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Abstract

The central thesis of this paper is that projects and processes must be viewed as integral and
mutually-reinforcing parts of a larger value creation process in organizations. The authors
present an integrative framework for knowledge management that ties together projects and
processes in an organization in a way that bridges the wide gulf between strategy and operations.
When the former CEO James McNerney at 3M introduced the Six Sigma program from his GE
experience with a strong focus on process improvements, several innovation projects were
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adversely impacted. In contrast, during the early years of Amazon, an excessive emphasis on
projects led to a neglect of processes resulting in significant financial losses. In the integrative
framework proposed in this paper, strategy and operations are treated as two distinct but
inextricably connected realms with projects emphasized in the strategy realm and processes
emphasized in the operations realm. The authors argue that value creation in an organization is
essentially a knowledge management process in which both projects and processes work in
concert to produce knowledge that is then transformed into value for the organization. The paper
discusses special situations such as companies in crisis (e.g., today’s GM, Ford and Chrysler)
which would benefit from the use of the proposed framework for strategic thinking about
efficient and effective management of the enterprise.

Introduction
Under pressure to improve productivity, quality, and speed, managers across many industries
have embraced tools such as TQM, benchmarking, and reengineering. Dramatic operational
improvements have resulted, but rarely have these gains translated into sustainable profitability
and growth of the firm. Gradually, these tools have taken the place of strategy at the firm level
leaving behind significant gaps in seeding for the future survival of the firm (Porter, 1996). For
example, at 3M under the tutelage of CEO James McNerney, an unrelenting emphasis on process
improvements and cost reductions has resulted in a loss of its traditional edge in innovation.
Before joining 3M, James McNerney worked at GE where TQM pervades throughout the
organization as the strategic mantra for profit generation. It will be shown in this paper how such
an excessive focus on processes can lead to destructive competitive battles and an erosion of firm
profitability. As managers push to improve on all fronts, they move further away from viable
competitive positions and future business opportunities. It is argued that operational
effectiveness as reflected in efficient business processes, although necessary to superior
performance, is not sufficient, for sustainable growth of the firm. However, the processes realm
is only half the story that must be told to understand sustainable profitable growth of firms. The
other half of the story lies in the projects realm.
Amazon.com for its first ten years of its existence was submerged in red ink (significant losses)
spending the shareholders’ equity in a wide variety of projects aimed at developing its Internet
based sales and marketing infrastructure. Very rapid product diversification from books to music,
movies, games, computers, electronics, toys, apparel, shoes, jewelry, sports goods, etc. led the
broadening of the business scope for Amazon. Much of this was accomplished in the projects
realm with little attention paid to process improvements. Only after the first ten years, when the
focus shifted to process improvements to gain control of the profitability of businesses, did the
company turnaround and surfaced from its deep red ink. Thus, an excessive emphasis on new
projects without considering process improvements can also be detrimental to the survival of a
firm.
That process management and the various types of projects are required and need to be managed
for firms to survive and thrive to-day and in future is the foundation for sustainable profitable
growth of firms. We argue that value creation by firms is a knowledge management process in
which projects and processes have distinct and complementary roles to play. We present this
knowledge management process in a framework as our contribution to managerial practice in
organizing the two realms of projects and processes to ensure longevity of the firm. Neither



processes nor projects alone are sufficient for the knowledge management activities of a firm.
The central thesis of this paper is that projects and processes are integral and mutually-
reinforcing parts of a larger value creation process in organizations.
The remainder of the paper is organized in six parts that follow. First, we present our knowledge
management process comprising the projects realm and processes realms. In the second and third
sections, we delve deeper into the processes realm and projects realm respectively by providing
definitions and specific examples in each realm. The fourth section amplifies the need to co-
manage the projects and processes realms. In the fifth section, we address some special situations
where only an emphasis on either processes or projects is warranted by the situation. In the last
section, we conclude that our integrative framework provides a strategic architecture with
implications for managers who can use it to asses if their firms are well balanced for sustainable
growth.
Value Creation as a Knowledge Management Process
In the early 1970s, when Canon took its first halting steps in reprographics, the idea of a
fledgling Japanese company challenging Xerox seemed impossible (Hamel and Prahalad, 2005).
Fifteen years later, it matched the U.S. giant in global unit market share. What is the basis for
Canon's success? Canon first invested significant amounts of resources in a series of projects to
develop the technology, market knowledge and internal competencies. Only after it has, as an
organization, been comfortable with the reliability of the knowledge it accumulated, did Canon
move into the processes realm to challenge Xerox in the US. The progression of Canon along the
knowledge continuum would become clearer after we discuss our knowledge management
process framework with the projects and processes realm. Canon’s journey would become more
evident from our knowledge management process framework with projects and processes realms.
---------------------------------------------------------------------
INSERT FIGURE 1 ABOUT HERE
---------------------------------------------------------------------
First of all, look at the bottom of the Figure 1 where a knowledge continuum is shown. That
knowledge continuum extends from a level of low knowledge at the left hand side to a level of
high and reliable knowledge at the right side. What this knowledge continuum indicates is
simply that one moves from left to right as one gains more and more knowledge. When one is
ignorant of the details of a business situation, i.e. at the left side of the framework, one initiates a
knowledge building project to know more about the phenomenon before one takes action. For
example, when the Canon manager in Japan manager heard about the high demand in US for
reprographics and the tremendous success of Xerox, a knowledge building project was initiated
to get to know more details about technology, demand and firm competences required for
success. This requires spending some dollars to get the requisite knowledge. After gaining that
knowledge, the Cannon manager moves along the knowledge continuum to convert the
knowledge gained into useful knowledge in terms of options development. Options are specific
strategies that can be executed to convert the knowledge into value, and are developed in the
options development projects. For example, should Canon license the technology; develop it in-
house; enter into a strategic alliance; or engage in an acquisition, etc. These are some of the
options that are developed, evaluated and prioritized. After strategic options are developed, one
strategic option is selected for implementation, but this selected option still remains in the
projects realm as an option implementation project because one is still not sure if the selected



option will produce the desired results consistently and reliably. The implementation project is
repeated if the results are not satisfactory, with each iteration resulting in better results due to
changes made from the feedback of the prior implementation project. Once satisfactory results
are achieved reliably in the implementation project, then the reliable knowledge is transferred
into the processes realm for the continuous ongoing conversion of the knowledge into dollars.
In short, the knowledge management process framework we propose consists of two distinct and
complementary realms, namely, projects and processes. In the next two sections we delve deeper
into these two realms by giving conceptual definitions, specific examples and the complementary
nature of projects and processes. In doing so, we hope to engender a sense of a strategic
architecture (Prahalad and Hamel, 1990) in the minds of managers struggling to organize
thinking for survival to-day and in future time frames.
Processes Realm
As shown in Figure 1, the processes realm comprises of all the current business processes that a
firm engages in to provide the products and services to its customers. These include the firm’s
current inbound logistics, operations, outbound logistics, sales and marketing and customer
service processes as well as the whole gamut of other activities (example: accounting, human
resources, legal, planning, etc.) that are required to support the current business processes. The
processes realm is essentially the operations side of the business where the value is added to the
inputs of the firm’s value chain. Ketchen and Hult (2007) suggest that the current business
processes constitute the operations side of business and are essential for the survival of the
business. Demeter and Kolos (2009) empirically showed that current business processes in
supply chain, marketing, manufacturing and logistics contribute significantly to current
profitability but do not necessarily ensure future success of the firm. If the current business
processes are broken or are inefficient, the firm’s immediate survival would be in jeopardy.
Thus, it is imperative for the current business processes to be efficient. The processes realm
(read, operations) allow an organizations to achieve its underlying purpose: the delivery of value
to customers in a way that creates profits for shareholders. In essence, the processes realm
converts organization’s knowledge into shareholder wealth.
Sinha and Noble (2008) observed a ubiquitous trend that, in order to ensure continued survival,
firms attempt to develop a relative competitive advantage by continuously improving their
current business processes to gain a cost leadership position in the industry. Merrifield et al.
(2008) note that businesses have been reengineering their processes for nearly 30 years. Toyota
Motor Corp's manufacturing process - the Toyota Production System (TPS) - enables the
Japanese giant to make the planet's best automobiles at the lowest cost giving Toyota a
considerable competitive advantage (Takeuchi, et al., 2008). Toyota succeeds relative to its
competitors because of its continuous improvement of TPS.
For many companies, continuous improvement of current business processes has had a
substantial impact in terms of cost savings, cycle-time reductions, and service improvements.
Figure 1 depicts this important linkage between the processes and projects realms. While the
current processes keep going on in their current form, process-improvement projects (e.g., Total
Quality Management; Business Process Reengineering) experiment the process improvements in
the projects realm, create the requisite new “reliable” knowledge which is then transplanted from
the projects realm to the processes realm. For example, Carr (1999) cites more than 5,000
process improvements that MIT Sloan School of Management has documented in the processes



realm. Processes thus feed the existent organizational knowledge in business processes into the
projects realm with a clear aim to enhance the usefulness of existent knowledge for value
creation. It must be noted that process improvements can be either incremental which we define
in the processes realm or radical which we define in the projects realm as shown in Figure 1.
Strategic management literature recognizes the work of operations for “managing to-day’s
company” and the work of strategy for “creating tomorrow’s company.” The processes realm
undergirds the operations side of business through the processes realm, and ensures survival in
to-day’s time frame. The projects realm generates the new knowledge is that ensures survival in
future time frames. Survival in future time frames requires improvement of current business
processes and generation of new knowledge. The projects realm is discussed next.
Projects Realm
In the context of this paper, the types of projects we refer to are those that develop something
new as well those projects that aim to radically improve current processes. Projects can yield
new products, new technologies, new strategic partnerships, new processes, new customers, new
suppliers, new competitors, or anything else that advances the company’s strategic plan.
Additionally, dramatic process-improvement projects (example: Total Quality Management;
Business Process Reengineering, Cost Reduction Initiatives, Optimization projects, etc.) occur in
the projects realm with a clear intent to substantially improve the efficiency of the current
business processes. While all companies need projects to develop new things, the emphasis may
vary depending on the overall competitive strategy. For example, a company that competes on
differentiation may need a larger stream of new products or variations than a company that
competes on cost which would focus on process-improvement projects. A company that
competes on response may need to perform projects faster than other companies.
“A project is a temporary endeavor undertaken to create a unique product, service or result.”
(Project Management Institute, 2008). While the project is temporary, the result in terms of new
knowledge is not. Knowledge creation is the very reason why many projects are conducted.
In Figure 1, we discuss projects as knowledge building, options development, or implementation.
The ultimate goal of projects is to gain enough information so new knowledge can be assigned to
the process realm of our company and create profit. However, when starting from very basic
ideas, a firm may need to use all three types of projects before new knowledge is successfully
applied. Processes require “reliable knowledge” that produces consistent results upon replication.
The projects realm produces that “reliable knowledge.” Two ideas working in tandem may help
one understand how a company can work through this roadmap of project types.
Figure 1 shows within each project type a plan-do-check-act (PDCA) cycle. This means, we plan
each project using our best information and judgment (which is often incomplete); we do or
conduct the project gathering data; we check or compare the results to our needs and
expectations; and finally we act. If the results are good enough, in other words, if we have
created enough knowledge to move to the next type of project or to the process realm, then that
particular project is complete. If not, we repeat the cycle or we abandon the idea. Repeating the
cycle allows us to gain further knowledge so that by the time we transfer the results to the
process realm, we have confidence. Abandoning the idea allows us to free resources to work on
something higher priority. When we abandon an idea, we still gather the lessons we learned and
use them in future work. Abandonment is a key portion of this model since if we really try
interesting and unique ideas, not all of them will work.



If we envision flowing through the three types of projects, we simply do not have enough
knowledge at the outset to plan all three types of projects for the same new product or other new
thing we wish to create. Therefore, in addition to using a PDCA model as a guide, we use rolling
wave planning. Many waves approach a shore line; however, a person on shore can only see the
first one clearly. Once the first wave is close enough, a person can clearly see the second wave
over the top. Thus it is with knowledge creation projects. As one nears the end of the first
project, enough knowledge has been acquired to carefully plan the second, and so on.
Our discussion of projects would not be complete without recognizing that many more projects
are frequently identified than can be conducted. Company leaders need to carefully select the
portfolio of projects that collectively gives the most results toward strategic goals within the
constraints of time, money, and other resources. The ability of a company to plan and manage a
portfolio of projects both simultaneously and in series is called project management maturity.
Assessing a company against a project management maturity model will generally suggest a
variety of possible improvements.
Projects are the foundation stone for creating tomorrow’s company. This is where we spend
dollars to generate the knowledge for creating tomorrow’s reliable processes. If company leaders
enthusiastically use a PDCA model for individual projects, plan a series of projects using rolling
wave mentality, and take project management maturity seriously, they are likely to generate a
substantial flow of new knowledge that can be successfully used in the process realm to turn
knowledge into shareholder wealth.
Need to Co-manage Projects and Projects Realms
One cannot overstate the importance of managing the projects and processes realms
simultaneously through well balanced resource allocations. We wish to invoke the metaphor of
the “pig in the python” to describe how the knowledge management process within our
framework actually occurs. Knowledge creation, knowledge transfer and knowledge utilization
are the three sub-phases that occur along the knowledge continuum in our framework. At the risk
of oversimplification, one can say that projects create the new knowledge and the process utilize
and convert the knowledge into dollars. Ensuring that one envisions the movement of the “pig in
the python” requires a steady stream of project approvals and transfer of knowledge from one
project to another. Hansen and Birkinshaw (2007) call this flow of projects the innovation value
chain.
There have been many studies focusing on the “pig in the python” of new product development
projects (Gupta and Wilemon, 1990; Clark and Fujimoto, 1991). Allen et al. (1979) found that
knowledge transfer across the spectrum from research through development is a critical success
factor for effective R&D. Most of these studies highlight the importance of cross-functional
coordination and information flow with clear hand-offs across the knowledge continuum. Among
the studies that have explored the importance of the inter-project linkages, Nobeoka (1995)
discusses the advantage of design transfer strategies in inter-project learning, which provides for
a more efficient learning. The management of inter-project knowledge transfer and learning has
been highlighted as very critical for corporations (Fujimoto, Clark, & Aoshima, 1992; Meyer and
Utterback, 1993). Various studies have reported that leading manufacturers, particularly
Japanese manufacturers, tend to develop new products faster and more frequently than
competitors (Abegglen and Stalk, 1985; Womack, Jones, & Roos, 1990).



Davenport (2009) notes the experiment at Subway restaurant chain where marketers wanted to
drum up business by putting foot-long subs on sale for only $5, but franchise owners worried
that the promotion would lure existing customers away from higher-priced menu items. An
experiment pitting test sites against control sites proved that the promotion would pay off –
which it subsequently did. Once the experiment resulted in reliable revenues, the idea was rolled
out across the chain in the processes realm.
Kaplan and Norton (2008) describe how Ricoh, a manufacturer of office automation equipment,
maintains a strategic investment fund for projects which is not included in its normal operational
and capital budget. Working from the company’s three-year strategic plan, business and
functional units prepare and submit detailed proposals for funding the initiatives identified in
their own respective plans. A team comprising the CEO and members of the strategy and
planning office analyzes each proposal in depth and allocates capital from the strategic
investment fund to the projects
they deem most important. The CEO and strategy and planning office meet quarterly to monitor
the progress of the projects.
Special Business Situations
Figure 1 presents processes realm and projects realm as two key areas wherein “managing to-
day’s company” and “creating tomorrow’s company” are primarily taken care of. We discussed
above the inter-linkages between the two realms and suggested that both realms must be co-
managed in a balanced manner for the firm to survive and thrive in to-day’s and future time
frames. However, we address next two special business situations below which warrant an
unbalanced emphasis on either of the two realms.
The first scenario is a case of a business at the brink of bankruptcy. The basic reason for such a
dire situation is that the job of “managing to-day’s company” is not being handled well. In other
words, the current business processes are broken down. Rhodes and Stelter (2009), of the Boston
Consulting Group, offer a comprehensive approach to dealing with financial ruin and extreme
downturn. For most companies, the immediate focus is on fixing the broken-down processes to
rapidly turbo-charge the business back to profitability. To stabilize the business, companies
initiate several process-improvement projects to protect their existing business operations by
reducing costs, increasing organizational efficiency, aggressively managing the top line,
rethinking their product portfolio and pricing, reining in investment plans, and divesting noncore
businesses. These fixes could include both incremental and radical improvements of processes.
In summary, we suggest that, in situations of extreme distress threatening the survival of the
firm, complete focus must be put on the processes realm and the radical process improvements of
the projects realm. That is, an unbalanced approach is warranted in this special business
situation.
The second scenario is the case of corporate intrapreneurship (examples: new knowledge
creating functions in the organization: R&D, market research, intra-company venture fund,
Horizon III investments at IBM, etc.) where development projects are created. A company, by
wisely selecting the projects it undertakes, can use them to develop new skills, new knowledge,
and new systems. (Bowen, et al., 1994). For these specific projects within the firm, strict project
discipline is required as described above in the projects realm with the PDCA cycles used to
push the knowledge management process forward. Here, an unbalanced approach is warranted in
this special situation to promote experimentation and innovation. The problem at 3M, described



at the outset of this paper, occurred only because the processes realm and process improvement
projects was emphasized to the detriment of all other projects even though the company’s
survival was not in jeopardy. Incremental change is not enough for many companies today.
Reinvention is not changing what is, but creating what is not.
Thus, for normal companies making profits, a balanced approach that co-manages projects realm
and processes realms simultaneously is our recommended approach. Next we conclude with this
point along with the implications for managers.
Conclusion
Successful companies are continually looking forward, not backward. They are continually
changing the rules of competition, rather than following the accepted rules. They are defining
new ways of doing business, pioneering new product concepts, building new competencies,
creating new markets, setting new standards, and challenging assumptions. They are taking
control of their futures. If a company's goal is industry leadership, then restructuring and
reengineering are not enough (Hamel and Prahalad, 1995). Traditional prescriptions such as cost
reduction, reengineering and outsourcing, while critically important, cannot solve the problems
of margin pressure and sustainable growth. The need to innovate is greater than ever. In this new
world, value creation through profitable growth can come from innovation (Prahalad and
Ramaswamy, 2003).
Every day we hear about advances in digitization, biotechnology, smart materials,
nanotechnology, etc. - many a result of the convergence of discrete technologies. How should we
exploit such greener pastures? Many companies have incredible industry foresight, but they lack
the capacity to execute it. This phenomenon is called the “knowing-doing gap” (Pfeffer and
Sutton, 1999). Strategic architecture, such as the framework we propose, is the link between
present and future. It tells you what you should be doing now, which new competencies you
should be building, what new customer groups you should be understanding, which new
distribution channels you should be exploring, to create a winning position in a new opportunity
area.
The market universe is composed of two types of oceans: red oceans and blue oceans. Red
oceans are all the industries in existence today; they are increasingly characterized by intense
competition (Kim and Mauborgne, 2005 and 2004). Blue oceans are all the industries not in
existence today; they are untouched and uncontested. To prosper in the future, companies need to
go beyond competing; they need to create blue oceans. It is our contention that the projects realm
is where the requisite knowledge about future blue oceans is created. How does one embark upon
such knowledge journeys?
We propose that the starting point for managers is to begin with a blank page and fill-in a work
template with specific projects and processes to work on along the full spectrum of projects and
processes realms in our suggested framework in Figure 1. By recognizing that one has to survive
today before one can advance tomorrow, one automatically sees the importance of a balanced
portfolio of initiatives in the both the projects and processes realms. If, in our framework, what
you are currently doing in terms of projects and processes in your organization is lop-sided and
does not give you a sense of balancing to-day’s and tomorrow’s initiatives, it may time for you to
rethink your resource allocations.
REFERENCES



Abegglen, J. C., & Stalk G., Jr. (1985) Kaisha: The Japanese Corporation, New York, Basic
Books.

Allen, T. J., Tushman, M. L., Lee, Denis, M. S.. (1979). Technology Transfer as a Function
of Position in the Spectrum from Research through Development to Technical
Services. Academy of Management Journal, 22(4), 694.

Bowen, H K., Clark, K.B, Holloway, C.A, and Wheelwright, S.C. (1994, September).
Development projects: The engine of renewal. Harvard Business Review, 72(5), 110.

Carr, N.G. (1999, September). A new way to manage process knowledge. Harvard Business
Review, 77(5), 24-25.

Clark, K. B., & Fujimoto T. (1991) Product Development Performance: Strategy,
Organization, and Management in the World Auto Industry, Boston, MA, Harvard Business
School Press.

Davenport, T.H. (2009, February). How to Design Smart Business Experiments. Harvard
Business Review, 87(2), 68-76.

Demeter, K. and Kolos, K. (2009). Marketing, manufacturing and logistics: an empirical
examination of their joint effect on company performance. International Journal of
Manufacturing Technology and Management, 16(3), 215.

Fujimoto, T., Clark, K. B., & Aoshima, Y. (1992) Managing the Product Line: A Case of the
Automobile Industry, Unpublished Working Paper, Harvard Business School, 92-067.

Gupta, A. K. & Wilemon, D. L. (1990) Accelerating the Development of Technology-based
New Products, California Management Review, Winter, 32 (2): 24-44.

Hamel, G. and Prahalad, C.K. (2005, July). Strategic Intent. Harvard Business Review,
83(7,8), 148-161.

Hamel, G. and Prahalad, C.K. (1995, July). Thinking differently. Business Quarterly, 59(4),
23-35. Meyer, M. H. & Utterback, J. M. 1993. The Product Family and the Dynamics of
Core Capability, Sloan Management Review, Spring: 29-47.

Hansen, M.T. and Birkinshaw, J. (2007, June). The Innovation Value Chain. Harvard
Business Review, 85(6), 121-130.

Kaplan, R.S. and Norton, D.P. (2008, December). Protecting Strategic
Expenditures. Harvard Business Review, 86(12), 28.



Ketchen, Jr., D.J. and Hult, G.T.M. (2007). Bridging organizational theory and supply chain
management: The case of best value supply chains. Journal of Operations Management,
25(3), 573-580.

Kim, W.C. and Mauborgne, R. (2004, October). Blue Ocean Strategy. Harvard Business
Review, 82(10), 76-84.

Merrifield, R., Calhoun, J. and Stevens, D.. (2008, June). The Next Revolution in
Productivity. Harvard Business Review, 86(6), 72-80.

Nobeoka, K. (1995). Inter-project learning in new product development. Academy of
Management Journal: Best Papers Proceedings 1995,432.

Pfeffer, J. and R. I Sutton. (1999, May). The smart-talk trap. Harvard Business Review,
77(3), 134-142.

Prahalad, C. K. and Hamel, G. (1990, May). The Core Competence of the
Corporation. Harvard Business Review, 68(3), 79.

Prahalad, C.K. and Ramaswamy, V. (2003). The new frontier of experience innovation. MIT
Sloan Management Review, 44(4), 12-18.

Porter, M. E (1996, November). What is strategy? Harvard Business Review, 74(6), 61.

Project Management Institute (PMI) (2008). A Guide to the Project Management Body of
Knowledge (PMBOK 4th ed), 5.

Rhodes, D. and Stelter, D. (2009, February). Seize the Advantage in a Downturn. Harvard
Business Review, 87(2), 107-110.

Sinha, R.K. and Noble, C.H. (2008). The adoption of radical manufacturing technologies and
firm survival. Strategic Management Journal, 29(9), 943.

Takeuchi, H., Osono, E., and Shimizu, N. (2008, June). The Contradictions That Drive
Toyota's Success. Harvard Business Review, 86(6), 96-104.

Womack, J., Jones, D., & Roos, D. (1990) The Machine that Changed the World, New York,
Rawson Associates.




