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PREFACE

The field of knowledge management is relatively new and evolving.
What makes it attractive to a wide range of audience is its relevance to
today’s competitive business environment, as well as its association with
disciplines such as information technology, communication, cognitive
science, information science, engineering, business, and management.
Knowledge management can be viewed as an interdisciplinary subject
dealing with various aspects of knowledge processes such as knowledge
creation, discovery, capture, sharing, organization, retention, and utiliza-
tion. Some of these processes are technical in nature and require
technical skills that need to come from technical disciplines like
information technology, information science, and engineering. Others
are considered human centric and require soft skills that need to come
from disciplines like communication, cognitive science, business, and
management.

The divergence between a practitioner’s and an academic’s approach
to knowledge management is very important to the development and
future of the profession. Very often practitioners perceive academics as
mostly dealing with basic research and theoretical work that might not
have direct applications to real world problems. The ivory tower concept,
which is often used to describe academia, symbolizes detachment and it
is an indication of someone losing touch with reality and not being able
to relate theories to practice. On the other hand, academics might
sometimes perceive practitioners’ work as being shallow and lacking the
theoretical and scientific foundation. Such perceptions could be
problematic for emerging disciplines that need to fuse theory with
practice. In an emerging field like knowledge management and in
the absence of a defined professional qualification, anyone can claim
to be an expert in the field. It is important to understand that the role
of academia is not only in eliminating illiteracy but also providing
graduates with the foundational knowledge and the necessary skills that
can gain them entry to their chosen area of practice.

X1



xii Preface

For knowledge management as a discipline to succeed, it needs to
draw upon the support of many theoretical and methodological areas
with pragmatic considerations of expertise required to conduct business.
Keeping that in mind, the International Conference on Knowledge
Management (ICKM) started in 2002 with the objective of bringing the
academics and practitioners together to share knowledge and exchange
ideas. The conference’s aim is to encourage collaboration and address
issues relevant to today’s pressing problems, while delivering tangible
benefits to both communities. The outcome, which can be measured
through the presentations, publications, and feedback, is a testimony of
the benefits of having both communities working in concert.

The collection of papers included in this book from the 2006
International Conference on Knowledge Management, held in
Greenwich, London, represents some of the best work by researchers and
practitioners in the field of knowledge management. Their subject matter
covers a wide range of topics, including: social network analysis and
technologies; innovation and creativity; KM tools and technologies;
collaboration and knowledge sharing; issues in KM education and
training; knowledge discovery (data mining, data warehousing,
intelligent agents); knowledge organization (meta data, taxonomies,
ontology); and social and psychological dimensions. This book will
appeal to information and knowledge management professionals, as well
as academicians, practitioners, and researchers who are looking for a
deeper understanding of knowledge management research and its
practical applications.

Suliman Hawamdeh, Ph.D
Professor and Program Coordinator
University of Oklahoma



Chapter 1

THE BUSINESS TRANSACTION THEORY
AND MORAL HAZARDS FOR KNOWLEDGE SHARING:
AN EMPIRICAL STUDY

Franz Barachini
University of Technology Vienna & BIC-Austria
Institut fiir Informationssysteme
Favoritenstrasse 9-11
A-1040 Vienna, Austria
Barachini@bic-austria.at

Individuals don’t offer information (knowledge) for free. Therefore, knowledge
sharing can be regarded as a business transaction process. During this process
humans use a tacit but probably unique function--independent from cultural
roots--to evaluate the value of information. After conducting a comprehensive
company survey in Europe, we found indicators supporting the business
transaction theory. Additionally, we selected a subset of companies and asked
employees their thoughts about the motivators for knowledge sharing and
working performance. In so doing we performed a cluster analysis and mapped
the answers to Alderfer’s pyramid. Very important cultural-dependant moral
hazards for knowledge sharing were detected.

1. Motivation

Knowledge management is not only an IT challenge; foremost it is
discovering how to motivate people to share valuable information so that
intellectual capital of a company can be leveraged. Bontis (2002),
Edvinsson and Malone (1997) and Sveiby (1997) see intellectual capital
as the “stock” of knowledge that exists in an organization at a particular
point in time. Managing this stock remains a challenge, as there is the
need to socialize and codify tacit knowledge. Furthermore, we found
knowledge acquisition was only successful when people were willing to
cooperate. Willingness to cooperate, in turn, is strongly dependent on the
trust level (Huener et al., 1998) in an organization. And it is not only the
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trust level that is important; it is the value of the information itself that
plays a major role during information (knowledge) exchange.

Barachini (2003) developed a thought model, which maps the
information exchange process between humans to the investment
processes of the modern portfolio theory. He argues that knowledge
always has been the cornerstone for mankind to survive. Therefore, in his
opinion, individuals don’t offer information (knowledge) for free. To
establish a successful knowledge-sharing culture an organization must
especially consider trading aspects of modern portfolio theory and refrain
from being exclusively dependent on trust, attitude, leadership, and
group support. In the company survey presented herein we found
indicators supporting the business transactions theory. We also identified
moral hazards, which hamper knowledge exchange within a society. It is
important to note that parts of the presented results strongly depend on
European culture and cannot be generalized as such.

2. Background of the Business Transaction Theory

Barachini (2002) defined two types of information exchange. Type-1 is
the immediate exchange of information in both directions. Thus, sender
and receiver give information away. This type of duplex information
exchange can be mapped to over-the-counter businesses transactions
executed by banks.

Type-2 is more complicated because information flow is, first of all,
unidirectional. This concept is better defined in two scenarios: 1) when
we consider the fact that we earn money by way of our profession as e.g.
a teacher or 2) when we consider that we offer information to
individuals, investing in hopes to receive even more valuable information
in return at some future date. Type-2 of information exchange can be
mapped to the most prominent type of option contracts--the call option
for stocks. This agreement gives the buyer the right to buy from the
option writer a specific number of shares of a particular company at a
specific purchase price at any time' up to and including a specific date.

! For US options only.



The Business Transaction Theory and Moral Hazards for Knowledge Sharing 3

Figure 1 shows the P&L graph® of a buyer. The buyer of a call option
will have to pay the writer a premium in order to get the writer to sign
the contract. The fair value of an option can be evaluated by the binomial
option-pricing model or by the more modern method from Black-Scholes
(Sharpe et al., 1995):

Fair value = N(d1)*Ps — E¥N(d2)/e""

Where: dI = (In(Ps/E) + (R + 0.56")T)/ o*sqrtT, d2 =dl - 6 *sqiT
Ps = Current market price of underlying stock

E = Exercise price of option

R = Compound risk free rate of return

T = Time remaining before expiration

o = Risk of the underlying stock
sqr = square root

PROFIT

200

Price of Stock

(Information) at Expiration

Value of Premium (Information)

LOSS

Figure 1. P&L graph for “buy a call”.

2 Profit and Loss.
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Figure 1 relates the value of a call option with an exercise price of
200 to the price of the underlying stock of expiration. If the stock price is
bellow 200, the option will be worthless when it expires, and the writer
will gain the premium. If the price is above 200, the option can be
exercised for 200 in order to obtain a security with a greater value than
200. As a result the option buyer will realize a net gain that will equal the
difference between the securities market price and the 200-exercise price.
However, in practice the calculations are even more complicated due to
margin requirements, commission payments, and other market-making
activities.

Type-2 information exchange describes the process by which one
person (the buyer) gives information away, hoping to get even more
valuable information in the future. The information offered to the writer
has some value--the premium. The buyer invests in hopes he will receive
in return another type of information that is at least as valuable as the
information premium he gave. For our purposes, the underlying asset is
not stock but again it consists of information. Following the analogy of
this theory, then, the person who delivers information is the buyer of a
call option.

The difficulty lies in determining how to evaluate a fair price for a
piece of information which is yet unknown. The Black-Scholes formula
is based on statistics, whereby the exercise price is known, the risk of the
underlying common stock can be evaluated, and the option has a well-
defined expiration date’. In the case of information brokerage, we don’t
know even the value of the underlying because it is an unknown piece of
information that might be offered from the writer at a future time. In the
Black-Scholes formula the current market price of the underlying stock
can be evaluated. Since one type of information is evaluated differently
from brain to brain, no objective evaluation can be performed for
information generated by humans.

Thus, each of us uses our own evaluation function, which might be
similar from brain to brain; however, due to different context knowledge,
e.g. experience or intuition, the same piece of information is evaluated
differently on an individual basis. Therefore statistics like those in the

* This is true for European options — US options can be exercised arbitrarily.
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Black-Scholes formula cannot be applied immediately since the values of
Ps, E, R and T represent individual functions. The parameter T is
indeterminable since we don’t know when and even if we will receive
valuable information in the future. Thus, a fair price for information
cannot be calculated. Nevertheless, the P&L statement of a call option
can be used as a thought model when we talk about information
exchange® between humans. By applying a very specific survey we

hoped to find justifications for the business transaction theory.

3. The Method

We selected 150 companies in Europe’ and asked each to select ten
employees’ to participate in an electronic questionnaire (see Figure 2).

CODE QUESTION Score 0-12
What is your motivation to exchange information with
colleagues in your company? Please distribute scores
between 0 (low) — 12 (high)
Q1 Justification or refutation of personal perceptions
Q2 More acknowledgement and better acceptance of my
person and my ideas
Q3 As part of a network I need to communicate (rumors,
news, needs)
Q4 I need it because of therapeutical reasons, will get sick
otherwise
Q5 I need it to learn from each other
Q6 I need it because I have a desire to show off
Q7 I am dependant on information and sometimes forced to
use it
Q8 To built up trust
Q9 I am curios
Q10 I want to reach my own goals
Q11 I want that my group reaches its goals

Figure 2. Questionnaire for the online survey.

* Type-2 information exchange.
* Germany, Austria, Switzerland.
® Management & Employees in total 1.500 persons.
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Using the online survey, we asked 1,500 people to score on a continuum
between 0 and 12 their response to eleven separate statements about the
motivation for information exchange within companies.

In the second phase of research we created a focus group with
participants randomly selected from 40 of the 150 companies used in the
online survey. A structured focus group interview protocol was
developed, and two researchers conducted each of the 40 direct
interviews, soliciting answers to open questions. The motivation for the
open interviews was twofold. Firstly, we reassured ourselves that the
respondent understood the electronic questionnaire, and that our
interpretation of their answer matched their intent. Secondly, we tried to
identify motivators and hazards for the working performance of
employees. In so doing, we performed a cluster analysis and mapped the
answers to the Alderfer’s pyramid. The results reflect the current fears
and hopes of the Middle European culture in its worldwide context.

4. Results of the Survey

The results of the survey (Figure 3) show, that seven of the eleven
statements were scored above the average level of six points. Figure 3
shows the means of the answers, and Figure 4 shows the variances of the
results. According to this plot (Figure 4) we identified that there are
exactly three statements with very low variance. Therefore we believed it
worthwhile to discuss these three statements thoroughly during the
interview phase.

We determined that “justification and refutation of perception”,
“reaching own goals”, “learning from each other”, and “building up
trust” are the major motivations for information exchange--the latter
previously discovered by Huener (1998). However, this result does not
justify the business transaction theory. We needed, therefore, to extract
the meaning of the statements by conducting interviews, hoping to
identify interpretations supporting the business transaction theory.

During our interviews we found that the statement “reaching own
goals” needed deeper discussion, especially as it relates to the business
transaction theory.
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Figure 3. The mean of the answers.
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Figure 4. The variances of the answers.

There was common agreement among focus group participants that
people’s goals are linked with value. Thus, each goal has some personal
value. Since most of the individual goals can only be achieved through
information and knowledge sharing, it seems to be the summary’ of all

7 Or some mathematical function like integral or weighted summary.



