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Foreword !

The Sasakawa Peace Foundation (SPF), a private nonprofit organization, was es-
tablished in September 1986 for the stated purpose of “working for world peace
through continual and concerted efforts to promote international understanding,
exchange. and cooperation.” SPF pursues this mandate by making grants in sup-
port of projects both in and outside Japan and by carrying out its own self-operated
projects.

In April 1995, SPF initiated a three-year, self-operated project entitled "Interna-
tional Comparative Study of Knowledge Creation."” in which three joint research
groups, comprising eminent researchers and practitioners, were organized with an
aim at exploring and finding solutions to issues related to knowledge creation. Their
respective focus was placed on the following three themes: 1) organization and
knowledge creation, 2) impact of technology advancement on knowledge creation,
and 3) knowledge creation in relationship to suppliers.

Giving impetus to the project was a growing awareness of the strategic impor-
tance of knowledge as a key resource in the quickly approaching twenty-first cen-
tury. Knowledge has unique properties, and many facets of its creation have yet to
be fully explored. Knowledge is, for example, very different from tangible assets in
that it can be possessed but not easily hoarded. Knowledge is also. in an inherent
sense, a common good, and, as such. how to optimize its generation, transfer. and
use is a challenge of far-reaching consequence to all human beings. In this context
as well, the study of the mechanisms and dynamics of knowledge creation will pro-
vide essential keys for enhancing society in the twenty-first century.

With these challenges in mind. the project s joint research groups conducted their
investigations and then met together in an international academic conference in
Hawaii in December 1996 to report, discuss, and consolidate their results. The con-
ference was jointly supported by SPF and the Japan-America Institute of Manage-
ment Science (JAIMS). The substance of its presentations, discussions, and outcomes
is compiled in the pages of this book.

For the instrumental guidance and assistance they provided the research groups
over the course of this project. SPF wishes to express its deepest gratitude to Dr.
Ikujiro Nonaka, Professor of Knowledge Science at Japan Advanced Institute of
Science & Technology (JAIST). and to Dr. Toshihiro Nishigucht, Professor of Mun-
agement at Hitotsubashi University. We also wish 1o extend our sincere apprecia-
tion to Dr. Glenn K. Miyataki. President of JAIMS, who so generously gave of his
time Lo assist us in organizing and convening the Hawaii conference. Furthermore,
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Shukko (Employee Transfers) and
Tacit Knowledge Exchange in Japanese
Supply Networks

The Electronics Industry Case

JAMES R. LINCOLN
CHRISTINA AHMADJIAN

How Japanese companies manage purchase-supply relations has drawn consider-
able attention from scholars and practitioners. Indeed. the Japanese approach to
supply chain management is now worldwide “best practice” in the automobile in-
dustry and in other strategic industrial sectors (Mitchener and Steinmetz, 1998).
Close and long-term refations: high trust and mutual disclosure of information; and
cospecialized investment in knowledge and other assets together comprise a sup-
ply management regime that has been much admired and copied (Womack, Jones,
and Roos, 1990). Inits ideal form, the Japanese model averts the Scylla of low-trust
contracting and the Charybdis of full vertical integration under a corporate chain
ofcommand. Qutcomes include: more and earlier supplier participation in customer
designs: higher quality components: higher reliability of deliveries; and so on.

Precisely because Japanese supply chain practice has acquired this standing.
however, it tends to be viewed as all the same. How Japanese companies and in-
dustries vary in their supply relations is seriously understudied. Moreover, the full
array of coordination and learning mechanisms between suppliers and assemblers
in Japan is not well documented. This essay draws attention to the phenomenon of
shukko: the transfer of employees between firms and the role it plays in pooling the
tacit knowledge stocks of supplier and customer, We also discuss a particularly tacit
form of knowledge, spread by shukko, that enables close cooperation and smooth
operation in Japanese supply chains: corporate and keiretsu culture.

Treatments of the effectiveness of Japanese supply chain coordination can be criti-
cized as either too concrete or too abstract. Highly concrete are explanations that
stress the role of formal systems like Just-In-Time (see, e.g., Nishiguchi and Beaudet,
1998). JIT is occasionally portrayed as an algorithm that can be “slapped on” pro-
duction and procurement processes to yield good results. This ignores its embed-
dedness in a set of institutional arrangements, some of which are quite peculiar to
Japan. Shukko is one such institution.

Other arguments for the success of Japanese supply partnerships place heavy

stress on the role of “trust” in smoothing and stabilizing transactions (Sako, 1992:
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Sako and Helper, 1998; Sitkin et al., 1998; Smitka. 1991). Trust is a rich concept,
however. given to diverse interpretations. Economists see il as a torward-looking
willingness to bet that a partner will not behave opportunistically. Psychological
and sociological perspectives on trust stress its normative and affective, versus purely
cognitive, side (Uzzi, 1996; Von Krogh, 1998). [n this vein, Japanese management
writers note the spirituality, obligation, even sentimentality that may be part of the
“tacit knowledge” that one company has of another (Nonaka and Takeuchi, 199 5).
However, without analysis of the concrete actions that build trust—such as people
from a manufacturer working hand-in-hand on-site for a sustained period with their
counterparts in a supplier—trust is a “black box" defying both measurement and
management.

Whether the tocus is hard and formulaic models such as JIT or the soft and [uzzy
ones that feature trust, research must address the processes that enable suppliers
and assemblers to work with and learn from one another. In Japan, shukko trans-
fers are key to how one organization in a purchase-supply relation aligns its goals
and operations with another and taps the other’s tacit knowledge base. Shukko is
an observable phenomenon, although it cannot be understood in isolation. Of the
conditions supporting shukko, the most important is cross-shareholding. A minority
equity stake provides the receiving firm with investment capital, gives the equity
holder some governance rights. and affirms to the outside world that a (keiretsu)
partnership exists.

Japanese keiretsu-style supply relations are less contractual, arm’'s-length, and lim-
ited (in time. scope, etc.) than those in the West. They involve larger cross-firm flows
oftacitknowledge—the inchoate. uncodified. even emotive and charismatic routines
that underpin core competences. As with strong culture in a single firm. this blend-
ing of skills, habits. and values raises the speed and quality of the exchange, as cach
partner attunes to the work rhythms and styles of the other. An analogy is the social-
ization process described in symbolic interactionist social psychology as “taking the
role of the other™: one organization (“ego”) takes on the identity and posture of a sec-
ond (“alter”) through embedding its people in alter's routines (Lincoln. Gerlach. and
Takahashi, 1992: Lincoln, Ahmadjian. and Mason, 1998: Mead. 1962).

The Japanese Electronics Case

We [ocus on the Japanese consumer clectronics industry. Like automobiles, electronics
has been a highly strategic sector in Japan's export-led postwar economic develop-
ment. Japanese electronics firms built up a huge competitive advantage on the
strength of the quality. cost. and development time of their products. However, elec-
tronics is an industry in which the contrasts with Western component production
and supply are less sharp than in the auto case. Japanesc auto producers—Toyota in
particular—evolved a highly distinctive model of production organization and sup-
ply chain management (Fruin. 1992). Relatively compact firms with narrow prod-
uct lines (e.g.. passenger sedans) specialized in design and assembly, while relving on
an array of partners both to supply them with components and to fill out product
offerings on a consignment basis (Fruin, 1992; Nishiguchi, 1994: Shioji, 1995).

’
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Japan's electronics corporations, on the other hand, have broad product lines and
decentralized divisional structures (Beer and Spector, 1981), are vertically integrated
into parts-making and subassemblies, and deal at relative arm’s length with a larger
base of suppliers who participate less in designt and development.

Lven in autos, Japanese supply relations have been weakened by globalization,
heightened competition, technological change, and macroeconomic stagnation
(Ahmadjian and Lincoln, 1998). As Japanese companies move operations abroad
or even within Japan to such remote regions as Kyushu and Shikoku, they have the
opportunity and often the obligation to develop new supplier networks and scale
down dependence on old ones. Yet the pains Japanese manuflacturers take to smooth
this transition—Dby easing old partners out slowly or into tangential lines of busi-
ness—testify that longstanding obligations still carry weight in Japanese economic
exchange. Moreover, some electronics companies—notably Matsushita—are re-
versing the drift from stronger to weaker supply relations. Matsushita is managing
its supply chain in more strategic fashion than in the past, building closer ties to a
smaller base of elite suppliers (Lincoln, Ahmadjian, and Mason, 1998).

Although collaborative development between assemblers and suppliers by all
accounts played a critical role in the rise of Japanese manufacturing (Nishiguchi,
1994: Odaka, Ono. and Adachi. 1988), the trend is to less sharing and cospeciali-
zation. With worldwide diffusion of Japanese manufacturing techniques, manufac-
turers take excellence among suppliers for granted much more than in the past.
Countertrends exist as well: the shift in Japanese domestic sourcing to larger sup-
pliers with R&D and engineering capability (due to rising parts standardization and
economies of scale, as well as global sourcing of low-tech parts) has spawned a new
breed of Japaniese supplier able to contribute greater value to the manufacturing
process.

Supplier Participation in Design and Development

An influential paper by lmai, Nonaka, and Takeuchi documents close cooperation
and mutual learning between Fuji Xerox. a major electronics firm, and its suppliers
in the early stages of product development. Their informants said:

We ask our suppliers to come to our factory and start working together with us s
early in the development process as possible. The suppliers also don’t mind our
visiting their plants. This kind of mutual exchange and opennness about informa-
tion works to enhance flexibility. Barly participation on the part of the supplier
cnables them to understand where they are positioned within the entire process.
Furthermore. by working with us on a regular basis, they learn how to bring in
precisely what we are looking for. even if we only show them a rough sketch. When
we reach this point. our designers can simply concentrate on work requiring cre-
ative thinking. (1985:351)

Yet such early and decp involvement of suppliers in manufacturers’ product and
process development is not the norm in Japanese electronics. We illustrate with case
materials obtained through our own and others’ interviews in several prominent






