO LQ WKH 8 6 DQGLRWK&IU ®VELYDDQFRMHG HFRQRP

Figure8: 7KH ,QFRPH 6KDUH RI 7RS (DW®H U Vinthe United States in 1917-2010

Source: T. Piketty, E. Saes, Income Inequality in the United States,1913-1998, The Quarterly Journal of Economics, Vol.
CXVIIl, Issue 1, February 2003, pp. 7-18 (series updated to 2010), available at: http://elsa.berkeley.edu/~saez/TabFig2010.xls
[retrieved: June 25, 2012]. Note: income is defined as market income (i.e. incorporates capital gains).

7KH PRVW SDOSDEOH P D Qpathbyied attibRtgbldRtd fndhEidliBaflon concerns human

health. Among the KHD OW K KfDIIDQDAM LDO GLVWUHVV FLWHG 8@ H¥ R G RIPYFLEIQW +
2011):

f increased mortality IURP FHUWDLQ GLVHDVHV H J QAD U G&URNIDMFXODU FRQGLYV
f higher alcohol consumption DQG LI SUR O Bf(véttizrhosld VWAIUHQQH U

f major depressive disorders 'RROH\
f

+ R Z H Ydi$turbing the aforementioned health KD]D U GWK H PRaRagiMg impact of financial

FULVHVY UHODWHV WR VXLFLGMHWDHMWY | @B QUWH D uMMaRaimpisS LBV DQG
KDV IRU ORQJ EHHQ UHVHDUFKHGV LKDWH UGB /LRIYP® OKL\J KO@\G F R W U R
SDUWLFXODU LW KDV EHHQ GHNMZAXOQE WWHR SN FPYDH) NOHL W NYCRIGID WL O LW\
LQFLGHQFH RI VXLFLGDO WHQGHXQUF PRWHIPRQXVYLDO HYLGHQFH KDV FRI
FRQQHFWLRQ EHWZHHQ XQHPSORPH\VPNAVDQR ¥ RHAKIH LMPHLW W LP SO+
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FULVHV OHDG WR LQFUHDVHG X QP SCDRA PDHOMEEREM LthE Kumbe otV X
VXLFLGDO DFWV HVSHFLDOO\ LQ ORZHU LQFRPH JURXSV

f YLIXUHV GHPRQVWUDWH KRRSXODWQRRWUIZHQBKWHG SXQHPSOR!
VXLFLGH UDWHV LQ (XURSH ZHWHKRAXRENBQWHRIHWKHGI QRWEKO ILQDQFL
SV\FKRORJLFDO ERWWRP RFFXUHGVXDRFLGH UBRWHWSLRNRLQBOLGHQW ZL
HFRQRPLF GRZQWXUQ DIIHFWHGDERBWKUMBIGEH $XVYMQDLQG )IMDIOH 1HWKF
8QLWHG .LQJGRP DQG 1EPHEXBHRSXE OMKH +XQJDant RomuniaDi@ L D
division of the EU PHPEHUV GDWLQJ EDFN WR ZKMWQ ZWKH RDUYIHVW
HQODUJHPHQW WRRN SODFH

Figures9&10: 8QHPSOR\PHQW DQG 6XLFLGHY LQ S$HOREWHG 12008 DQG 1HZ (

Source: D. Stuckler et al., Effects of The 2008 Recession on Health: A First Look at European Data, The Lancet, Volume 378,
Issue 9786, July 2011, pp. 124 — 125. Note: adult unemployment and suicide in people aged 0-64, indexed on 2007 (the last
complete year before the crisis; y-axis values represent proportional change relative to that year).

3 Intellectual Capital (IC) in financial services org  anisation s: structural
distortions

*LYHQ WKH IUDQWLF SDFH RI LODGQRQYBWY RQ\L @ GUWKHD B\QIB[GIPISIOLILHG LQ
YLWDO WR H[DPLQH LWV XBEHBWW QUKHD)ROORR2Q®E) IDFWRAHURDWH VS X

DQG VRFLDOO\ GLVUXSWLYH SURGXFMWULWQRQVRUYILEGBY FRDIOU WKH SDVYV
'L QLHZVNL

f executive short-termism and misaligned incentives: modern-age financial organisations are short
term oriented (via overaggressive compensation structures embedded in managerial contracts)
DQG KHDYLO\ VNHZHG WRZDUG P BUWHS\WUHMHDWERD B GV K\BIRRGY PDNLQJ
DQG DJDLQ FRPSHQVDWLRQ DWRXWKHUHYSH®DDRHAKQW DQG UH
FRPSOLDQFH XQGHUUHSUHYVHQWHGH X QGEHUNUHD LXQ 3-8 i@ HHG WY G H U
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f widespread financial illiteracy PRVW JOREDO VRFLHWLHV KDY®\ IDEBH\GY MERD H H
SULPDU\ VHFRQGDU\ DQG WHUWLDWKDWGXRXWGRQDUDRPRWM HOPVEDVLF
XQGHUVWDQGLQJ E\ WKH SXx®mallarfiranwiapdugtd anB sePvices{letClone
WKHLU K\EULGV L H FRPSOH[ W&DWFOQBOUFIGHWAN DMDW HVHYV XOW H(
vulneraELOLWLHY DQG OLPLWHG SXEQDB HEOARKHOWDELOLW\ RI ILQDQ

f unethical conduct and unprofessionalism WKXV IDU PRVW ILQDQFLDO H[HFXWLYH
VXEMHFWHG WR VXIILFLHQW VWHQGIDR@ED/ORYVAHWHKIRKYVLY/EH SRR WKH
thDW WKH\ URXWLQHO\ SHUIRUPYHIQZEUDPWQ B OP® WRHWIPV\ WKHLR DQFLD !
DUH QRW REOLJDWHG WR GHPRQV® UDAXIR HIQ R 3 UWVRNYLHOD W HRKMK QLR DG
formalised code of conduct);

f political oblivion and ignorance: UXQDZD\ ILQDQFLDO VHFWRUV KDBYHJ W RWEHHQ
managed RU FRRUGLQDWHG E\ JRYHUQPHQRWH @ K\OW EFRK QWRU LRHIYWP K D D M |
economic goals— OHW DORQH GHWDLOHG DFWLRW \8R BEOD GHHE LE) L@ K H XWX W IH
poteQW ILQDQFLDO VHFWRUV ZKLCGHROUWLXBDQWSNQGXOXRIKWKH DGGH
FDXVHG E\ ORSVLGHG PLFURHFRQRPLF LQFHQWLYHYV

f longstanding deregulation (de jure and de facto): global financial centres have for long vied for
JOREDO VXSUHPDF\ LQ FDSLWQWQIFR DY GSWO DW QR @ FSFRURAIWPHQW \
RI PHDQV LQFOXGLQJ UHJXO D WHJIXODWER WAUBDXIBG HBIG XOFRL® D WPRUH UH(
WRZDUG H[LMWR@HWDEZMY WR D SRLQW RI GRZQULJKW QHJOLJHQFH

7KH JURZLQJ DOLHQDWLRQ Rl IWKXMHQELBOLMABXKWYLHWHD@AWLVH WR P
RSSRVHG WR VRFLDO GLVSDULWLIHQ DEREGD BRKUBUHVY¥BSOHLRIFMRBOK SURWHYV
been unprecedented (earning it the 2011 “Person of the Year” deVLJQDWLRQ E\ 7LPH ODJD]LC
$SSHQGtdgtalogues WKHLU NH\ FKDUDFWHULVWLFV PBRWW L& BIRWHR/OVLHNUJLM- OCCH |
FRUUXSWLRQ RI WKHLU JRYHUQPHQ@WG HEIQFWRWPHQLQONBKHBEWIVWIRH 1LQD !
G\WIXQFWLRQ

4 Macro- and microeconomi F SUHUHTXLVLWHY RI LQWHOOHFWXDO F
financial organ isation s

W LV HYLGHQW WKDW WKH XQFEHGN H G QD[S Bigivis A iFILOTIEsLhasG
EHFRPH D VLJQLILFDQW VRF L DIO P®IDD/ELLCHW ¥ L DIOH KERGDEYRIAHAGN RUH ODV
ILQDQFLDO HQWHUSULVHV W IOHELHT M RW HWR PRMOW D W) Gl ZL O DQFLDO H

f upgrading the quality of human & structural capital PRVW SROLF\PDNHUV DQG UHIRUPH!
underrate the importance of corporate culture LQ ILQDQFLDO ILUPV ZKHUHDV WKLV GF
SDUWLFXODUO\ UDGLFDO RY H UKD R®alithR aeped tbRisveIbpDabd cultivae @ F L
SROLF\ R{IEPVRIBGVWDNHKROGHU DQG SHUVRQDREBPLBEQJIJDQHMWHYWW PR
point up sSKDUHKROGHU YigatX lih tRdr[mBsion statements — ZKLFK LQ SUDFWLFH |
GRZQJUDGHG WR VHUYLQJ WKH WKRWUR®R/I PAHRCS. KPHWKWER YRIEMHFW L

f downsizing E\ DOO HVWDEOLVKHG PHDVXUBY QRALDMWOVDMAWRWY eJQBEIDOP V
WKHP XS DUH *WRR ELJ IRU W KMR LE N RFAHWHGIEDBR GV R HHUR SRUWLR Q"
ZLWK WKH XQGHUOMVOKLNFRUODRPHWHW FDQ EH DFFRPSORYRHBOER OWDRP H
DQG PRQRSROLHV HJ RPQLSRWH®W RtdAL vonglomarates) Jand JH Q F
LPSRVLQJ ILVFDO OHYLHV RQ W OO \RIFMURQN B HHFHE& WREQDILQDQF
DQG WKHLU FRPELQDWLRQV DVXBMWAY HD W VD\GLBE L\WWB 0ODW B LVHV

f cleaningup UHJXODWRU\ HIIHFW UXéhQudt\heedDt@ ecdin K itegral part of
HIHFXWLYH GHFLVLRQ PDNLQJ LQVHRQANHRRSORILED tightdrLr&gDIQiénis D O
DSSOLHG WR DQG ZLWisatidp V V@R HFL\DXAURWDIMAHYHO 3SOD\LRU DOOG” R
participantV - LQYROYHG LQ ILQDQFZBOOPDYNHWRHWULFDO ULVN UHZDUG
HIHFXWLYHV LQYROYHG LQ WKH RDNUNHWMWIRDRQG/VPDXMWNKBHQW RI
products and services;

f wising up: basic financial notions must become routine elemHQWYVY RI SULPDU\ VHFRQGDU\
VRPH HIWHQW WHUWLDU\ HGXVVWLU RQKAXUUIHIAWBDW ARDRECHDS SUR
VRFLHWLHYV IURP WKH PRVW D EK\WR Yadd®edsiberimahdtaHfVvmsR OO R ZH G

f knowing the way: electorates should force governments into formulating clear-cut development
JRDOV IRU HQWLUH HFRQRPLHVLI/EGQ-WEXWWWOMBO SHEFEWHRHU R IZDFF R X(
DQG WUDQVSDUHQF\ ZLWK KHO S8 \EDQ®G @PH UIRHIF-RRLICPA. K REXN\HWWLY HV
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Figure 9 hiJKOLJKWYVY D FRPELQDWLRQ RI H[@E VeIF® RRDOURKW-RERPLBVDFRU
house) measures aimed at creatinga VXVWDLQDEOH HQYLURQPHQW GRY WK\HDJOR BD O
KLIJK TXDOLW\ RI LOWHOOHFWXEO IEQDIEABRDIRR VS EWVEHRG X HHFXWLYHV

Figure 11: SBUHUHTXLVLWHYVY RI ,QWHOOHM/QXDhO Gt/ O *URZWK LQ )LQ

Source: Own elaboration

5 Conclusion

,Q UHFHQW GHFDGHV FHUWDLQ DROHF@&HR W DOIRIED ORaOEAEW DO RUJ
SURYHG VRFLDOO\ GLVUXSWLYH TKMH® UURPHOWTXDQWEMWDGH.YH DV
“financialisation” WKH SURFHVV ZKH U H Batioh ) D@L Z& RROH RQ GXVWULHYV RYHUE
HFRQRPLHV WKDW XQGHUOLH WKMN RQHLDWDFHDWOR NHFO RIUIHDFWLY LW\
social pathologies and ULVLQJ SHUFHSWLRQV Rl XQFHSWDIL® WY{DPSOAHVORI [B\R X
GLVFRQWHQW ZLWK ILQDQFL DO VWHUMWLAMY WKBVY SURBKXFWYV DQ

IXPHURXV VA\VWHPLF GLYVbeRtdvédsBAOtY redtbrél @ngAeRm equilibria in financial
industries and their institutions. Challenges persist in and outside financial organisations. Critics

XVXDOO\ SRLQW WR WKRVH RI BQHIBDN B UGM\VONERD IHDFOWDHQUF HEFRD Q RQO\ E
ZLWKLQ ILQDiHINO RUMGDQ KDSSHQ E\ DOLJQLQRUMKNH JRWDNHKIRD Q¢
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F\FOH IRVWHULQJ DWWLWXGHVUSBRRPRML QU RZXWKWV DIQWD PGHKHARHQFH W
ethics.
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(movement name — if P . Causes —> Goals GHDWK |V
: date .
available) injured

XQHPSOR\PHQW LQIODWLRQ FRUBUWYHN
,QWHUQDWLRQDO ORQHWDU\ )XQG WWUHVVXUH KDUVK DXV

Greece PHDVXUHV LQFOXGLQJ ZHOIDUHWR¥WUBF\ ELSDUWLGLVP SDL
G HP RF U D F \-&retin& thnge
Algeria LQIODWLRQ ORZ VDODULHV XQHP &4

UHJLPH FKDQJH KXPDQ ULJKWV GHPR

LQIODWLRQ ORZ VDODULHV XQHPSOR

Jordan UHJUHVVLYH WD[HV ~-HWKBPRF UDFQ VLR

7XQLVLD 7XQLVLD
6LGL %RXHY®OW -DVPLQH
SHYROXWLRQ 'LJQL

JRYHUQPHQW FRUU X S Wrirfotion. Gf NoBewedR Q VHO |
%RXDJL]L XQHPSOR\PHQWreghr2 Edngel O LEHUW\

SULVRQHUV KHOG ZLWKRXW WRRDRX (
Saudi Arabia PLOLWDU\ LQWHUYHGWDLRIQI &g e¥obdaigp L Q
FKDQJHV ZLWKGUDZDO IURP %IKUDL(

(J\SW (J\SWLDQ 5H
-DQXDU\ 5HYROXWLRQ )U
5HYROXWLRQ 5DJH 5HYR
5HYROXWLRQ RI WKH <RX
SHYROXWLRQ :KLWH

LFDO FHQVRUVKLS FRUUXGSWURGH XQHPBFOR\PHQW IR
ORZ PLQLPXP ZDJHV OGHPRJUDSYSKLF VWUXFW

E LPFH EUXwWDOLW\ VWDWH RIOHRHUHDIBQF\ ODZV HOHFWRI
actors— reglmechange

XQHPSOR\PHQW SRRU HFRQRPLF
FROQVWLWXWLRQDO DPHQGPHQWWLUFRWURQWLRQ UHJLRQDO
Yemen (Yemeni Uprising) (Arab Spring) -! UHVLJQDWLRQ DQG SURVHFXWLR Rl $ $ 6DOHK
QHZ FRQVWLWXWLRQ GLVVROXWER@QWRI SDUOLDPHQW HFRQR
freedom of media
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3LRWU :L QLHZVNL
FRUUXSWLRQ ODFN RI QDWLRQROD ¥X

Iraq VHUYLFHV XQHPSOR\PHQW 6DXDKUBHG LOQWHUYHQWLRQ LQ %
regime change
RSSRVLWLRQ WR %XGJHW 5HSDLUR%

:LVFRQVLQ 86 % 7KH :DONHU WR OLPLW SXEOLF HPSQR\BDH|)GROOHFWLYH EDUJDL

Wisconsin Protests) address state budget shortfall —! GHIHQVH RI | H[LVWLQJ
entitlements
GLFWDWRUVKLS DEVHQFH RI HYHFQOWWHGWFRQVWLWXWLRQ J
FRUUXSWLRQ XQHPSOR\PHQW DHARQMI LQVSLUDWLRQV $U
—> resignation of B. a-$VVDG GHPRFUDWLF UHIRUPV UHJLPH

61ULD 6lULDQ 8SULYLQJ FKDQJH H[SDQGHG FLYLO ULJKWK UUBKRYQELWLRQ RI .XUGL
DEROLWLRQ RI 6XSUHPH 6WDWH BARKXJUHQ@KF\&RXUW OLIWLQJ
ODZ
FRUUXSWLRQ GLVFULPLQDWLRQHRJD L
ro f democratisation -! UHVLJQDWLRQ RI| .LQJ +DPDG

;/OHDEKUUXDDLUQ\ ;/OHDYKRUODXLV(\-‘/)II:RQSSLRFLIS/SS@ LWXWLRQDO PRQDUFK\ GHBRMJWBWLRQ RI IRUHLJQ PH
QHZ FRQVWLWXWLRQ HQG WR HFRQRPLF DQG KXPDQ UL
YLRODWLRQV HTXDOLW\ IRHGIRIPDV I

/LE\D /ILE\DQ & FULPHYV DJDLQVW KXPDQLW\ KX P /&

/ILE\DQ 5HYROXWLRQ /LIBVNDIQVLRQV FRUUXSWLRQ Q H SR Vedinved ODdBé\I R OLEHUW\

8SULVLQJ FKDQJH UHYROXWLRQ

. . , LQVSLUDWLRQ ZLWKDBEBB¥V6®RL (RIRISNG;

g:g?:st(sc)h'”esepro'HPRFUDF\ MXGLFLDO LQGHSHQGHQFH SUFRSHIDIOLMWPLJKWY SROLWLFDC
freedom of the media

7TRURQWR &DQDGD GOXWZ)?Igépol)%LSLDQSJSiSrUd;gF)éﬂ\g::egsJ UDSH EAFW

. . XQHPSOR\PHQW SRYHUW\ ZHOIDASHW

Spa(')” Q%%f’ﬂ,“i“ 3V¢JRW*\Q’I\_’3’ 5 UWLFUDF\ XQUHSUHVHQWDWLYGH IEEEVMWWLGLYP GHPRFUDW

Movement) Q RGLIQDIQW P RFUDF\ HOQKDQFHPBaGON  GHIGROLLGIL F
LQIOXHQFH RI HFRiQ@Rits SRZHUV

JLEHW Chinese oppression leads to self-LPPRODWLRQ RI
PRQNV QXQV DQG HRUMHEWWOHWEHYHQGHQFH

U.K. (2011 Anti-Cuts Protest in VZHHSLQJ EXGJHW RXVEWUQLREZBNRW B

IRQGRQ ODUFK IRU RSRVLWLRQ WR HWHQW DQG SOMRKRZRIQDXVWHULW\ SURJUDP

Alternative) DOWHUQDWLYH WR FXWV WD[ UHIRUP
JRYHUQPHQW SROLFH MXGLFLNYD®@HSWR

. . . HOHFWRUDO IUDXG UHG WDSH DRHEXMH RI SRZHU EODFN PR
gg;?upti(gﬁoriiven!gcrj]lgn Anti- strong and independent anti-corruption legislation and
HQIRUFHPHQW VZHHSLQJ HOHFWRUDO DQG MXGLFLDO L
FUDFNGRZQ RIILQDQFLDO IUDXG
LFDQ GUXJ zDU JRYHUQPHQW R(

I\aol—\ll(grl;]e':n% OH[LFDQ ’QGLJQD(%%\[{]UHVVLYH HFRQRPLF SROLFLHMTXBRQRRQFDDQG VRFLDO L
S RY HY Wug decriminalisation VRFLDO GHPRFU
H[FHVVLY Hsat®b IRMDWGXFDWLRQDO VHF
cc t cation -! HQG WR VFKRRO YRXFKHU V\VWHP LWV

V‘f‘/"ft'ér?'* &KLOHDQ 3URWHVW\?U|§‘?6(9%?§ HOW E\ VWDWH PDQDJH@ IMQGHG SXEOLF HGXFDWL
to fo-r-SURILW VFKRROLQJ LPSOHPHQWDWLRQ RI WD[ EUHDN'
education

Israel (Israeli Social Justice ULVLQJ FRVWYV RI KRXVLQJ DQG X3

3URWHVW +RXVLQJ SURWHVZWGHRMWSMWHDG SRYHUW\ ZLGHQLQJRREBS EHWZHHQ ULFK DQG S

Rl /LYLQJ 3URWHVV 5HD Qin{proked WebnoPLF FRQGLWLRQV IRU ORZHU PLGGDH| FODVV ORZF

3URWHVW 7HQWYV URWHVVWXBOGEXHRXVLQJ OLYLQJ DQGDWWHQRSRUWDWLRQ FRVWYV |

Class Protest) IUHH VFKRROLQJisadldpG WR SULYDW
OLPLWHG ULJKWYV KRPHOHVVQHDNFH\

1HZ <RUN 86 $ 2HFXS\ :DOK@JK TXDOLW\ PHGLFDO FDUH I-F(R\ULSFRQ)FVH@V%D) SROOXWLRC

6WUHHW :H $UH WKH SHUREKOQWXHQFH RI JRYHUQPHQW HRRWINEW LRQ | SROLWLFDO HO
UHYROXWLRQ FLYLF GHPRFUDF\

2DNODQG 86 % ZHDOWK LQHTXDOLW\ FRUSRUDWURW QD

2DNODQG FODVKLQJ ZEWXRFRODFHHYROXWLRQ H
claims of electoral irregularities and vote fraud —> freedom for

Russia SROLWLFDO SULVRQHUV DQQAXOPIKQOW RIQ BOHFWLRQ UHV)

HOHFWLRQV UHJLPH FKDQJH

Source: R. Stengel, Person of the Year — The Protester (Editorial), Time Magazine, (double issue): December 26, 2011/January
2, 2012, pp. 3-6, 17-24, 37-79; G. Blight, S. Pulham & P. Torpey, Arab Spring: an interactive timeline of Middle East protests,

The Guardian (online edition) available at:

http://www.quardian.co.uk/world/interactive/2011/mar/22/middle-east-protest-

interactive-timeline [retrieved: December 26, 2011]; www.wikipedia.com and web sites of specific movements. (*)Dates in U.S.
format (month/day/year), (**) available estimates used.
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