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ABSTRACT

We blend knowledge creation and complexity perspectives in a model of
strategy-making that explains how top managers in organizations that are
reinventing their industries in high-velocity environments conceptualize
the strategy-formation process. The model is grounded in four in-depth
case studies of Internet banks that are part of different established
financial groups in Spain. The main findings suggest that strategy-making
seems to emerge out of the interplay of the following interrelated con-
structs: action, reflection-on-action, imagination, and simple guiding
principles. The study of such constructs from the perspectives of knowl-
edge creation and complexity theory suggests interesting implications.
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Action and reflection-on-action seem to form a first SECI ( Socialization—
Externalization—Combination—Internalization) spiral of knowledge crea-
tion. Out of the interaction of action and reflection-on-action, imagination
may emerge when the system has reached a “critical state”. Imagination
forms a second SECI spiral of knowledge creation. The interaction be-
tween imagination and action on a higher level results from the emergence
and application of simple guiding principles, which provide the organi-
zation with coherence between what is imagined and what is done, and
guide the actions taken throughout the organization with flexible plan-
ning. We conclude by proposing that strategy-making may be understood
as a complex, double-loop process of knowledge creation.

INTRODUCTION

Major catalysts such as deregulation, global competition, technological
breakthroughs, changing customer expectations, structural changes, excess
capacity, environmental concerns, and less protectionism, among others, are
reshaping the landscape of corporations worldwide (e.g., D’Aveni, 1994;
Prahalad & Hamel, 1994a). In most industries, firms are not only undergoing
rapid change, but they are also experiencing a fundamental shift in the rules
of competition and the way the game of competition is played (e.g., Illinitch,
D’Aveni, & Lewin, 1996; Eisenhardt & Sull, 2001). Hamel (1998a) has there-
fore suggested that the primary problem is one of industry transformation.

As Baden-Fuller and Stopford (1994) and Markides (1998) point out, if
established companies are to thrive, they must adopt new strategies in re-
sponse to changing environments. Strategy innovation seems the only way
for established firms to renew their lease on success and the key to the re-
conception of the existing industry model in ways that create new value for
customers, trip up competitors, and produce new wealth for all stakeholders
(Hamel, 1998b). Managers are therefore interested in how they can help an
industry evolve in ways that are advantageous to them (Prahalad & Hamel,
1994b). Strategy-making becomes crucial because, as the latter authors
highlight, in facing this challenge, there is a great need for imagining
(and anticipating) the future and developing a transition path toward it in
an industry undergoing complex changes. Part of the answer may be found
in an increased focus on process and dynamics (e.g., Pettigrew, Thomas, &
Whittington, 2002).

In line with the concerns mentioned, the purpose of this research was to
explore the ways in which managers in organizations that were reinventing
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their industries in high-velocity environments conceptualized the process
of strategy formation. Our focus was on social actions and interactions.
As Johnson, Melin, and Whittington (2003) propose, ‘“‘strategy’’ is not only
an attribute of firms, but also an activity undertaken by people. From this
perspective, strategy can be seen as a social practice (Whittington, 2004).
In particular, and in line with the increasing agreement with the idea that
new approaches to the study of the field would be welcomed (Caldart &
Ricart, 2004), our exploration of such social actions and interactions was
carried out mainly through two theoretical lenses, in recognition of their
potential explanatory power (e.g., Prahalad & Hamel, 1994b; Lowendahl &
Revang, 2004). These lenses are knowledge and complexity theory. They
were chosen in an attempt to shed new light on the different knowledge
flows and the dynamics of such flows in strategic processes. We used the
inductive approach of case-study theory building, the main justification be-
ing that a grounded, theory-building approach would be more likely to
generate novel and accurate insights into a phenomenon about which little
research exists (Glaser & Strauss, 1967).

The research setting was Internet banking. Banking is one of the indus-
tries that Bourgeois and Eisenhardt (1988) identify as a high-velocity en-
vironment, while the challenge of the Internet exacerbates the rapid
movement characteristic of all areas of the New Economy (Eisenhardt &
Sull, 2001). In particular, we selected Internet banks that were part of es-
tablished banks and that were intent on reinventing the banking industry.
The reason for our selection was that, as noted in a report for Merrill Lynch
(2000), the biggest competitive pressure in e-banking would come from the
evolved, established banks that were the quickest to transform themselves.
With deep pockets, large customer bases and economies of scale, evolved
incumbents were likely to become the agents of change. They were also
under pressure to do so, for if they did not, others would usurp their po-
sition. The few barriers to entering the industry would make for increased
competition from pure e-banks, established banks from different markets,
and new entrants (such as retailers, telecom companies and utilities) from
other sectors with access to a large pool of clients.

Drawing from our field investigation of four Internet banks in Spain, we
induced several propositions on how managers conceptualized strategy-
making. In our research, we found that one of the basic sources in
the strategic process was action (Proposition 1). Nevertheless, action was
not a sufficient condition for strategy-making. Action was closely linked
to reflection-on-action (Proposition 2). Managers promoted the accumu-
lation of actions, and interactions of action and reflection-on-action
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(Proposition 3), in an attempt to provoke the emergence of imagination as
a crucial source of strategy creation (Proposition 4). Then, what had been
imagined seemed to be implemented in the light of a set of simple principles
that guided the actions of the different agents involved, all the while help-
ing them cope with the unexpected events that happened continuously
(Proposition 5). Following Van de Ven’s (1992) suggestion, we coupled the
set of statements presented, our goal being to promote a better under-
standing of how strategic processes unfolded over time, with special em-
phasis on why the propositions mentioned were such by building on
previous research. In particular, when studying these propositions through
the theoretical lenses of knowledge creation and complexity theory, we
found that strategy-making could be understood as a complex, double-
loop process of knowledge creation.

According to the logic of induction and following the structure of in-
ductive works such as Bourgeois and Eisenhardt’s (1988) and Eisenhardt’s
(1989a), we organize the paper as follows. We begin by presenting the
background and continue by discussing the method. We then describe
the data and the insights drawn from them. Finally, we tie these insights to
the broader agenda of the matter of study and depict the main contributions
and limitations of our study, as well as suggestions for future research.

BACKGROUND

Research on strategy-making has been conducted in various settings. Few
field studies, however, have explored how decision-makers in established
firms in high-velocity environments face the challenge of reinventing their
industries. For example, many scholars of strategic processes have focused
their efforts on large corporations in stable environments (e.g., Quinn, 1980;
Mintzberg & Waters, 1982) or non-profit organizations (e.g., Pfeffer &
Salancik, 1974; March & Olsen, 1976; Mintzberg & McHugh, 1985). As
Bourgeois and Fisenhardt (1988) make clear, these approaches to strategy
development have been conducted in settings in which market data were
plentiful. As a result, it was possible to rely on the processing of industry
information as part of the strategy-development process (Hofer & Schendel,
1978; Porter, 1980). Other research (e.g., Bourgeois & Eisenhardt, 1988;
Eisenhardt & Bourgeois, 1988; Eisenhardt, 1989a; Burgelman, 1994; Grant,
2003) has contributed significantly to the theory and practice of strategy-
making in rapidly changing environments. Why is strategic decision-making
problematic in this kind of environment? Not only because change is so
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dramatic, but also because it is difficult to predict the significance of a
change as it is occurring (Sutton, Eisenhardt, & Jucker, 1986). These di-
lemmas are aggravated in the case of incumbents facing the challenge of
reinventing their industries (Hamel, 1998b). The strategy field stands to
benefit from further research in this direction, and in particular from new
theoretical lenses, such as knowledge and complexity (e.g., Prahalad &
Hamel, 1994b); knowledge being a critical resource in the new competitive
landscape and complexity theory representing a major opportunity in the
strategy field.

Strategy-Making and the Theoretical Lens of Knowledge

Over the last decade, the primary theories regarding the strategy-formation
process have been organized into two categories: the design school and the
learning school (Mintzberg, 1990, 1991; Ansoft, 1991). From a knowledge
perspective, the former focuses on the role of formal analysis, planning and
formal, strategic choice as essential activities that provide strategy-makers
with the data essential for their task; highlighting the role of explicit knowl-
edge. The Ilatter emphasizes the role of the gathering of experience.
This school has long since adopted an implicit-knowledge and learning
perspective in describing how strategies are formed (e.g., Burgelman, 1988;
Mintzberg & McHugh, 1985; Noda & Bower, 1996; Quinn, 1980), stressing
the importance of tacit knowledge. The research of Grant (2003) in the oil
industry informs the long-running debate between the “design” and *‘proc-
ess”” schools of strategic management and suggests a possible reconciliation
of the two.

However, the design and the learning schools mentioned, corresponding
primarily to the classical and modern strategy perspectives (Volberda, 2004),
are silent as to how these analyses and actions are ultimately converted into
an original strategy that can help reinvent an industry. Along these lines,
there is an emerging research effort to further the development of the science
and practice of imagination as a source of strategy creation (e.g., Roos &
Victor, 1999; Scharmer, 2000), in which Scharmer (2000) points out the
importance of organizing around not-yet-embodied knowledge. Moreover,
the postmodern strategy perspective is concerned with “how to develop
adequate strategic schemas that enable the firm to create or adapt to
change” (Volberda, 2004). The study of Szulanski, Doz, and Ovetzky (2004)
deals, for example, with the cognitive frames of three established companies
responding to the Internet. This perspective is more focused on cognitive,
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tacit knowledge (Polanyi, 1966), centering in what Johnson-Laird (1983)
calls “mental models”.

How do the different schools and research efforts presented, with their
different approaches to knowledge, and which are on occasions competitive,
on occasions complementary, help us to understand the process of strategy-
making in organizations attempting to reinvent their industries?

Strategy-Making and the Theoretical Lens of Complexity

Models of complexity theory developed mainly for analyzing biological ev-
olution have also found an application in the evolution of organizations
(Anderson, 1999). As Prahalad and Hamel (1994b) suggest, the strategy
field, if nothing else, is characterized by complexity. For example, the un-
derstanding of organizations as complex, adaptive associations of individ-
vals with different interests and different perceptions (Bower, 1970;
Burgelman, 1983), whose interactions when making strategy give rise to
an emergent process (e.g., Mintzberg, 1991, 1994), has received conceptual
reinforcement from complexity theory. In a similar vein, Pascale’s (1984,
1999) arguments in favor of strategy-making as an organic, unsystematic,
informal process may find theoretical basis on a complexity perspective, and
offer interesting implications for organizational strategy. Burgelman’s
(2002) research on Intel’s strategy-making process as vector and the iner-
tia of co-evolutionary lock-in is also very representative. Brown’s and
Eisenhardt’s (1997) and Eisenhardt’s and Sull’s (2001) studies link com-
plexity theory and time-paced evolution in relentlessly shifting organi-
zations, highlighting the use of simple guiding principles in strategy
formulation. Grant’s (2003) study of eight leading oil and gas-oil majors
highlights the process of “planned emergence” evident in the companies’
strategic planning and is consistent with management principles derived
from complexity theory. However, can complexity theory shed new light
on the dynamics of the strategic process in the reinvention of an industry?
If so, how?

The inductive, case-study approach described next was carried out for two
main reasons: First, it was carried out in recognition of the importance of
furthering the research of the strategy-formation process from the perspec-
tives of knowledge and complexity theory in incumbent firms that are re-
inventing their industries in high-velocity environments; and second,
because of the lack of existing field studies.
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METHODS

We used case studies, particularly suitable for answering “how’ and “why”
questions and well-suited to generating and building theory in an area where
little data or theory exist (Yin, 1984). It also enables researchers to use
“controlled opportunism” to respond flexibly to new discoveries made while
collecting new data (Eisenhardt, 1989b). By making this choice, we ad-
dressed the major challenge of ensuring that data collection and analysis met
tests of construct validity, reliability, and internal and external validity by
carefully considering Yin’s (1984) tactics.'

Research Design

We undertook a real-time study of different strategic processes in their
natural field setting (Van de Ven, 1992) by investigating four Internet banks
in Spain. All firms are publicly owned, multibusiness banking firms. The
sample was not random, but reflected a selection of Internet banks, namely
parts of established banks that were intent on reinventing the banking in-
dustry through the Internet. Using terms proposed by Hamel (1996), they
were “‘rule makers” that were becoming ‘“‘rule breakers” in the banking
industry; that is, they were established market leaders that were endeavoring
to break the mold and become rule breakers. The intention to reinvent the
industry came about after considering Internet banks related to established
banks. At the time of the study, the Internet banks not only had intentions,
but were taking innovative actions that would not have been possible with-
out the Internet. Considering not only intentions, but also actions, we
judged they were not following what Bourgeois and Eisenhardt (1988) refer
to as a “wait and see” strategy. Considering that the actions were inno-
vations, we judged they were not following what Bourgeois and Eisenhardt
(1988) refer to as a “me too” strategy. Although space prevents our
providing “‘thick descriptions” of each case (McClintock, Brannon, &
Maynard-Moody, 1979), we include next an overview of the firms studied at
the time of our analysis, and examples of why we argue that they were intent
on reinventing the banking industry.

Firm 1 is an established bank that was founded in the mid-1960s. The
history of the firm has been characterized by growth and the ability to
capitalize on regulatory changes, special situations, and new market niches.
Thus the bank, which was ranked 107th when it was founded, is currently
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among the top six Spanish banks. The 1990s saw the emergence of various
alternative channels to the traditional branches, which at the time of the
study formed an essential part of the firm’s multichannel network. Among
the alternative channels were telephone banking, virtual banking, the agent
network, and the Internet, the latter intended to become the main one. In
consequence, the way of approaching the Internet was through the trans-
formation of the whole bank. As they state, the bank’s staff are young,
highly trained, dynamic, flexible, and capable of adapting rapidly to tech-
nological and market changes. Also, almost all employees are shareholders
of the bank, ensuring staff commitment to the bank’s strategy. We argue
that Firm 1 was intent on reinventing the banking industry through the
Internet because they had taken some original steps — for instance, launch-
ing auctions on the Internet allowing customers to transfer mortgages from
other financial entities to the firm. They also facilitate simulators on-line
that allow customers themselves to evaluate the different alternatives.

Firm 2 is one of the largest financial groups, a holder of a solid position in
the Spanish market and a leading franchise in Latin America. It was formed
from various financial institutions that have been created since the mid-19th
century and that have, over time, united to increase their business potential.
Its way of approaching the Internet has been to create an independent
Internet bank, in which a major telecommunications company also takes
part. In this case, the intent of reinventing the industry can be illustrated.
The bank was, for example, the first to offer support online for persons
seeking a house for different purposes (to buy, to rent, for living, for hol-
idays, etc.). The support included photos and a virtual tour, information on
the services of the area (hospitals, schools, transportation), arrangement of
details for visiting it, and more.

Firm 3 is one of the leading financial institutions of Spain that models its
identity, its present and its future on the history of four Spanish banks that
have played a major role in the country’s financial and economic history
(banks that themselves were built over time by absorbing and acquiring
many other smaller institutions). Its strategy is to be an international
benchmark bank, specializing in commercial banking. Its presence in
Europe and Latin America is strong. Firm 3 combines geographical diver-
sification with a thorough knowledge of the markets in which it works. This
involvement in the markets where the firm operates makes it a multilocal
group. The approach toward the Internet has been through the creation of
an independent bank in the group. This independent bank is, for example, a
pioneer in the creation of the concept of the mini-office with access to
Internet in underground stations, shopping centers, etc., open from 10 a.m.



Strategy-Making as a Process of Knowledge Creation 275

to 10 p.m. Also, they give customers the possibility of receiving alerts and
real-time information on the stock market via their mobile telephones.

Founded at the beginning of the 20th century, Firm 4 is the third-largest
banking group in Spain, comprising a national bank, five regional banks,
and a mortgage bank. It also has a presence in neighboring countries
through a bank in France and one in Portugal. It approached the Internet
by creating a separate Internet bank that provided, inter alia, a personalized
Web for enterprises with real-time data on marketing research, suppliers
and customers, evolution and new tendencies, etc.

Table 1 provides an overview of the information presented and descriptive
statistics on the cases.

To determine our number of cases, we used theoretical saturation — that
is, we stopped adding cases when our incremental learning diminished
(Glaser & Strauss, 1967; Sutton & Callahan, 1987). Our decision was also
guided by the range of minimum and maximum cases recommended
(Eisenhardt, 1989b). The comparison of case studies within the same in-
dustrial context enabled ““analytic generalization” through the replication of
results, either literally (when similar responses emerged) or theoretically
(when contrary results emerged for predictable reasons) (Yin, 1984), thus
ensuring that the evidence in one well-described setting was not wholly
idiosyncratic (Miles & Huberman, 1984).

Research Site

As identified by Bourgeois and Eisenhardt (1988), banking is a high-velocity
environment. In high-velocity environments there is continuous ‘“dyna-
mism” (Dess & Beard, 1984), or “volatility’’ (Bourgeois, 1985), but these are
overlaid by sharp and discontinuous change (Meyer, 1982; Sutton et al.,
1986). Deregulation, mergers, new products, and new forms of competition
have created both continuous and sharp, discontinuous change in the
banking industry (Wooldridge & Floyd, 1990). At the time of our study
(1999-2000) and in the foregoing years, the banking industry in Spain was
facing the impact of the Internet. This fact accentuated the feature of fast
movement, a characteristic of the New Economy (Eisenhardt & Sull, 2001).

The situation of electronic banking in Spain in relation to Europe was as
follows, according to Merrill Lynch (2000). Bottom-up, best-placed coun-
tries in terms of margin situation and cost structure were the Nordic area
and Spain, while the biggest risks were in Portugal, Ireland, and to some
extent the United Kingdom and Italy. In terms of speed of conversion,



Table 1. Description of the Four Cases Studied.
Firm Characterization Number of Way of Number of Number of Examples of why we Propose
Employees of Approaching Employees in Informants they were intent on Reinventing
the Established Internet Internet Bank the Banking Industry. They
Financial were Pioneers in...
Group
1 Established bank 2,539 Transformation 2,539 6 - Launching auctions in
of the whole Internet to change
bank mortgage
- Simulators online
2 Established bank 32,447 Creation of an 129 4 - Offering support online for
independent customers seeking a house
Internet bank
in the Group
3 Established bank 28,009 Creation of an 321 5 - Creating the concept of the
independent mini-office
Internet bank - Sending alerts and real-time
in the Group information on the stock
market to the mobile
telephone
4 Established bank 7,615 Creation of an 49 4 - Creating a personalized Web

independent
Internet bank
in the Group

for enterprises with real-
time data on marketing
research, suppliers and
customers, evolution and
new tendencies, etc
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Germany, France, and the Nordic area were ahead, while France and Spain
were doing well relative to their underlying Internet penetration. Although
the business model was not clear, by looking to the experience in the United
States, Merrill Lynch (2000) highlighted that pure e-banks needed to evolve
to make an impact on the mass market, as they offered good pricing but
poor customer service.

Data Sources

As is typical in case studies (Eisenhardt, 1989b), we combined different
data-collection methods. We collected data through interviews, question-
naires, observations, and secondary sources. The rationale is the same
as in hypothesis-testing research. That is, the “triangulation” (Webb,
Campbell, Schwartz, & Sechrest, 1966) made possible by multiple data
sources provides stronger substantiation of constructs and hypotheses.
Of special note is the combining of qualitative and quantitative evidence.
As Yin (1984) points out, case-study research can involve qualitative data
only, quantitative data only, or a combination of both, as in our research
in an attempt to get synergistic effects. The data-collection process took
place in 2000.

Interviews

The primary sources were semi-structured interviews with individual re-
spondents (see Table 1). At each site, we conducted two to three sessions of
two hours each on average per case with the CEO or the person or persons
assigned by them (19 persons in total). A case-study protocol was developed
pursuing reliability in the findings, and a pilot study was carried out in order
to refine our data-collection plan with respect to both the content of the data
and the procedures followed.

We began the interviews by asking the respondents to describe the com-
petitive strategy of their firm and its position within the industry. We then
asked them to describe the distinctive competencies of their Internet banking
and key success factors. Finally, we asked them about the social actions and
interactions when formulating and implementing their strategies. Following
Van de Ven’s (1992) suggestion, we defined the strategic process in one of
the three ways that are often used in the literature: a category of concepts
(thinking, analysis, formulation, planning, implementation, and control)
that refer to actions of individuals or organizations. As Chakravarthy
and Doz (1992) state, the strategic process subfield is concerned with
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how effective strategies are shaped within the firm and then validated
and implemented. According to Schendel (1992), “‘shaped” can mean the
manner in which an organization develops or, in terms of extant literature,
formulates, strategy. Good strategy must be created or imagined. Vali-
dation has to do with the issue of goodness: what is expected to work ex
ante, in what circumstances is it expected to work, and with what can the
organization reasonably expect it to work. Implementation means using
strategy, operating with the strategy, and executing the strategy, and thus it
is related to action. Implementation has to do with activities that con-
cern the whole organization and its work. We were concerned with both
formulation and implementation. The questions in the interviews concen-
trated on facts and events, rather than on respondents’ interpretations, using
standard courtroom interrogation (What did you do? When? Who said what
to whom?).

In the first stages of the research, the interviews helped us develop an
understanding of the strategic process in the different cases. In the latter
stages, little new information was obtained, and the interviews gradually
became a way of increasing the construct validity of the conclusions we were
developing. Following Eisenhardt’s (1989b) recommendation, the interviews
were conducted in tandem by two researchers. All interviews were recorded
and were transcribed immediately afterward. In the transcriptions, we in-
cluded all data, regardless of its apparent importance in the interview. We
then cross-checked facts and ended the transcription notes with our linger-
ing impressions, trying to sharpen them by asking ourselves questions
(e.g., What did I learn? How does this interview compare to prior inter-
views?). We completed the interview notes and impressions within a day of
the interview (Yin, 1984).

Questionnaires

We also obtained quantitative data on strategy-formation process patterns
from questionnaires. After an initial interview analysis, informants were
asked to give numerically scaled responses to rate different variables that
emerged from the interviews. This was done because the qualitative data
may directly suggest theory, which can then be strengthened by quantitative
support (Jick, 1979). According to Eisenhardt (1989b), the frequent overlap
of data analysis with data collection is a striking feature of research leading
to the building of theory from case studies. The overlap may lead to le-
gitimate adjustments, such as the addition of data sources in selected cases
(e.g., Sutton & Callahan, 1987; Burgelman, 1983; Leonard-Barton, 1988).
This flexibility is not a license to be unsystematic, but a way of avoiding
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potential information-processing bias, such as that suggested by Kahneman
and Tversky (1973) of leaping with limited data to conclusions, or Nisbett’s
and Ross’s (1980) warning against being overly influenced by vividness.
As Eisenhardt (1989b,p. 538) suggests, “quantitative evidence can keep re-
searchers from being carried away by vivid, but false, impressions in qual-
itative data, and it can bolster findings when it corroborates those findings
from qualitative evidence™.

Among the variables rated using a 10-point Likert scale were participa-
tion in joint projects with customers, with companies in the same industry,
and with companies in different industries; communication within project,
cross-projects, and external; level of analysis and systematization of the
lessons learned from experience in real-time; importance of the creation of
contexts that promoted the quantity, quality, and variety of actions and
reflections; level of existence of a few simple rules that defined direction
without confining it, and level of existence of a developed and detailed plan
that guided action (see tables in section “How is the strategy-formation
process in the Internet part of established banks trying to reinvent their
industries?”’). We then averaged these scores.

Observations and Secondary Sources
During the site visits, we kept a daily record of impressions and recorded
informal observations we made as we participated in activities such as
lunches and coffee breaks. In addition, whenever possible, we attended
meetings as passive note-takers. These observations provided real-time data.
We also used secondary sources to collect background information about
the cases. Such sources included annual reports; internal documents
provided by the interviewees, such as notices of meetings; agendas for
meetings; minutes of past meetings; internal newsletters and intranets;
and various articles in specialty magazines and newspapers about the sit-
uation and evolution of the Internet banks in general and of the different
cases in particular.

Data Analysis

For data analysis, we used a highly iterative approach (Glaser & Strauss,
1967) and included the following steps (Eisenhardt, 1989b): (1) analysis
within case data; (2) search for cross-case patterns; (3) shape of propositions;
and (4) comparison of the emergent hypothesis with the extant literature.
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Analysis within-Case Data
Within-case analysis involved detailed, case-study write-ups for each site,
central to the generation of insights (Gersick, 1988; Pettigrew, 1988). The
objective was to become intimately familiar with each case as a stand-alone
entity (Eisenhardt, 1989b).

Search for Cross-Case Patterns

Coupled with within-case analysis, we pursued cross-case searches for pat-
terns. In an attempt to improve the likelihood of accurate and reliable
theory, this search was assisted by the following tactics suggested by
Eisenhardt (1989b): (a) Comparison of pairs of firms. We then induced
tentative relationships between each pair; (b) Division of the data by data
source with the aim of exploiting the unique insights possible from different
types of data collection. One researcher was in charge of the analysis of the
qualitative data, another of the quantitative. We then shifted tasks.

Shape of Propositions

From both the within-case and cross-case analysis, tentative impressions,
concepts, and relationships began to emerge. First, we compared system-
atically the emergent frame with the evidence from each case in order to
assess how it fitted with case data. This constant comparison between con-
structs and data allowed us to sharpen the constructs of our study by means
of a two-part process: (a) refinements of the definition of the constructs, and
(b) building the evidence that measures the construct in each case. We
eventually developed definitions and measures for several constructs, such
as action, reflection-on-action, critical state, imagination, and simple guid-
ing principles. Second, we verified that the emergent relationships between
constructs fitted with the evidence in each case. At that point, we focused
on discovering the underlying theoretical reasons for the existence of the
relationships.

Comparison of the Emergent Propositions with the Extant Literature

We then tied the emergent theory to the extant literature. The aim was
to establish “‘stronger internal validity, wider generalizability, and higher
conceptual level” (Eisenhardt, 1989b, p. 544) of the findings. These are
particularly relevant aspects in this kind of research, because the findings
rest on a limited number of cases.
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HOW IS THE STRATEGY-FORMATION PROCESS ON
THE INTERNET PART OF ESTABLISHED BANKS
TRYING TO REINVENT THEIR INDUSTRY?

Insights emerged from our data that linked the reinvention of an industry?
with a set of social processes related to the strategic process. In attempting
to understand strategy-making in banks that were evolving from rule-mak-
ers to rule-breakers, we found that managers that were helping the banking
industry to evolve in ways advantageous to them combined the following
social processes: action, reflection-on-action, accumulation of actions and
reflections-on-action; imagination; and the use of simple guiding principles.
In the following sections, we elaborate on these insights and describe their
grounding in the data. We mainly focus, as Van de Ven (1992) suggests to
researchers attempting to contribute to a theory of process, on statements
that explain how the strategic process unfolds over time and why; in
particular from the perspectives of knowledge and complexity. We present
five general propositions, each of which summarizes a set of inferences as
a theme.

Action

What is the role of action in the strategy process? The original definition of
strategy included only decisions (Mintzberg, 1973). For a number of rea-
sons, not the last being that decisions, too, represent intentions and that we
necessarily ended up studying actions, the definition was modified to include
actions (Mintzberg & McHugh, 1985).

The evidence from our data suggests that actions seemed to be a major
source of strategy creation. In formal terms,

Proposition 1. In high-velocity environments, rule-breaker incumbents
use action as one of the basic sources in the strategy-formation process.

How did managers of established firms that are reinventing their industries
use action as a source of strategy creation? Table 2 describes two specific
tactics — experimental products and participation in joint projects —
that emerged from the data that managers used to explore the future by
engaging in actions. Consistent with the methods of Brown and Eisenhardt
(1997), we qualitatively assessed the use of experimental products by means
of the interviews. The first column in Table 2 summarizes this evidence.



Table 2. Action.

Case Experimental Products Participation in Joint Projects
With customers® With companies in the same With companies in different
industry® industries®
1 “We created a first prototype of Average: 8 Average: 8.3 Average: 9

software and distributed it for
free to our customers”

“We designed a small platform “Partnerships commenced a new
and gave access to our clients” stage which focuses much more

“With the aim of promoting strongly on business with
transactions, we adapted our individuals (Individuals,
telephone banking model to the Private Banking and Personal
Internet to see what Finance). It is aided by
happened ...” Customer Relationship

Management (CRM) tools to
obtain a deeper knowledge of
customers’ financial needs and
supported by the new structures
created by the Bank to serve
individual customers, based
mainly on advice and more
personalized service We also
create partnerships with them”

2 “We launch products to the Average: 8.25
market, and then we are very “We establish joint projects with
attentive to the feedback we current customers. Potential
may get” customers are also very

interesting to us because of the
great potential and emerging
market”

“Together with other financial

entities, we designed and
launched an application for the
income tax return, the
accounting and the
implementation of payroll”

Average: 8.25
“Interacting with other financial

entities is really valuable to us.
We have some joint projects in
this respect”

“We have created a new area
called New Technology
Research, whose mission is to
find firms in the network that
will help us to create value in
this relationship driven context
we have created (through
Internet)”

Average: 9

“We have established a major
partnership with (a leading
telecommunication firm)”
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“We invite our customers to play
with our products. We try to get
them involved, for example, by
means of contests where we learn
together and they may win a nice
prize”

“We are exploring new
possibilities, new ways of doing
things, better ways of satisfying
our current and potential
customers. In facing this
challenge, we propose products to
them and see how they like them”

Average: 8.2

“We don’t just finance different
projects. We also get involved and
manage some of those new
projects to be in close touch with
our customers and get firsthand
learning”

Average: 8.25

“We learn from and with our
customers. Working in projects
with them is very satisfying and
fruitful”

Average: 7.8

“We have agreements with (a
leading European bank) for the
distribution and support of their
products here in Spain and vice
versa. It is a good way of getting
in touch with markets other than
the national”

Average: 8

“We establish different kinds of
collaboration with other entities”

Average: 8

“We have recently signed an
agreement of collaboration with
(an insurance company), that
allows our bank to widen the
products of third parties”

Average: 8.5

“Indeed, we are interested in
learning from other industries,
and that is why we get involved in
different projects with companies
from such different backgrounds”

4The averages in this column are the average levels of participation in joint projects with customers, on a 0-10 point scale.

®The averages in this column are the average levels of participation in joint projects with companies within the same industry, on a 0-10 point
scale.

“The averages in this column are the average levels of participation in joint projects with companies in different industries, on a 0-10 point
scale.
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For instance, Case 1 provides a good example of how managers engaged in
action by routinely creating experimental products to probe the emerging
market. They usually designed product prototypes and distributed them to
their customers. As one of the interviewees stated, “Do and improve is our
motto. Launching products and delivering them to customers to learn with
them and meet better their requirements is a valuable source of learning”.
Another example was Case 3. This firm launched a broker contest in which
participants could invest 6,000 virtual euros and win prizes every week and
month, and a final prize. Participants had to become customers, free of any
charge or commission, so that they could use all the broker tools available
for clients. Among the tools: real-time market prices; expert reports on
companies; tracking of securities and bonds; graphics and analysis; infor-
mation and training in the financial university of the bank; and free tel-
ephone advice from bank experts. As in cases 1 and 3, evidence shown in
Table 2 related to the other two cases also supports the use of experimental
products as a major source of action.

Another source of action that emerged from the cases was the partici-
pation in joint projects. Consistent with our respondents, we considered
three major categories of participation in projects: with customers, with
companies in the same industry, and with companies in different industries.
We qualitatively assessed this participation based on the analysis of the data
gathered from the interviews. We quantitatively measured these categories
using a questionnaire item on the level of participation in joint projects on a
0-10 point Likert scale. The results shown in the last three columns in
Table 2 indicate that all of the four firms studied engaged in action by
participating in joint projects. Take, for example, the description of an
interviewee in Case 3: “Virtual partnerships are set up when an association
agreement is reached between the bank and a partner — which can be a
company, government agency or professional association — to govern the
distribution of financial products and services to employees, suppliers and
customers of the partner. The earnings from this business — which are not
only tangible but, most importantly, intangible — are shared by the partner
and our firm. More than 400 partners who have virtual partnership agree-
ments with our firm include the major Spanish and international companies,
as well as official agencies. They represent diverse industries, such as con-
sultancy and advisory services, construction, pharmaceuticals, technology,
electricity, and tourism, in addition to professional associations.”

One reason experimental products and participation in joint projects were
coupled with action as a source of strategy creation, may be that managers
explore the future by experimenting with a wide variety of low-cost probes
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(Brown & Eisenhardt, 1997). As these authors suggest, they enhance learn-
ing about possible future states. Learning is critical because, while the future
is uncertain, it is usually possible to learn something about it, making it
easier for managers to anticipate and potentially even create it. Experi-
menting creates “learning by doing”, which is a particularly good way to
learn, especially compared with vicarious or second-hand learning (Brown,
Collins, & Duguid, 1989). This argument is consonant with Hamel’s
(1998a). This author also suggests launching a series of small, risk-avoiding
experiments in the market, which serves to maximize a company’s rate
of learning about which new strategies will work and which will not.
The insights that come from a broad-based strategy dialogue will never
be perfect. While much traditional analysis can be done to refine those
insights into viable strategies, there is much that can be learned only in
the marketplace.

Another reason may be found when analyzing the results through the
theoretical lens of knowledge creation. Theory suggests that, through so-
cialization, experiences are shared and thereby tacit knowledge (such as
shared mental models and technical skills) is created (Nonaka & Takeuchi,
1995). Socialization, which seemed to happen in action as a source of strat-
egy-making in the firms studied, is a subprocess in the knowledge-creation
process. And as Eisenhardt and Martin (2000) highlight, knowledge-creation
processes are a crucial dynamic capability, especially in high-velocity firms.
Dynamic capabilities strikingly involve the creation of new, situation-specific
knowledge. This occurs by engaging in actions in order to learn quickly and
thereby compensate for the lack of relevant existing knowledge by rapidly
creating new knowledge about the current situation. Dynamic capabilities,
therefore, often use prototyping and early testing to generate new knowledge
quickly. Also, when engaging in joint projects, tacit knowledge from cus-
tomers, and from other companies within or from different industries, may
become tacit knowledge of the persons in the company.

Reflection-on-Action

Argote (1999) and Sitkin (1992) propose that actions create rapid learning
through small losses and immediate feedback. The question then becomes
whether there are subprocesses within the strategy-formation process that
articulate such feedback, and what those subprocesses are. The evidence
from our data shows that action is closely linked to reflection-on-action. In
formal terms,



286 MARIA P. SALMADOR AND EDUARDO BUENO

Proposition 2. For rule-breaker incumbents in high-velocity environ-
ments, action is not a sufficient condition in the strategic process. Action
is closely linked to reflection-on-action.

Table 3 describes the subprocesses that the four firms used for achieving an
effective assimilation of such feedback from the different actions that were
developed. The subprocesses were: (1) conceptualization of experiences,
(2) systematization of concepts, and (3) assimilation of common experiences.
First, according to our evidence, conceptualization of experiences referred
to the process of articulating the knowledge gained from the experience into
concepts, hypotheses, models, metaphors, and analogies, by means of com-
munication. We qualitatively assessed the role of communication in sharing
the different experiences, using data mainly from the interviews and sec-
ondary sources. We quantitatively measured conceptualization of experi-
ences on a 0-10 scale rating the level of communication in three dimensions:
within-project, cross-project, and external, consistent with our respondents
and previous research (Brown & Eisenhardt, 1997). The data suggest the
importance of communication within-project, cross-project, and outwardly
as a way of externalizing the knowledge gained from experience. In fact, the
four firms studied literally replicated (Yin, 1984) these results, as shown in
the first three columns in Table 3. As stated by one of the interviewees in
Case 1: “The cornerstones of the firm’s internal and external communica-
tions are transparency in information on the matters affecting our opera-
tions and the environment and the clarity of its messages. This is crucial if
we want to make the best out of our experiences”. In the same case, the
annual report states, “With a view to incorporating the perception and
insights of the customer experiences into the development of our entity as a
guarantee of the success of the Internet services, 22 studies were conducted
this year with both customers and non-customers. The studies were aimed at
ascertaining how the services being designed for our firm are perceived and
measuring the user-friendliness of the various Web pages. More than 200
customers took part in the studies, contributing and suggesting numerous
improvements. Among the services analyzed were e-mortgages, funds,
new broker services, the WAP service, mortgage and deposit comparators,
e-cards, etc.”

Second, consistent with our evidence, systematization of concepts referred
to the subprocess of emptying the different concepts, hypotheses, models,
metaphors, or analogies gained from experience into a knowledge system,
which involves combining different bodies of explicit knowledge. We qual-
itatively assessed this systematization by means of the data gathered from



Table 3. Reflection-on-Action.

Conceptualization of Experiences

Systematization of
Concepts

Assimilation of Common Experiences

Communication

Within-project”

Cross-project®

External?

Real-time analysis
and systematization

of the lessons learned

from experience®

Level of involvement

Newsletter, Shared
databases

Meetings

Average: 9

“Internal

communication is
crucial for swift
and clear
transmission not
only of changes in
an organization
but also of
employees’
knowledge and
experience”

Average: 8.33

“The channels of

communication
with the Bank’s
departments and
people, who play
an active part in
the process, are
managed by the
Internal
Communication
Department and
include the use of
e-mail, forums,
video-chats, video-
conferences and, of
course, the
Intranet, which lies
at the heart of the
Bank”

Average: 8.16

“We have what we

denominate the
“Call me back”
system. It is very
important, because
the customer tell
us: “Call me, and
call me at this time
for this purpose”.
We establish an
active relationship
in which the bank
contacts the
customer because
he/she has required
so. It is a very
important step in
communication
between the bank
and our
customers”’

Average: 9.66

“Incidents received

by the services
specialized in
Customer Service
are an invaluable
source of
information for
detecting and
improving
problematic
systems and
services. Last year
saw advancements
in the creation of
tools for collecting
and analyzing all
this information in
real time”

“Our involvement,

the involvement of
the people in our
company, is very
high”

Information on

Intellectual Capital
from the Annual
Report of the
company: “100%
of the employees
have access to the
Intranet, and the
number of
connections is very
high”; “80% of the
employees
participate in
shared databases™;
“80% of the
management
information is
available to all
employees”

“The participation

and involvement of
the people in the
debate sessions of
the firm are very
important”

Information on

Intellectual Capital
from the Annual
Report of the
company:
“Employees
participating in
debate sessions:
74.87%"
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Table 3. (Continued)

Case

Conceptualization of Experiences

Systematization of
Concepts

Assimilation of Common Experiences

Communication

Within-project®

Cross-project®

External®

Real-time analysis
and systematization
of the lessons learned
from experience®

Level of involvement

Newsletter, Shared
databases

Meetings

2 Average: 8.5
“We do not just look

for the right
answers but also
for the convenient
questions.
Reflecting together
on the different
projects we have is
key when pursuing
both aims”

Average: 8

“We have periodical
meetings,
organized around
workshops. People
exchange
experiences and get
to know each other
better by working
elbow to elbow”

Average: 9

“We are very
interested in
getting to know
other experiences.
In particular, we
are more interested
in knowing how
Coke is managed
than how (name of
an important
bank) is”

“All knowledge
resources which
are of interest,
arising within the
Bank or from
external sources,
are capable of
being identified,
categorized, valued
and made available
to any user
through the
appropriate
computer tool”
Average: 8.25
“Trying to learn from
the different
projects we are
developing would
be a vain exercise if
the lessons learned
were not
systematized as we
get them so that
they can be shared
with the rest of the
organization”

“We are promoting
information
technologies tools,
which are very well
accepted in the
company”

“We celebrate
periodical
meetings,
organized around
workshops”
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Average: 8

“In our firm,
communication
among team
members is very
fluent”

Average: 8
“Many people in the

company have the
role of monitoring.
They act as radars
or as tentacles that
capture knowledge
and experiences.
That is then
transferred
internally. For
example, we have a
very important
project going on in
New York. They
are exploring what
we need to deliver
products in Latin
America. In
Madrid we learn
from their
experiences”

“We have meetings
where we invite
external people
related with the
world of Internet
and the New
Economy, such as
people that are
managing
important Web
sites, to come and
share their points
of view and
challenges with us’

Average: 8.8

“Relations with our
customers are
crucial. We have
open
communication
with them”

Average: 9
“We have a

department that is
in charge of
channeling,
analyzing and
systematizing the
different
experiences that
are being
continuously
transferred”

“Every morning,

when we connect
online we have a
summary and
description of the
main news on the
operations of our
entity and the
environment. We
have the habit of
going though
them, just as we
read the newspaper
or check our e-
mails”

“We have also
established formal
and informal
groups that are
proposing and
exchanging ideas”
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Table 3. (Continued)

Case Conceptualization of Experiences Systematization of Assimilation of Common Experiences
Concepts
Communication Real-time analysis Level of involvement
and systematization
Within-projectb Cross-project® External® of the lessons learned Newsletter, Shared Meetings
from experience® databases
4 Average: 7 Average: 8.5 Average: 8 Average: 8 “Databases are a “We have discussion
“There are constant “Communication is “Listening carefully “Relevant valuable source of sessions on what

flows of
information
exchange among
team members”

one of the valuable
aspects that are
part of our
culture”

and talking to
customers is one of
our main tasks as a
company. Their
satisfaction is our
reason for
existing”

information, which
is collected via
different channels,
is systematically
refreshed into our
intranet”

information. We
consult them often
so that we get
updated info on
any change”

we call the state of
the situation to
revise and
assimilate together
where we are and
where we are
heading to”.

4The averages in this column are the average levels of existence of real time analysis and systematization of the lessons learned from the

experience, on a 0—10 point scale.

®The averages in this column are the average levels of communication within project teams, on a 0-10 point scale.

“The averages in this column are the average levels of communication between project teams, on a 0—10 point scale.
9The averages in this column are the average levels of project team communication with external agents such as customers, competitors, allies,
suppliers ..., on a 0-10 point scale.
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the interviews, and quantitatively by means of a questionnaire on a 10-scale
rating the real-time systematization of the lessons learned from experience.
The results reveal that this systematization was important and very high.
These results were literally replicated in the four case studies, as shown in
the fourth column in Table 3. For example, in Case 1, one of the managers
interviewed said, “We developed a New Knowledge Management Model, a
structure which makes it possible, by totally automated, simple and rational
means, to capture the flow of knowledge circulating around any area of the
bank. Because knowledge is the only asset that grows through consumption
(the sharing by employees of training, information and ideas generates en-
riching individual and collective growth in which both the bank and its
people are the winners), transparency has been set as the aim of the New
Model. A way to categorize each knowledge resource was sought with the
interaction of authors, editors and the appropriate computer tool”.

Third, assimilation of common experiences emerged from the evidence as
a subprocess of embodying explicit knowledge into tacit knowledge. We
qualitatively assessed this assimilation in terms of the level of involvement
and participation of the people in the organization in shared databases and
meetings. We also used secondary sources. The last two columns in Table 3
summarize the data regarding this subprocess in the strategy-formation
process. The results suggest that the importance and level of assimilation of
common experiences were very high in all of the four cases. As one of the
interviewees suggested, “It is not a matter of how much water the rain
brings. It is also a matter of the land absorbing that water”. Another man-
ager commented: “Work commenced on the development of a Personalized
Knowledge Portal for each employee, accessed through the intranet. Each of
us has a specific user profile, which is the sum of the profile defined by his/
her job and his/her added personal interests. The user profile will interact
with the system and will permit free access to resources of interest. It is both
useful and interesting”.

Overall, the data reveal the relevant role of reflection-on-action, which
results out of the interaction of the three following social subprocesses:
conceptualization of experiences, systematization of concepts, and assimi-
lation of common experiences. Thus, our evidence suggests the importance
of the existence of systematic analysis on the different actions by which
managers explore the future. The alternative view that other research
presents, such as the classical view (e.g., Chandler, 1962; Ansoff, 1965),
which relates strategy-making with planning and assumes that strategies are
formulated before they are implemented, may be related to the setting. For
example, the Rational Actor Model (Allison, 1971), which suggests that
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strategic success depends on careful analysis and planning before action is
taken, might work in relatively stable environments where there are no
constraints of lack of information or time to process it (Mintzberg, 1973;
Frederickson, 1984). The underlying argument may be that reflection-
on-action and “firsthand learning” responds to the fact that the companies
are intent on reinventing their industry. Existing knowledge can even be a
disadvantage if managers overgeneralize from past situations (Argote,
1999). In addition, analysis helps manage the risks associated with inno-
vative decisions made quickly and helps actors learn from failures as well as
successes (Bourgeois & Eisenhardt, 1988).

We may find another, unexpected explanation of the evidence from a
knowledge-creation perspective. As defined by our respondents, the social
processes identified from the evidence related to the reflection-on-action
undertaken by the firms may be related respectively to the processes of
externalization, combination and internalization proposed by Nonaka
and Takeuchi (1995). Those processes are: (1) the conceptualization of
experiences (the process of articulating the knowledge gained from the
experience into concepts, hypotheses, models, metaphors, or analogies, by
means of communication); (2) the systematization of concepts (the process
of decanting the different concepts, hypotheses, models, metaphors, or
analogies gained from experience into a knowledge system, which involves
combining different bodies of explicit knowledge); and (3) the assimilation
of common experiences (the process of embodying explicit knowledge into
tacit knowledge). The results shown in Tables 2 and 3 indicate that actions
(based on a process of socialization) and reflection-on-actions (based on
the processes of externalization, combination and internalization) form
a SECI® spiral, as defined by Nonaka and Takeuchi (1995). Thus, we
propose that action and reflection-on-action form a spiral of knowledge
creation, a dynamic capability crucial in high-velocity environments
(Eisenhardt & Martin, 2000). The mix enhances learning because of the
interplay among reinforcing sources of knowledge (Lave & Wenger, 1991).
In this sense, the data would support Eisenhardt’s (1989a) propositions on
dynamic capabilities, which suggest that such capabilities rely more on
real-time information, cross-functional relationships and intensive com-
munication among those involved in the process and with the external
market. Real-time information alerts people to the need to adjust their
actions, since problems and opportunities are spotted more quickly than
when individuals are distant from information. Real-time information also
builds intuition about the marketplace, allowing managers to understand
the changing situation quickly and adapt to it.



Strategy-Making as a Process of Knowledge Creation 293

Accumulation of Actions and Reflections-on-Action, and Critical State

The evidence suggests that firms promoted the accumulation of actions and
reflections on those actions. In formal terms,

Proposition 3. Managers of rule-breaker incumbents in high-velocity
environments promote the accumulation of actions and interactions of
action and reflection-on-action.

Table 4 presents the data grounding this proposition. Managers promoted
the accumulation of actions and interactions of action and reflection-on-
action, considering three aspects that emerged from the evidence: quantity,
quality, and variety. We qualitatively assessed this importance by gathering
evidence of this behavior from the interview data. We quantitatively meas-
ured the quantity, quality, and variety of the different actions and reflections
undertaken in the firm in terms of a questionnaire item on the importance of
each item on a 0-10 point Likert scale. The results, which (as shown in
Table 4) were literally replicated in the four cases studied, indicate that
managers created the right contexts so that people could act and reflect on
projects, paying attention to quantity, quality, and variety. For example, in
Case 1, one of the managers said, “We encourage people to get involved in
as many projects and discussion sessions as they are interested in and they
can cope comfortably with”, giving an idea of the importance of quantity.
Furthermore, they also considered a relevant aspect in the quality of those
actions and reflections. As a manager in Case 2 said, “We are very careful in
not drawing in complexity and ‘intoxication’. We try to encourage people to
get involved in interesting projects, but we also pay great attention to the
fact that their attention is limited””. Managers tried to include variety, too.
For example, in Case 4, a manager said, “Many different perspectives are
melded in our strategy. We invite all kinds of people to take an active role:
young ones, experienced ones, ones with different backgrounds ... We be-
lieve that this is very enriching to us as a company”’.

A possible argument that may explain why managers promoted the ac-
cumulation of many actions and reflections when making strategy could be
related to the understanding of the dynamics of knowledge creation from a
perspective of complexity. Complexity theory suggests that, in complex
adaptive systems, small changes in behavior can produce small, medium or
large changes in outcomes. Bak (1996) proposes that such systems are self-
organized critically, so that change occurs avalanche-style, or according to
the butterfly effect (Lorenz, 1995), when the system has reached the critical
state. This concept is better illustrated by turning to Bak’s (1996) experiment



Table 4.

Accumulation of Actions and Reflections-on-Actions.

Quantity®

Quality®

Variety

Evidence on participation in
joint projects from 3 last
columns in Table 2.

New evidence®

Average = 8.33

“We encourage people to get
involved in as many
projects and discussion
sessions as they are
interested in and they can
cope comfortably with”

Average = 7.66

“A sabbatical year is
contemplated within the
professional career
development in our
company”’

Customers, companies within
the same industry,
companies in different

Average = 8

Newcomers, young people,
experienced professionals

“The Knowledge
Management department
motivates employees to
discover their talents and
seeks to involve them in
and heighten their
awareness of the
competitive edge given by
innovation, which depends
on each and every
employee”

“Notable in the year was the
start-up of a program
specifically aimed at high-
quality university students,
combining recruitment,
training and mentoring, in
response to concrete
requirements in certain
areas of the Bank™

“Throughout 2002 the

economic climate enabled it

to continue to pursue a
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Average = 8.5

“We participate in different
projects, and we attend
various meetings ... We
always learn and share
something”

Average =9

“We participate in different
projects, and we attend
various meetings, subject to
our time constraints and
responsibilities”

Customers, companies within
the same industry,
companies in different
industries

recruitment policy based on
attraction of the best
professionals in the
industry. At year-end 236
employees (7.87% of the
total headcount) had less
than one year’s length of
service in the Group, amply
demonstrating the Bank’s
capacity to renew the talent
of its work force”

Average = 8

Newcomers, young people,
companies in different
industries

“We challenge the reduced
circle”

“We are very interested in
getting to know other
experiences. In particular,
we are more interested in
how Coke is managed than
how (the name of an
important bank) is”

“There are meetings where we
invite external people
related to the world of
Internet and the New
Economy, such as people
that are managing
important websites, to
come and share their point
of views, and challenges,
with us”
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Table 4. (Continued)

Case Quantity® Quality® Variety
Evidence on participation in New evidence®
joint projects from 3 last
columns in Table 2.
3 Average = 8.2 Average = 8 Customers, companies within ~ Average = 8

“We try to encourage people

to get involved in
interesting projects”

“We are very careful in not
drawing in complexity and
‘intoxication.” We try to
encourage people to get
involved in interesting
projects, but we also pay
great attention to the fact
that their attention is
limited”

the same industry,
companies in different
industries

Newcomers, young people,

experienced professionals

“The Internet team is

composed of newcomers of
different ages and
backgrounds. The big
advantage is that we are
foreigners to the internal
culture of the established
bank, so we can do and say
things that someone coming
from the established bank
wouldn’t. This fact prevents
peculiarities,
susceptibilities, and any
kind of politics that may
arise otherwise. Our
presentation to the world,
the language we use, our
people, are totally different
to those of the established
bank”
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Average = 8

“Strategy creation develops at
the edge of chaos, as the
Management Committee
receives various inputs from
various parts of the
company’’

Average = 8.25

“We try to be at the edge but
we cannot surpass the line
that would drive us to
complete chaos”

Customers, companies within
the same industry, companies
in different industries

Average = 8.5

Young people, experienced
professionals

“Many different perspectives
are melded in our strategy.
We invite all kind of people to
take an active role: the
youngsters, the experienced,
people with different
backgrounds ... We believe
that this is very enriching to
us as a company”’

4The averages in this column are the average levels of the importance of the creation of contexts that enabled quantity in the actions and
reflections.
®The averages in this column are the average levels of the importance of the creation of contexts that enabled quality in the actions and
reflections.
“The averages in this column are the average levels of the importance of the creation of contexts that enabled variety in the actions and
reflections.

uo1va.y abpajmouy fo ssaooig v sv burypp-d6aip.1ig

L6T



298 MARIA P. SALMADOR AND EDUARDO BUENO

with a sand pile, in which grains of sand fall one by one on the ground,
building a cone. The cone becomes steeper and steeper until the slope
reaches a critical state. Adding an additional grain of sand would lead to
an avalanche. Using an analogy, with every grain (action or reflection-
on-action), the mountain (the system, which understood from a scale per-
spective could be an individual, a team or the organization) gets steeper,
coming ever closer to its critical state, in which a new grain will lead to an
avalanche, or the emergence of a new idea. Thus, managers may be at-
tempting to provoke the emergence of imagination by accumulating actions
and reflection-on-actions. As Roos and Victor (1999) suggest, relevant
practice and essential information fuel the emergence of imagination.

A reason for the importance of quality in the accumulation of actions and
reflection may be in order to stave off chaos. As one of the managers stated:
“We have to pay special attention to staying at the edge but not surpassing
the line that would drive us to complete chaos™.

Variety is also explained by previous research that highlighted a common
feature of effective knowledge-creation processes (Eisenhardt & Martin,
2000): the explicit linkage between the focal firm and knowledge sources
outside the firm (Allen, Piepmeier, & Cooney, 1971; Allen, 1977; Katz &
Tushman, 1981; Henderson & Cockburn, 1994; Powell, Koput, & Smith-
Doerr, 1996). Hamel (1998b) also suggested including preconditions for
strategy innovation. Among them, the following could be related to this
aspect of variety: (1) new voices (young people, newcomers, and those at the
geographic periphery of the organization deserve a larger say); (2) new
conversations (creating a dialogue about strategy that cuts across all the
usual organizational and industry boundaries substantially increases the
odds that new strategy insights will emerge); (3) new perspectives (new
conceptual lenses allow individuals to reconceive their industries, their
company’s capabilities, their customers’ needs, and so on, substantially
aiding the process of strategy innovation. They must search constantly for
new lenses that help companies reconceive themselves, their customers, their
competitors, and, thereby, their opportunities).

Imagination

Previous research suggests the important role of imagination in the strategy-
formation process (Hamel, 1998b; Roos & Victor, 1999; Scharmer, 2000).
Our evidence also highlights this fact and contributes to its further devel-
opment. In formal terms,
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Proposition 4. For rule-breaker incumbents in high-velocity environ-
ments, imagination is a source of strategy-making.

The evidence grounding this data is shown in Table 5. We assessed imag-
ination by considering the social processes that emerged from our data:
emergence of a new idea; externalization of the new idea; consensus around
the emerging field; and commitment to new directions. The processes we
identified were similar to those identified by Roos and Victor (1999) and
Scharmer (2000). First, consistent with our respondents, the emergence of
an idea referred to the process of sensing the field of emergent possibilities.
We qualitatively measured the emergence of new ideas based on the analysis
of the data gathered from the interviews as well as secondary sources. The
results revealed that the creation of new ideas in the firm was highly ap-
preciated. As shown in the second column in Table 5, the results were
literally replicated in the four cases studied. In Case 1, for example, one of
the interviewees said, “The Intranet environment has enabled the creation of
new ways to contribute ideas, a crucial process, such as a selection of com-
petitions capable of collecting anything from ideas which totally break with
the traditional banking model to ideas/feedback from the employees on the
specific demands of the company for the launching, correction or enhance-
ment of any business”.

Second, once the idea had emerged, it was equally important to exter-
nalize it, that is, to make the emergent reality explicit. The evidence from
the data suggests that all the firms studied had incentives for promoting the
sharing of such ideas, of different natures: economic goals, a desire rec-
ognition, and error as a source of learning, as shown in columns 3, 4, and
5 in Table 5 respectively. We qualitatively measured the existence of such
incentives by means of the interviews and secondary data and quantita-
tively by means of a questionnaire on a 0—10 point Likert scale. In Case 1,
the economic incentives for sharing ideas were illustrated by this state-
ment: “It is the firm’s wish to highlight the strategic importance it places
on creativity and innovation and to take action regarding the development
potential shown by the employees most active in this connection. The
initial maximum amount of the transaction was €132.22 million, divided
into 2,924,633 debentures of €45.21 par value each. At the beginning of
this year, the bank’s board of directors decided to redeem the II convert-
ible debenture issue so as to re-launch a new issue with similar conditions
to the former but with a par value and conversion price of €38.85, in
line with the average market price of the firm’s share over the last
annual period. The new issue was subscribed by 99% of the beneficiary
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Table 5. Imagination.
Case Emergence of a Externalization of a New Idea Consensus Around Commitment to New Directions
New Idea the Emerging Field
Incentives for sharing new initiatives Consensus with Pro-change culture
qualification
Economic Recognition Error = Source of Opportunity to Tools for coping
learning influence the with change
direction of change
1 “The target for this ““The II convertible ‘“New ways to “The “The ideas are “People “One of our major
year is to debenture issue encourage transformation evaluated by an Management concerns is that
triplicate the subscribed in creativity have of knowledge “Evaluation Teams are we can face any
number of ideas March by also been into value Committee” consolidated as change. Training
we achieved last 91.10% of the promoted through human composed of 80 the main is a key aspect in
year, to meet the staff (the so- (systematizing creativity is the members. The characters in the this respect”
challenge posed called “Name”’) recognition, goal of any ideas are also effort to involve
at the beginning introduced as contributing aid innovation drive submitted to a employees more
of this year by new variables for studies, in today’s “popular vote”, closely in any

the formula of

3 x 1 (three ideas
per bank
employee)”.

From the

Intellectual
Capital Report
in the Annual
Report: “The
previous year to
the interview:
Employees

affecting the
allocation
criteria, in
addition to
salary, job and
length of service,
the employee’s
participation in
shared databases
and his/her level
of contribution
of ideas and
dissemination of
best practices”

offering system
subsidies ...)
applicable to
persons who
stand out in
terms of
quantitative or
qualitative
innovation”

From the

Intellectual
Capital Report
in the Annual
Report: ““A large
number of
people received
awards in the

business. This
challenge has
been taken up by
our company in
its determined
policy to link
innovation to all
the Bank’s
activities. In this
process, one of
the key factors
are errors. We
learn so much
from them”

i.e. the opinion
of any employee
who wishes to
grade and
comment on the
contribution. An
‘“‘area
evaluation” is
also made of the
ideas to indicate,
inter alia, their
viability. The
author always
receives a reply
from the area so
that he or she is
informed of

decision-making
process that
might affect
them”

From the

Intellectual
Capital Report
in the Annual
Report:
“Employees who
received training

(%) = 99;

7
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contributing
with ideas and
best practices
45%; number of
ideas and
experiences
shared: 4,641
“New ideas emerge
as we learn from
our experience”

“People contribute
to the company
with their ideas”

“We have reward

various contests
for ideas held

within the Bank.

The following
are some of the

winners:
(names)”
“A variable part of “People with ideas
the bonus is are very
based on our respected in this
contribution organization”

with new ideas
and proposals”

“We consider that
if people in the
organization
have access to

systems based on
the contribution
to innovation”

information and

to decision

making, we have

“Our culture
promotes
learning from
mistakes”

“We are in a trial-
and-error
process”

whether the idea
is going to be put
into practice”

“Deciding whether
an idea is
valuable for our
firm or not is like
painting an
abstract picture.
We, as an
organization,
have to be able
to capture
individual
aspirations
related to our
business, build
them together
and distill a
common
minimum
denominator.
The CEO is an
excellent artist”

“We started this
project, as we
start every new
project, with
volunteers that
want to take part
in it”

“The Committee of ““People involved in

Direction meets
periodically.
Broad lines of
action are
proposed, and
then opinions are

every project
have much to say
in its
development”

Average number
of training hours
per person = 32;
Training budget
as a proportion
of total salaries
(%): 3”7

“People feel
confident
because they
know they have
the tools and
support from the
organization”

“Training has a
crucial role”
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Table 5. (Continued)
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Case Emergence of a Externalization of a New Idea Consensus Around Commitment to New Directions
New Idea the Emerging Field
Incentives for sharing new initiatives Consensus with Pro-change culture
qualification
Economic Recognition Error = Source of Opportunity to Tools for coping
learning influence the with change
direction of change
to ask them and requested. Based
hear them on that,
carefully, decisions about
considering their new intentions
opinions” are taken” )
4 “When they are “Efforts for “We contribute “In our “Strategic decisions “We have to feel “We explore new

ready, new ideas
emerge. We
cannot control
this emergence,
but just promote
it”

renovation are
also
economically
compensated”

with our energy,
ideas and soul”

organization we
are sailors. We
navigate, but we
don’t know the
destination. Only
those sailors able
to navigate
without
constantly
spotting the
coast are the
ones that may
discover worlds
new and
unknown to
them. We learn
from our
mistakes and
successes as we
navigate”

within the firm
are discussed in
periodical
meetings. Most
of the time, we
reach consensus.
When not, the
role of our CEO
is decisive”

comfortable with
the new projects
we engage in”

horizons but
with the
rucksack full of
the provisions
required”
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employees”. Recognition can also be summarized in the following affir-
mation: “New ways to encourage creativity have also been promoted
(systematizing recognition, contributing aid for studies, offering system
subsidies ...) applicable to persons who stand out in terms of quantitative
or qualitative innovation”. A third incentive was error as a source of
learning. As one of the managers in Case 1 put it: “Errors are not only a
normal fact when discovering new worlds, they are also very important
sources of learning”. As Sitkin (1992) suggests, small losses, more than
either successes or major failures, contribute to effective learning. Success
often fails to engage managers’ attention sufficiently so that they learn
from experience. Major failures raise defenses that block learning. By
contrast, small failures provide the greatest motivation to learn, as they
cause individuals to pay greater attention to the process but do not induce
a defensive attitude that impedes learning (Eisenhardt & Martin, 2000;
Hayward, 2000; Eisenhardt & Sull, 2001; Kim, 1998).

A third process that emerged from our data was consensus around the
emerging field, which implied sorting, adding, combining, and categorizing
the explicit knowledge so that an agreement is reached around the emer-
gent reality. Through interviews and secondary sources, we qualitatively
assessed how consensus was reached. Teams attempted to arrive at con-
sensus by involving everyone. If agreement occurred, the choice was made.
However, if consensus was not forthcoming, the CEO or the person as-
signed by him/her made the choice, guided by input from the entire team.
The evidence we found, which was literally replicated in the four cases
studied (as shown in the sixth column in Table 5), is consistent with what
Eisenhardt and Bourgeois (1988) define as consensus with qualification: a
way of including richness and diversity in decision-making while coping
with the task at high-speed. As one of the managers said in Case 2: “De-
ciding whether an idea is valuable for our firm or not is like painting an
abstract picture. We, as an organization, have to be able of capturing
individual aspirations related to our business, build them together and
distill a common minimum denominator. The CEO is an excellent artist.
When we reach agreement on that common denominator, the choice is
made. If consensus is not possible, he makes the decision based on the
different inputs received”.

According to the evidence, a fourth process was commitment to new
directions, which related to the internalization of the explicit emergent re-
ality through engagement promoted in the organization via a pro-change
culture. In this sense, there were two main aspects whose presence could be
highlighted from the data, assessed qualitatively from the interviews and



304 MARIA P. SALMADOR AND EDUARDO BUENO

secondary sources and literally replicated in the four cases studied (last two
columns in Table 5): opportunity to influence the direction of change, and
tools for coping with it. These two aspects are similar to those proposed by
Hamel (1998b) when he states that change is not the problem, but engage-
ment is. An illustration of an opportunity to influence the direction of
change may be the following statement from one of the managers in Case 1:
“People-management teams are consolidated as the main characters in the
effort to involve employees more closely in any decision-making process
that might affect them”. The importance of training can also be illustrated
by the following statement from one of the managers in Case 1: “By starting
up the training portal, our firm made a qualitative leap in training, since
with this tool (available on the employee Intranet and on the agent Extra-
net) the user has access to d-la-carte training with a high value added in
benefits: personalized training plan, obtainable by way of the comparison
established by the tool between the knowledge required according to the
map developed for each potential post and the self-evaluation demanded by
the tool from the user himself; virtual classroom, through which a wide
offering of subsidized courses are made available online, with flexible dates
and timetables, tutored and with personal monitoring of each student’s
performance; virtual library, through which to access recommendations,
summaries and chapters of books of interest on a specific subject-matter, as
well as the possibility of acquiring books, and subscribing to magazines and
to news bulletins at a reduced price; weekly publication of an essay of
interest, access and links to all manner of information relating to training:
universities, specialized journals, etc.”

We may find a reason that explains the evidence presented from a knowl-
edge-creation perspective. The results shown in Table 5 indicate that the
four social processes that emerged around imagination in the strategic
process presented above — (1) emergence of a new idea (the process of
sensing the field of emergent possibilities); (2) externalization of a new idea
(making explicit the emergent reality); (3) agreement about the emerging
field (sorting, adding, combining, and categorizing the explicit knowledge so
that an agreement is reached around the emergent reality); and (4) com-
mitment to new directions (internalization of the explicit emergent reality
through engagement) — may be the processes of socialization, externaliza-
tion, combination, and internalization, as defined by Nonaka and Takeuchi
(1995). The interaction of such processes seemed to give rise to the emer-
gence of imagination in the strategy-formation process. Thus, imagination
may form a second SECI knowledge-creating spiral.
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Simple Guiding Principles

Since the early 1980s, strategic planning — systematic, formalized approach-
es to strategy formulation — has been questioned by management scholars.
Criticism has addressed the theoretical foundations of strategic planning,
particularly the impossibility of forecasting (Mintzberg, 1994). As Hamel
(1996) states: “In the vast majority of companies, strategic planning assumes
that the future will be more or less like the present”. Increased volatility of
the business environment makes systematic strategic planning more difficult.
Recent research (e.g., Grant, 2003) explored whether and how companies’
strategic practices have adapted to a world of rapid and unpredictable
change. The main findings suggest that strategy-planning processes embody
the concept of simple rules which, models of complex, adaptive systems
suggest, can be remarkably effective in guiding the adaptation of nonhier-
archical systems to changing environmental conditions (Gell-Mann, 1994;
Eisenhardt & Sull, 2001). This evidence is consistent with our data. In our
research, we found that the firm had no formal plan but some sort of
principles or outlines that guided the actions taken throughout the organ-
ization. In formal terms:

Proposition 5. In high-velocity environments, rule-breaker incumbents
implement what has been imagined via simple guiding principles.

Table 6 summarizes the data grounding this proposition, which was literally
replicated in the four cases studied. We assessed the existence of simple
guiding principles as our informants did, in terms of both the presence of a
few simple rules that defined direction without confining it and the absence
of a developed and detailed plan that conditioned actions. We undertook
the qualitative measurement of these aspects by means of interviews and
secondary data and the quantitative measurement by means of a question-
naire on a 10-point Likert scale. For example, one of the interviewees in
Case 2 stated: “What we have defined are a few beats, so that all the mem-
bers in the firm may play the same melody”.

A possible explanation of the importance of these simple guiding prin-
ciples in the firms is that they promoted coherence and linked what the
organization imagined to what it did. These findings are consistent with
complexity theory, according to which a schema dictates each agent’s
behavior — a cognitive structure that determines what action the agent
initiates — given its perception of the environment. Often, agents’ schemata
are modeled by a set of rules (Gell-Mann, 1994) or simple guiding principles
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Table 6. Simple Guiding Principles.

Case

Existence of a Few Simple Rules that
Define Direction without Confining it

Existence of a Developed and Detailed
Plan that Guides Action

Yes

Average = 8.33

“Regarding our strategic focus, the
following strategic lines guide our
behavior: we work by projects, we
value autonomy in our work, we use
assembly type meetings, everybody’s
opinion is relevant, the boss

‘disappears’”
Yes
Average = 8.5

“Every strategic action is faced
according to the different accidental
and unexpected events that happen
continuously. The possibility of the
next action will be clearer when
interacting with the environment, as
a result of various decisions “ad
hoc” while a prediction in the long
term cannot be accomplished. What
we do have is a sort of guidance of
how to interact with the
environment, which helps us to cope
with the unexpected. This is
tremendously valuable to us as a
guide”

“What we have defined are a few beats,
so that all the members in the firm
may play the same melody”

Yes

Average = 8

“We have a set of strategic lines that
guide our actions. They are very
helpful because they are a sort of axis
of reference to us”

Yes

Average = 8

“We set priorities, and we set broad
lines of action on how to act”

No

Average = 1.83

“Gee, we don’t try to plan and control.
It wouldn’t work. We just try to
promote the existence of a few
guiding lines that really matter and
work in any circumstance”

No

Average =2

“Formal planning processes and
management processes of great
simplicity are needed. Why? Because
when environments are so complex,
simple decision models are required.
Otherwise, what we put together are
exponential factors. Even with the
scenario theory, there are always
unexpected changes we had never
thought about”

No

Average = 2.2

“The existence of a detailed plan
wouldn’t make sense in this new
environment. We act in real-time.
How can we predict and write that
down?”

No

Average = 1.25

“...but I couldn’t give you a detailed
plan written down on a piece of
paper”
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(Lissack & Roos, 1999) that are necessary to face complexity and uncer-
tainty (Levy, 1994). Thus, Internet banks did not control the details in plans
but promoted the application of guiding principles. The plan seemed to be
substituted by a shared framework of action.

The research of Eisenhardt and Martin (2000) supports this evidence. They
propose that while simple routines keep managers focused on broadly im-
portant issues, they do not lock them into specific forms of behavior. What’s
more, the simple routines do not lead to an inappropriate (given the actions
required in a particular situation) use of past experience. What do these
simple routines do? They often specify boundary conditions on the actions of
managers or indicate priorities. In fast-moving markets where attention is in
short supply, such boundaries take on a new importance. The evidence we
found is consistent with studies on simple routines (Eisenhardt & Sull, 2001;
Burgelman, 1994, 1996). They include a sense of prioritization and provide
enough structure (Burns & Stalker, 1966; Lawrence & Lorsch, 1967) to allow
people to focus their attention amid a cacophony of information and pos-
sibilities. They also help people make sense of the situation, giving them
confidence to act in these highly uncertain situations where it is easy to
become paralyzed by anxiety. In firms undergoing rapid change, people need
an anchor for their actions. Clear, simple principles may provide it.

Simple guiding principles may also provide the possibility of improvising,
as they not only mean that (1) performers intensively communicate in real
time with one another (as previously discussed when presenting the con-
struct reflection-on-action) but also (2) that they do so within a structure of
a few very specific rules (Bastien & Hostager, 1988; Hatch, 1997). Improv-
isation is an organizing strategy of ‘““making it up as you go along” — or,
more formally, “‘activities in which composition and execution of action
approach convergence with each other in time” (Miner, Moorman, &
Bassoff, 1996; Moorman & Miner, 1998).

TOWARD A MODEL OF STRATEGY-MAKING
IN ESTABLISHED FIRMS INTENT
ON REINVENTING THEIR INDUSTRIES
IN HIGH-VELOCITY ENVIRONMENTS

Our initial goal was to enhance understanding of how top managers in or-
ganizations that are reinventing their industries conceptualize the strategy-
formation process. Such environments are particularly challenging because of
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the importance of strategy innovation as a way for incumbents to renew their
lease on success and the key to reconceiving the existing industry model in
ways that are advantageous to them. The overall result of our work was a
model of strategy-making in rule-breaker incumbents operating in high-
velocity environments, as shown in Table 7 and Fig. 1.

One of the basic sources of strategy-making was action (Proposition 1),
by means of two particular tactics: experimental products and participation
in joint-products (with customers, companies within the same industry and
companies in different industries). Nevertheless, action was not a sufficient
condition in the strategy-formation process. Action was closely linked to
reflection-on-action (Proposition 2), which seemed to emerge out of the
interaction of three different social processes: conceptualization of experi-
ences, systematization of concepts, and assimilation of common experiences.
Managers promoted the accumulation of actions and interactions of action
and reflection-on-action in quantity, quality, and variety (Proposition 3).
The aim was to create adequate conditions for the emergence of imagination
as another crucial source of strategy development in the strategic process
(Proposition 4). Imagination seemed to emerge out of the interaction of the
following four social processes: (1) emergence of a new idea, (2) external-
ization of that new idea, (3) consenting around the emerging field, and
(4) commitment to new directions. Then, what had been imagined seemed to
be implemented considering a set of simple guiding principles that guided
the actions of the different agents involved while helping them to cope with
the unexpected events that continuously happened (Proposition 5).

Regarding extant literature that helps us understand the results of our
research, knowledge creation and complexity theory in particular seem to
shed new light on the five propositions discussed in this paper. First,
fundamental research on both knowledge creation and applied knowledge
management in companies revolved around the interplay of tacit knowledge
and explicit knowledge (e.g., Nonaka & Takeuchi, 1995; Nonaka, Byosiere,
& Toyama, 2001). A theoretical framework for understanding knowledge
creation in organizations is Nonaka’s and Takeuchi’s (1995) model, where
the epistemological and ontological dimensions of knowledge interact to
create new knowledge. This interaction is based on four modes of knowl-
edge conversion: Socialization—Externalization—Combination—Internaliza-
tion (the SECI spiral).

Socialization seemed to take place when companies engaged in different
strategic actions as part of the strategy-formation process (Proposition 1).
According to our findings, through actions, experiences were shared and
thereby tacit knowledge such as shared mental models and technical skills



Table 7. Strategy-Making as a Complex, Double-Loop Process of Knowledge Creation.

Proposition Source of Strategy- Social Actions and Interactions  Theoretical Lenses and Related Concepts to Study the Social
Making in the Strategic Process Actions and Interactions in the Strategic Process
1 Action Sharing experiences Knowledge Socialization Knowledge-creation
2 Reflection-on-action Conceptualization of Externalization spiral SECI 1
experiences
Systematization of concepts Combination
Assimilation of common Externalization
experiences
3 Promoting the Accumulation of actions and Complexity Critical State Qualitative jump
emergence of reflections-on-actions from SECI 1 to
imagination SECI 2 on a higher
level
4 Imagination Emergence of a new strategic Knowledge Socialization Knowledge-creation
idea spiral SECI 2
Externalization of the new idea Externalization
Consensus on the new emerging Combination
field
Commitment to the new Externalization
horizons
5 Simple guiding Implementation of the simple Complexity Simple guiding Qualitative jump

principles

guiding principles

principles

from SECI 2 to
SECI 1 on a higher
level

uo1va.y abpajmouy fo ssaooig v sv burypp-d6aip.1ig

60¢



310 MARIA P. SALMADOR AND EDUARDO BUENO

Socialization Externalization Combination Internalization

1* 2 2 2

REFLECTION-
ON- ACTION

REFLECTION-

REFLECTION-

ACTION

SECI 1 ON- ACTION ON- ACTION - AL .
Sharing Conceptualization Systematization of ASSlmlla“o"_ of
experiences of experiences concepts gommon experiences
From SECI 1 QUALITATIVE 3
to SECI 2 ona JUMP
higher level System at a
critical state
4 4 4 4
IMAGINATION IMAGINATION IMAGINATION IMAGINATION
SECI2 Emergence of a Externalization Consenting Commitment to
new idea of the new idea around the the new
emerging field directions
QUALITATIVE 5
From SECI 2 JUMP
to SECL 1 ona Simple guiding
higher level principles

*Numbers correspond to propositions in the text.

Fig. 1. Strategy-Making as a Complex, Double-Loop Process of Knowledge
Creation.

was created. Externalization, combination, and internalization appeared
related to reflection-on-action, another source of strategy-making (Propo-
sition 2). This was so as the different social processes from which reflection-
on-action emerged — that is, the conceptualization of experiences (the proc-
ess of articulating the knowledge gained from the experience into concepts,
hypotheses, models, metaphors, or analogies, by means of communication);
the systematization of concepts (the process of decanting the different con-
cepts, hypotheses, models, metaphors, or analogies gained from experience
into a knowledge system, which involves combining different bodies of ex-
plicit knowledge); and the assimilation of common experiences (the process
of embodying explicit knowledge into tacit knowledge) — may be related
respectively to the above-mentioned processes of externalization, combina-
tion, and internalization. Thus, actions (based on a process of socialization),
and reflection-on-action (based on the processes of externalization, combi-
nation, and internalization) form a first SECI spiral, which we shall refer to
as SECI 1.

Another source of strategy-making was imagination (Proposition 4). Im-
agination, seemed to emerge out of the interaction of the emergence of a new
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idea (the process of sensing the field of emergent possibilities); the exter-
nalization of a new idea (making explicit the emergent reality); consenting
around the emerging field (sorting, adding, combining, and categorizing the
explicit knowledge so that an agreement is reached around the emergent
reality); and the commitment to new directions (internalization of the ex-
plicit emergent reality through engagement). Imagination may be then re-
lated to the processes of socialization, externalization, combination, and
internalization, respectively, as defined by Nonaka & Takeuchi (1995).
Therefore, imagination may form a second SECI spiral in the strategy-
formation process, which we shall refer to as SECI 2. Consequently, action,
reflection-on-action, and imagination form a double-loop process of knowl-
edge creation.

Second, we may also shed new light on the qualitative jumps between
SECI 1 and SECI 2 and vice versa by using the complementary lens
of complexity theory. Out of the interaction of actions and reflections-
on-action (SECI 1), imagination (SECI 2) may emerge when the system has
reached a critical state (Proposition 3). That may be why managers pro-
moted the accumulation of actions and interactions of action and reflection-
on-action in quantity, quality, and variety. What has been imagined (SECI
2) seems to be implemented (SECI 1) by means of a set of simple guiding
principles (Proposition 5).

CONCLUSIONS

This paper develops grounded theory about strategy-making based on
intensive case studies of four Internet banks. Processes of action, reflection-
on-action, accumulation of actions and interactions of action and reflection-
on-action, imagination, and simple guiding principles are identified and
documented, showing that decision-makers in high-velocity environments
reinvent their industries following a complex, double-loop process of
knowledge creation. Overall, the findings of this study give us reasons to
consider the potential of knowledge creation and complexity theory as
having much to recommend to the study of the strategy-formation process
in complex environments.

Considering the relation between the strategic process and the knowledge-
based view of the firm, our research adds to the reconciliation suggested
by Grant (2003) about the long-running debate between the ‘“‘design”
and “‘process’” schools of strategic management (Mintzberg, 1990, 1991;
Ansoff, 1991), representing the classical and modern strategy perspectives
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respectively (Volberda, 2004), in the sense that our data showed evidence
regarding knowledge conversions between explicit knowledge, emphasized
by the former school, and tacit knowledge, stressed by the latter school.

Moreover, our findings suggest the dilatation of this reconciliation be-
tween the classical and modern strategy views when focusing on the social
actions and interactions in the strategy-formation process by including the
postmodern strategy perspective that proposes that reality is defined
“through a process of social interchange in which perceptions are affirmed,
modified or replaced according to the apparent congruence with the per-
ception of others” (Volberda, 2004, p. 37), in line with an approach of
synthesis proposed by the latter author. Likewise, the evidence found adds
to the emerging research effort that depicts imagination as a source of
strategy creation (Roos & Victor, 1999), by shedding new light on how data
and experience are ultimately converted into an original strategy, matter on
which both the design and learning schools were silent.

In relation to the connection between strategy-making and complexity,
our findings on how complexity theory contributes to improving our un-
derstanding of the social and knowledge dynamics in the strategy-formation
process reinforce and expand on previous findings. Our research corrobo-
rates the importance of simple guiding principles (e.g., Eisenhardt & Sull,
2001) and includes the concept of the critical state in the dynamics of the
process of strategy formation.

Nevertheless, the conceptual perspective proposed in this research should
be viewed with some caution, because of the methodological limitations of
the present study. Because the purpose was to build, rather than test, theory,
we drew on detailed descriptions of a small number of organizations. The
extent to which the local explanation of the strategic process summarized in
Fig. 1 develops into a more general theory of strategy-making depends on
how well it, or its descendants, explains the “phenomena’ in other settings.

Yet these limitations raise opportunities for further research. Among
them, we may highlight the following. First, a question for future work on
strategy-making is whether the local model proposed resembles the strategic
process in other settings or is idiosyncratic to the firms that we studied.
Second, this study focuses on similarities in the strategy-formation process.
Theories about organizations can be divided into those emphasizing var-
iables and those focusing on constants (Udy, 1965). Our focus on constants
facilitated building a theory that captures the basic structure of strategy-
making, and provides initial support for the pervasiveness of these phe-
nomena. As Harris and Sutton (1986) suggest, it is “difficult to examine
features that differ across settings without an idea of how the settings are
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similar”. Thus, we hope the theory presented may help guide research on the
differences among forms of strategy-making.

NOTES

1. We promoted construct validity by using the multiple sources of evidence de-
scribed in the “Data sources” section and by establishing a chain of evidence as we
concluded the interviews. Reliability was enhanced by: (1) Using a case-study pro-
tocol in which all firms and all informants were subjects to the same entry and exit
procedures and interview questions (see “‘Data sources” in the section “Methods™),
and (2) by creating similarly organized case data bases for each firm we visited.
External validity was dealt with by the multiple-case research design itself, whereby
all cases were firms from the same industry and could be labeled as incumbent rule
breakers (see ““Research design” in the section “Methods”). Finally, we addressed
internal validity by the pattern-matching data-analysis method described (see “‘Data
analysis” in the section “Methods™).

2. For a detailed description on how we defined and assessed the reinvention of an
industry, see “‘Research Design” in Section “Methods”.

3. Socialization—Externalization-Combination—Internalization.
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