Ba: Introducing Processual Spatial
Thinking into the Theory of the Firm and
Management '
Silja Graupe and Ikujiro Nonaka

Over the lost two decades. the Japanese notion of ba. Inrroduced by IkuJlro Nonako and his
OSSoCfotes to the West has come to play on Imponant role In management theory. ThIs noUon,
which has been roughly tmns/ated os 'place' or 'topos.· slrcsses lhe Imparlance o[ proces5uul
spatlol thmklng (or economJCS and management alike. As such, 11 echoes and ompllres recent
voices ,n the business world. which (Jrgue that we must underslOncJ bUSiness strategy In terms of
space. thut is to soy, 0$ on expression of the dynamiCS of sooul inremctron which involves such
factors as connectIVIty, information flow, external versus tool knowledge. ere. Despite many
efforts, the barners (or fully Integrating ba Into /he body of Western monagememllterature Will
remain {or as long as Its underlYing assumprrons ore de{lned by on/ologically statIC colegorles.
ThIS article IS an attempt to overcome thiS theoretiwl bottleneck. {lrst by criuqwng the sub
optimal approach to processual problems generated by conventional Western bUSiness theOries.
which ((In neither recognise therr hidden background assumpt.lons aboUl space nor rranscend
them. and second. by exrJaining. within the [romework o( compurotlVe analYSIS. how ba leads to
a new tJrocessual and dynamiC account of bUSiness lI(e. Our overall O/m IS to demonstrate how
a new processual notion of spoce enables a deeper. more mtegrated understanding nor only o(
the nal.Ure o{the {lrm, but also oflhe role managers play Within {lrms.

Our research for this paper was generously supported with funds from the hitz 'Ihy~~('n I:ou ndatioll , Cologne,
Germany. Wc would like to thank Roger Gathman as well as to anonymous referees for making: valuable
comments on the m anu~c ript
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Introduction
Ronald H. Coase. the founder of the modern theory of th e
firm, once claimed that
"econom ics has suffered in th e past from a fa ilu re to clearly sta te its
assump ti ons. Econom ists
in buildin g up a theory have often omi tted to examin e the foundat
ions on whi ch it was
erected."! Coase's observa tion is especially perti nen t in regard to the
way econom ists have
madt' or accep ted fundam ental assum ptions about space. As the
humani ties in the West
occluded the issue of space over the last 150 years, ) econom i cs and
manage ment alike have
for long either entirely neglec ted space or treated it as a given. unambi
g uous phenom ena,
onc certai nly not calling ror any theoreti cal investigation. Two recent
develop ments have
finally called such an approac h into questio n , one stem m ing from
practice , and the other
stemmi n g from theory. First, practica lly, as modern business become
s increasi ngly internationa lised, modern stra tegic manage men t has realised th at it
cannot foc us solel y on
tempora lity. Rather, it has found that it must someho w embrace
the art of think ing and
experie nci ng spatiall y. both in local and global co ntex ts.1 What
is critically needed is the
success fu l explora tion and movem ent t hrough different, cons tantly
changin g geograp hi cal,
cultu ral and social spaces. Ma nagers tod ay have to move from one
location to another. to
navigate through unknow n busines s culture s and to ex plore the
new an d unch a rt ed ter ri tory of tomorro w's busines s oppor tunities. This requires man agemen
t tools that explicitly
and appropr iately deal with the spatial dimens ions of busines s li
fe. Second , theoreti cally,
ma nageme nt scholar s have. at least ge nerall y speakin g, lagged behind
theoreti cal develop ments in the humaniti~s and the social sciences, ex posing the exte
nt to which they have
been inhibite d imagi natively a nd co nceptua lly by th eir disinter est
in spatial issues. The so '
called 'spatial tu rn' has made canoni cally Western assump tions about
spacc explicit . and in
so doing, turned them into objec ts of scienti fic invest igation. Recogn
ising the insufficiency
of attcm pts to underst and the contem porar y world by focusin
g primari ly on tempora l
cha nge, the advocates of the 's patial tu rn' in cultura l studies. the
histor y of science, and
phil osophy have been rethink ing the underst anding of space implicit
in the method ologies
of the human scic nces. ~ O n the part of econom ists and manage
ment scholars . howeve r.
there has been a lack of engagem ent with this increas ing in terest
in space and spa tialit y in
the social sciences. Luckily. however. thi s situatio n has fairly recently
begun to change. as
especially an increas ing number of organis ational scholar s takes
space and place as cen tral
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analytical themes. 6 In line with these developments, we argue that management scholars
should intensify their efforts to discuss the various background understandings of space in
their discipline. especially in rega rd to space's dynamic and processllal characteristics. By
'background understandings' we refer to the implicit methodological cognitive frameworks
within which economists spell out their theor ies and analyse the real wor ld, without explicitly noticing or quest ioning them in turn. We speak of cognitive frameworks in the plural
here to signify that we don't assume a single. unified understanding of space to exist. As we
are going to show. there exist rather va ried implicit assumptions as to how space is structured, what its essential characteristics are and what relationships it holds to its enfolded
elements.
In order to shed more light on the issue of spatial thinking in management and
economics, we introduce the notion of mental maps. Adopting Joan Robinson's famous
dictum that "a model which took account of all the variegation of reality would be of no
more use than a map at the scale of one to one,"7 we often refer to maps when explaining
the use and necessity of abstractions in our scientific field. What is meant arc, however, not
maps in the literal sense, but the far more powerful mental maps that serve as cognitive
frameworks to guide and orient us in th e complex reality of everyday economic phenomena.
Robinson's dictum sugges ts that such cogniti ve frameworks differ only in scale but not in
kind, as if there were just onc given perspective from which to view the economy or any part
of it. As we are going to argue throughout our article, this assumption is highly Inislcading.
Not all mental maps depict rea lity from the same vantage point; neither are they simply
objective representations of the world. Rather, they approach reality from certain perspectives, selecting particular perceptions while suppressing others. As such, they constr uct and
edit reality.s Such power, however, does not usually rise to the level of an object of scicn+
tific awareness. Scientists arc like other human beings in that they go about their projects
in the world by means of a certain mental map only, without explicitly reflecting upon
it or its possible alternatives. In this way, they fail to [uIly utilise the whole repertoire or
mental maps that may be at their disposal as a source of creative thinking. Wc suggest that
management is at such an inflection pOint now, requiring the broadening of its hori zons. the
development of a wider, more encompassing methodological framework capable of making
explicit and incorporating different mental maps or cognitive frameworks co ncerning
space. It is precisely our purpose in this article to apply the lesson of multiple mental maps
to the theory of the firm and to management: for in our opinion, differences in how we view
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Scoll 1aylnr and Andre Spiccr 'Timc for Space: A Narrative Review of Research nn Organizational Spaces'
International ]ollrllal oJ Mrmagwu!11l Reviews 9 no 4 (2007) pp 325-346. For a good example of how the issue
of space is treated by contemporary organisational schola rs see: Karen Dale and Gihs(l11 Hurn:1I S/JUces oJ
Organisatioll and the Orgrmiscdi(1/l CI/SprlCe, Pal grave Macmillan 20Oft'lhis hook studies how ~pace can inOucnce
and affect organisational goall;, especially in areas such as commitment, creativity and innovation. Fm another
example compare: I {ans Rami) 'Managers of trust: temporal and spatial factors ofLrusl in organizations' TOIlrnai
of Managerial Psychology 19 no 8 (2004) pp 760- 775.
Toan Rohinson r~~says in 111e Jheory oJ i:conomic Growth. London, Macmillan 1962, p 33
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the firm and the role mangers play within it can be attributed to fundamental differences in
the underlying spatial cognitive frameworks in use. In order to demonstrate this , we seek
to bring to light different spatial notions as they underlie a) lhe Coasian, b) the Knightian
and c) the Nonakaian view of the firm. We also analyse how those notions lead to disparate
conceptions both of the nature of the firm and of management in order to demon st rate , in
our comparalive perspective, how ba enables an integrated, dynamic and process ual understanding of modern business life. We limit our discussion to the above mentioned three
views not only for reasons of eco nomy, but also because the three arc exemplary theory
types , paradigmatic in economics and management alike." This is to say that we refer to
them in order to exemplarily uncover the powerful spa tial presuppositions as they are at
work below the radar of common scientific awareness. Alfred N. Whitehead recommended
that philosophy takes on the essential task of uncovering attitudes and entrenched ideas
in science: "The use of philosophy is tu maintain an ac tive novelty of fundamental ideals
illuminatin g tht' social system. It reverses the slow descent of accepted thought towards the
inactive commonplace."lO

The Spatial Conception Underlying the Coasian Theory
of the Firm
This and the tollowing section discuss how the two most com mon Western understandings
of space underlie and shape the Coasia n and the Knighlian view of the firm. Here, we point
to the notion of space as a 'container', which goes all the way back in the West to Aristot le,
and explore its influence on Coase's theory. When we conceive of space as a sort of container
enveloping all sorts of objec ts , we treat it as a background against which objec ts may rest and
move without that background itself suffering any change or movement. It is, in Foucault's
terms, " treated as the dead, the fixed, the un-dia lectical, the immobile."" Accordingly, its
structure appears as prior to and ultimately independe nt of what is contained within it. In
turn, objects as well as their interrelationships can be interpreted only with reference to
the containing space. In other words, the latter determines the locations, movements, and
interactions of things, and as such must be given primacy over them . This notion of space,
paradigmatic espec ially for mechanics, features most prominently in Isaac Newton, who
in his Principia co nstru cted space as immovably fi xed, determining the velocities, motions
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More pre'tsdy. we believe Coase's implicit spatial concept tu be exemplary for the cognitive framework of
IlIIllIl.~lrt!WIl neoclassicul t!(t)tw/tlics (induding the resource-based views of the tinn), while wc tentatively
propose the spatial concept presupposed by Knight to repres\.":nt managlo'ment based on methodological
individ ualism, including many knowledge-based theori\.":s of the firm . Wc also assume Ihat the nolion of bu
favoured by Ilrgilllisalional knowledge ueation lheury mirrors r\.":ccnl more processual understandings of the
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and measures of distances of th e t.hings themselves without being determined by the latter
in lurn.12 Although Leibniz chal lenged Newton's notion of absolute space, at the time. it
soon became the orthodoxy in natural phi losophy up to Einstein's time. As Albert Einstein.
himself an opponent of the container theory, critically remarks: "space is not onl y introduced as an entity independent from physical objects but it is gran ted an absolute role
in the causal nexus of the theory. Its role is absolute in the sense th at space acts upon all
physical objects without th ose objects being able to act upon it in t urn ."I ~
From its origin in physics. the container metaphor quickly migrated into t he social
sciences. Here. it is used as a model for viewing society as a great backdrop against wh ich
social and economic processes are played out. As such. society is gran ted distinctive powers.
its mechanisms possessing the casual power to force its members to move in foreseeable
ways. While the members may be under the delusion that their actions arc internally generated, in reality, their relations are ex ternall y governed, and fall into predictable patterns.
We take precisely this noti on of space to be of fundamental importance for much of the
economic tradition starting with Adarn Smith and leading all the way up to neoclassic
theory, whose explicit aim has often been to rese mble the ph ysico-mechanical sciences in
every aspect. 14 As such, it also influences Coase's conception of th e firm, whi ch is sec ureJy
based upon mainstream economic thought and what Coase ca lls its 'normal' treatment or
the economic system. IS Coase's normal treatment echoes Newton's co nception of con tai nerlike space as the following quotation shows: "the normal economic sys tem works itself. Fo r
its cu rrent operation it is under no central control, it needs no central su rvey. Over the
whole range of human activil y and human need. supply is adjusted to demand , and production to consumption by a process that is automatic, elastic and responsive. An economist
thinks of the economic sys tem as being coordinated by the price mecha nism, and society
becomes not an organisation but an organism. The economic sys tem 'works itself.'''!!' Here
we find the idea of social space (the economic sys tem) as a given whole, an aulonomous
domain of causal laws, whi ch by its own powers (the price mechanism) controls its parts in
an automatic, quasi-causal fas hion. Coase is playing on the famous theme or Ada m Smith
that the economic system arises not out of any collective will or co mmon decision, but by
way of an "invisible hand ." Both consumers and entrepreneu rs are thought to be involuntarily and ineluctably governed by a system of prices; their collective fate is at the mercy of
blind economic forces. 17 The economy itself thus appears as a self-regu lating entit y of interrel ated acts of product ion , exc hange and consumption with its own intern al dyn amic and
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autonomous laws. it organises itsel1~ following its own laws of equilibrium and change: H In
this way, it comes to be mentally mapped as a container analogous to that of Nl'wtonian
space, with all economic processes essentia ll y viewed as being played out against its back~
drop, or, in other words, direc ted by the distinctive powers of the market's pre-given causal
mech<lnisms.
How does such mental mapping affect Coase's view of the firm? Here, wc need to rec.dl
that Coase's problem is a classic container/contained issue: how to define a unique chanletcristic of the firm (the contained) that sets it apart from the overall market process (t he
container). Coase finds this characteristic in the firm's supcrsession of the price mechanism: "Outsid e the firm, price movements direct production, which is coordinated through
a series of exchange transactions on the market. Within a firm , these market transactions
arc eliminated and in place of the complicated market struct ure with exchange transaction s
is substituted the entrepreneur-coordinato r, who directs production."''} <CA firm , there fore,
consists of the system of relationships wh ich comes into existence when the direction of
resources is depcndt'nt on an cntreprencur."20 1hus our framing container/contained binary
is reprodu ced, on a smaller scale, within the firm (the container) and its employees (the
contai ned). The firm becomes a 'small container' located within the largt'r container of the
market system, organising itself by a determining force embodied in the entrepreneur, who
takes "the place of th e price mechanism in the direction of resourccs."21 The orders of the
en trep reneur are thought of as a causal mec hanism determining the locat ion and movement
both of resources and employees within the firm, whilt.: the price mechanism continues
to determine the location of factors and individuals outside the firm's boundaries. As in
a Matryoshka, the famou s Russian doll, in which smaller dolls are nested in bigger ones
with the same features until some arbitrary scale has been reached , the firm is viewed as a
"specialised unit" within the much larger economic specialisation, a "single cell" in a larger
organism or, to use D. H. Robertson's brilliant expression, "an island of conscious power in
this ocean of un conscio us co-operation like lumps of butter coagulating in a pail of buttermilk."u the problem for Coase, given this positing of two coordinating mechanisms, 23 is
how they rdate with one ano ther. His solut ion is that it must be by means of a superordi nated mechanism: "the go verning factor of all productive organisation - the relationship
of prices and cosl."H Carryi ng out transactions through the ordinary price mechanism is
thought to involve some cos ts, as does the organiSing of transactions with in the firm. 'fhe
firm 's size increases as long as "its costs of production (including its costs of contracting
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with the factors of production or other firms and its costs of selling the produ ct) are less
than th e transaction costs th at would be incurred in a complete market system." 2~ The limit
lo the size of th e firm, thus, "would be set when the scope of its operations had expanded to
the poin t at which the cos ts of organising additional transactions within th e firm exceeded
t he cos ts of carrying out the same transact ions through the market."!'" Simply sa id, the firm
expands in size, as long as the entrepreneur can be seen as a low-cost substitute for the price
mechanism of the market. 27 In th is way, the firm 's proper place wit hin th e market becomes
causally dependent on the working of a superordinated, pre-given mechanism. Here we
find unconsciously reflected the assump tion of Newton ian physics that overall space is not
str ucturally affected by the multitud e of spaces conta ined with in it but , to the contrary,
serves as the precondition of th e latter. It is the mechanical forces of the wider space that
completely determines the size, shape and momentu m of th e smaller, not vice versa.
Summing up o ur findings, the Coasian th eory of the fi rm implies the following spatial
conception: a) the ma rket system forms a container like space, in wh ich all objects (in puts
and outputs) appear as givens, their location, movement and relati onships being deter mined
externally by th e price mechan ism; b) the firm is conceived as something li ke a 'containe r
within a container: in which all objects equally appear as giveos. Within its boundaries, th e
place of the determining force of the price mec ha nism is taken over by the ent repreneu r.
while c) the relat ive size of the firm is determin ed by a superordinated price mechanism.
With thi s, Coase aims at developing a theory that is both tractable and manageable: "It is
hop ed to show ... that the definition of a firm may be obt ained which (... ) is tractable by
two of the most powerful instruments of economic analysis developed by Mars haIl, the
idea of the margin and that of subs titution, together giving the idea of substi tution at the
margin. Our definition must. of co urse, 'relate to fo rmal relatio ns which are ca pable of
being conceived exactly."!!! Such a definition necessa rily presupposes that we treat space as
a pre-given, immutable background against which all objec ts res t and move. The mental
ma p of space as a container from which we started has provided the structural logic that
allows us to depic t the economy as a world of given resources in the Coasian se nse; a world
in which managers ca n si mply take as givens the inputs to be used and the outputs to be
produced. In fact, the raison d'Nre of their firm, on this model, is to act so as to minimize
the cos t of transforming the former into the latter. In this worldview, the onl y task allotted
to managers is to co mbine resources so as to minimize costs of production (including, of
course, transac tion costs) and, by means of this, to determine the size of th eir firm. They
never act to as to create the space su rround ing them (i.e. the eco nomic sphere) bu t only
reac t to its distinctive powers.
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Ronald H. Coasc "'hc Naturc ofthc I:irm: In fl uencc' /ounl/l/ ( ~rT.aw. Ix onomics, & OrKflfliZflli(1tI 4 nu , (Sp ring.
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Coase writes that he intends to develop a view of the firm that is "rea listi c in that is
corresponds to what is meant by a firm in th e real world ." 2~ We should be ca reful to note
here that mental maps, by thdr very nature, ca nnot ever si mply depict reality. Rather, they
act ively shape and construct possible views of il. Thus th ey form sys tems of representation and desc ription of wh ich coun tless alternati ves exis t; sys tems, wh ich, far from being
simply given, a re the products of "stipulat ion a nd habituation in varying proportions."3o
In other words, mental maps func tion like lenses through wh ich we view a nd experience
reality. though we might not be aware of wearing th em at all. They form the silent background determining which parts of reality we perceive and which we cas t into shadow.
while th e map itself and its arrangeme nt of elements is seldom the product of choice, nor
an object presented for ques tioning. Given this. tht, container conception of space forces
strategic management to focus on ce rtain aspects of rea lity while entirely and unconsciously bracketing others. Most importa ntl y. it na rrows strategic thinking to a ve ry small
set of possible ac tivit ies: the set o f holding costs down, for example by deciding whether to
produce in house or contract out. Cos t efficiency thus becomes viewed as th e only viable
key to successfu l management. Managers limit themselves to the d iscovery of and reaction
to market Signals so as to lead th eir firm towards predetermined outcomes. All other sets
of ac ti vities. for example those aiming at truly creating or forming new business opportunit ies, remai n utterly unintelligible. Said different ly, any cognitive framework in line with
New tonian space does not allow managers to mean ingfu ll y conceive the alte ration of their
Il rm's inpu ts, outputs or the relat ionsh ip between them (Le. production tec hnology). This is
especially true in those cases where such altera tions would work so as to alter, reshape or
even offset market forces. In this sense it generates inner censorship so as to keep important
tasks of management below the mdar of attention.
We should note that such inner censorship is not a n especial property of the Coasian
conception at the fi rm on ly. We put so much emphasis on analysing this view in order to
give an example of a textbook eco nomic theo ry that gives a powerfu l and dete rmining ro le
to the underl yi ng cognitional framewo rk of conta iner-like space without even being full y
aware of it. In essence we believe this power to be at work in any theoretical framework that
views inputs, outputs and production processes as da ta ultimately determined by the price
mechanism. Especially, we believe it to determine the worldview of all th eo ries based on the
notion of genera l equilibrium, including the resource based view of the finn. However. this
iss ue goes beyond the aims of this paper, and must be relegated to future researc h. Instead,
wc seek to make explicit the spa tial mental map of text book economics in order to contrast
it with a n entirely different mental map, in which space is nol preconceived as being given
and immutable, determining all elements contained within it, but as being itself co ntinually
produced, performed, contested, thus ultimately being open to indetermina ble chmlge.
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The Spatial Conception Underlying the Knightian View
of the Firm
Wit hin the West, the most importa nt alternative to the container co nception of space WIlS
gi ven, in Newton's time, by Lcibniz, and has been taken up by various philosophers down
to the present, including, not ably, Henri Lefebvre. "This is the relational conception of space,
according to which space is not something prc-given, but rather something produced. 'I Tt
does not precede the objects contained within it because it is esse ntially formed by the presence and interactions of those objects itself. The relational theory of space presen ts a very
different view of society than does the container theor y: neither society at large nor any
of its sub -systems are considered as pre-given domains governed by ineluctable laws and
forces. Social space in and for itself does not exist; it only acquires meaning out of the interaction of individuals. It is given status by human agents as well as their relationships one to
each other. While th e cogni tive framework of the container theory presupposes that space
bot h precedes and determ ines ils content, a rel atio nal understanding denies that space is
pre-given or absolute. On the contrary, space, according to this view, is created by the interplay of objects and subjective human beings. In regard to social space, this mea ns that it
is to be considered as a netlike arrange ment of age nts, objects and activity. 'nms, agents
are given precedence over objective, formal st ructu res. Conseq uently, th e economi c sys tem
turns from a fixed, yet ultimately inexplicable presupposition in to a dynamic process calling
fo r fu rther explication and inves tigation. More specifically, economic events are seen as
unfolding indeterminately so as to shape and res hape the econom ic system itself in unforeseeable, uncertain ways. As a result, human beings become the act ive, fo rmati ve factors in
the companies for which they work, and ultimately of the economy.
Equipped with this rough acco unt of the relational theory of space, wc are now to
explore its influence on the Knightian view of the fi rm. To begin with, it should be not ed
that .Knight's understanding of ent repreneu ria l ac tivity cannot be mean ing full y accounted
for by the con tainer view of space. It rather presupposes a differen t cog nitive fra mework.
Knight considers entrepreneurial activity to be an essential clement in the creation of
markets while within the contai ner fra mework - as we have seen in the case of Coase's
theory - market s and their forces (mechanisms) are thought to exist prior to any specific
human instantiation. For Knight, objective data of markets arc not simply given. Resources,
for instance, cannot be take n for gra nted; they do not si mply ex ist, wa iting to be discovered by an entrepreneur. Rather, they are created by the latter's activity, Neither can goods
produced be thought of as given outputs. It is the role of the entrepreneur to decide what
and how much to produce in the fi rst place, so as to make choices today wh ich al ters the
cou rse of future even ts in ways impossible to predict Y Speaking about human ac tivity in
gene ral, Kni ght remarks th at "the purposes of men are in here ntl y dy nam ic and changi ng;
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want-satisfyi ng activit y ... is largely ex plorative in character; a repetitive expe rien ce is
looked upon more or less as a necessar y evil a nd its motive as a goal rather than an cnd .
The problem of human lite is less th at of gett ing preconceived results than of finding out
the results of actions and acquiri ng 'better' wnnts."Jl Thus. Knight overcomes the co ntainer/
contained metaphor by replacing it with the contrasting binary that has deep cultural roots
in the American context: that of the explorer/explored: Human beings do not simply find
themselves contained in their larger environment but explore the latter so as to 'discover'
and claim their own space.
Probably Knight's most important insight into the firm's nature is that it ca nnot simply
be deduced from an already-existing technical production structure; on the contrary. it is
an extended performance which at anyone time is actually shaping the later. This insight
is at the core of Knight 's account of true un ce rtainty; a phenomenon that cannot in any
ways be meaningfully acco unted for in th e cognitive framework of container-like space.)4
Whenever we map the economic system as a container, we implicitly or explicitly assume
its overall struct ure to be fully determined . This means that all future even ts cou ld be
prcdicted wit h apodictic certainty if onl y men's knowledge were complete. This is essentia ll y what Knight critically refers to as ignorance theory: in the Coasian world any problem
of determin ing future even ts appea rs to be the result of our contingent factual igno rance.
We could fu ll y predict any event if it on ly were possible to measure, with absolute accuracy. all its determining circumstances. Once our knowledge was perfect. there would be
no real probability at all but on ly certainty. In contrast to this, Knight insists on the fact
that within the economic system there also exists structurally necessary ignora nce: there
is an inherent unknowability in the factors. which is not defined merely by a contingent
ignorance in the prcscnt. 3S This is to say that the economy is characterised, at least to some ·
measure, by genuine indeterminacy. There is 110 possibility of knowing the future in all its
details, because it is not bound or determined to emerge from the present in stochastically
pred ic table ways. Most importantly, Knight considers conscious individual behaviour as
severing any rigid connection between the present and the future. because of its capability
of truly chang ing a future situation inferred from the present; a capability whose essentia l
element is its lack of mechanical acc uracy. its liability to error..l 6 Such capability, which is
chiefly prese nt in living beings. can be conceptually mapped only in ways lhat differ in
kind , and not merely in degree, fro m Coase's spatial mental map. This is because in the
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J!rank J I. Knight ·Economi, f'sy,hology and the Valul! Problem' '1111: Quarterly four/ra! of Econumics 39 no 3
(May 1925) pp 372-4U9, pp 404 - 05

34

Frank 11. Knight Risk, Umwluillly and l'rnJit Mincola. Dover Publications
loid pp 19- 2 1
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IbiJ P 203. In order 10 ddinc "real change" pmper, Knight dist inguishes hetween natural changes and changes
du e to human action. In natural ohjects Wt· usually only considl!r the unchanging propl!rty of changing in
Cl!r(ain ways. Ch.mgc ht·re occurs only to known laws Ihal do not change themselves; it is m erely progressive in
thl! sense that is does not 'arry unprcdictability with it. Changes due to human action often involve. however,
a change of the Jaws of change the mselves and thus becomes utterly unpredi'table. IL is Ihis kind of change that
Kn ight rcft·rs lu as ··real." toid pp 313-3 t 7
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Coasian cognitive framework the entrepreneur can only be viewed as the low-cost substitute for an unconscious mechanism: the price mechanism in the direction of resources. n
His activity is thus reduced essentially to an automatic response to given data or stimuli,
that is, to an unconscious automaton. The task of the Knightian entrepreneur, however,
is not mere execution but the active decision what to do and how to do it so as to actively
shape the environment. Therefore, "the internal organization of the productive groups is no
longer a matter of indifference or a mechanical dctail."38
In order to account for truly conscious behaviour capable of changing future situations
inferred from present ones, Knight builds his theory of the firm on the concept of relational
space, if only implicitly: he considers individuals to be the most fundamental building
blocks out of whose interactions the economic system gradually emerges. It is only out of a
relational network of individuals that the economic system acquires its form: "before taking
up economic organization, a first main division of study must deal with the economic
conduct of an individual, abstracting from social relations ... One must postulate a man
living in isolation, like the familiar Robinson Crusoe on his island, otherwise uninhabited
by man."39 Thus, Knight turns the exploring individual into a sort of monad un shaped by its
environment - just as Robinson Crusoe comes upon his island with his sensibility and intellect already formed - but ready to impose his shape upon it. Only after having established,
in this manner, a complete theory of the individual. based on an abstract individualism,
does Knight set out to explain the relationships between individuals as well as the system
of free markets and free enterprise as a whole, referring to the latter as "the mechanism of
individualistic economic organization."40 From this approach we can infer that Knight does
not conceive the economic system as a pre-given social phenomenon but rather as a matter
of human creation. For him, no fundamental data of this system exists prior to individuals.
The former is, rather, a result of the latter's activity. Thus, Knight maps social space not as a
container but essentially as relational space in which "people are formally free to act as their
motives prompt in the production, exchange, and consumption of goods. They 'own themselves'; there is no exercise of constraint over any individual by another individual or by
"society"; each controls his own activities with a view to results which accrue to him individually. Every person is the final and absolute judge of his own welfare and interests.'~t!
Without consideri ng the Knightian concept of the firm in any further detail here, we
suggest that Knight's presupposition of relational space it is a good example of anot her
thematic in textbook economics: that underlying not only all theories based on methodological individualism, but, as well, the motive behind recent discussions on the micro
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Ronald H. Coasc 11te Nalure of the Firm p 388
hank H. Knig:ht Risk. Uncertainty and Profit III IX 8
Frank H. Knight 'Methodology in Economics: Part I' Soulhern Economic Journal 27 no 3 (January 1961 ) pp
IS5-193, plS9
Frank H. Knight 'Methodology in Economics: Part II' Soulhern EC/lIwmic Journal 27 no 3 (April 1901) pp
273 - R2.p273
Prank H. Knight Risk, Uncertainty and Pmfit IU Il.41
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foundations of economic performance. Of course, it is beyond th e scope of this paper to
explore this suggestion in detail. Rather, we will confine ou rselves to exploring the potential
st rength as well as possible shortcomings and explanatory gaps arising from the (implicit)
use of such fram ework itself. Wc start our observations with the insight that any theory built
011 the implicit background und erstanding of relational space lacks the formal preciSion
of mathematical language that is Oftt.'Il considered as the single most important achievement of the container theory of space. However, wc suggest conceiving of this 'lack' not
as a weakness but as strength. ""hUe it is undoubtedly true that a theory such as Knight 's
doL's not fulfil the criteria of being "tractable" or "manageable" in the Coasiall sense, we
sho uld be carefu l to note this does not comL' due to a deficiency of the theory, but due to
its intention of explaining an important clement of entrepreneurial activity that can never,
for logical reasons, be mechanically treated within th e cognitive framework of cont aincrlike space: the activity or producing goods and services as it shapes and directs the fu ture
course of the economy, rather than treating the lalter as though it were an already predetermined abst raction, derived fro m unchanging conditions. The Knightian view of the firm is
not simply a variant of Coase's mental map but fundamentally alters the process of mental
mapping itself so as to bring to light essential aspects of firms' activities that otherwise
remain inexplicable. Its uniqueness and importance does not stem from simply chOOSing
the 'right scale' of a given kind of map but from deciding \'.:hich kind of map to use in the
first place.
Yet. although the Knightian approach might seem 'richer' or 'deeper' than the Coasian
cognitive framewo rk, the former nevertheless reveals internal weaknesses and explanatory
gaps, some of which become apparent once we focus on Knight's account of entrepreneurial activity. As we have seen already. wit hin the Coasian wor1dview managers are only
thought as low-cost substitutes of the price mechanism. They do not effect real, indeterminable change within the economic system. In con trast to this, the Knightian ent repreneur
ultimately takes responsibility for the production process, conti nually working at shaping
and recreating its inputs and outputs. What often escapes the attention of economists and
management scholars, however, is the fact that Knightian entrepreneurs only effect changes
within the outer world of technology, resources and demands, while being incapable of
changing themselves in any meaningful way. This is to say that en trepreneurs do not act so
as to change their ow n character.12 More specifically, they do not change the ' inner' rules of
their actions because "all their acts take place in response to real, conscious, and stable and
consistent motives, dispositions or desires; nothing is capricious or experimental. everything deliberate."u The concept of relational space presupposes every individual as the fixed
relata , the "real " subs tan ce or entity, whose essential characteris tics never alter. but merely
find expression, much as Robinson Crusoe's cha racter found expression on his island,
to USe Knight's well worn example. For such individuals. their relationships with others
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Silp Graupl" 'Ihc BilSho of Economics An Intcn:ultural Analysis nf the Process of Economics Frankfurt , Ontos
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remain coldly external. In this schema, the individual is not seen as creating or causing
its own characteristics. but simply possessing them. The true source or location, in which
individuals dynamically shape and create themselves, thus remains obliterated by design.
Most importantly, once the individual is created ex nihilo, we cannot meaningfully account
for any mutual interdependence between individuals that might possibly constitute such
source or location. To the contrary, individuals are trcatcd as the unchanging background,
against which all changes in the relational structure of space are depicted. More specifically,
within the relational theory of space, they are, following the tradition of Descartes, reduced
to nothing more than thinking entities or substances, unextended in space (that is as pure
res cog ita bu t not as res extensa in Cartesian terms). As such, they determine the overall
structure of space while being curiously immune to any changes of that structure in turn.
This conception of individuals has far reaching consequences for Knight's conception
of the firm. For him, firms appear as independent 'nodes' of a network-like arrangement,
together creating the economic system. Within each node, the centralization of the deciding
and controlling functions becomes imperative. All creative activity shaping social space
inside and outside organizations is seen as being determined by the unextended, space-less
mind of individual entrepreneurs 41 Rather than viewing the firm as a dynamic network
of individuals, Knight traces all its creative potentials to a single entrepreneur. The latter
makes the crucial decision of selecting employees, while "any other sort of decision-making
or exercise of judgment is automatically reduced to a routine function."4<; As a result, a fixed
managerial hierarchy becomes the defining characteristics of modern business enterprise.46
Entrepreneurs are thought to function like army commanders, giving orders in unified and
unambiguous language that is free of interpretation or potential misunderstandings. The
role of employees is therewith reduced to pure routine functionsY
Our quick summary of the cognitive framework of relational space underlying the
Knightian view of the firm is meant primarily to contrast it with the container-like spatial
mental map. Its further strengths and weaknesses are beyond the scope of this paper.
Rather, this exercise is a way of pointing us to a cognitive framework that conceptually
differs both from container-like as well as from relational space; a framework, in which
both the economic system and the firm are conceived as mediating spaces of interactive
creation, which are produced and created by human work and activity while simultaneously producing and creating the individuals who interact in it in turn.
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Ihid pp 293 - 98
Ibid pp 295
Alfred Chandler 'Ihe Visible Hand Cmnbridge (Mass). Harvard University Press 1977
"But a more important change is the tendency of the groups themselves to specialize, find ing the individuah
with the greatest managerial capacity of the requisite kinds and placing them in charge of the work of the group,
submitting the activities of the other members to their direction and controL It need hardly be mentioned
explicitly that the organization of industry depends on the fundamenta l fact that the intelligence of onc person
can be made to direct in a general way the routine Illanual and mental operations of others." Frank I I. Knight
Risk, Uncertainty and Profit, III.lX.IO

PH ILOSOP H Y OF MANAGEMEN T, VO L UME 9,

N U MBER 2,

20 1 0

19

BA: I NI R O DU(IN(' P ROCESSUAl

SPATIAL

T H INK I NG INl O THE

TH EORY O f

TIlE

FIRM ANO

MANA Gt MEN T

The Spatial Conception Underlying the Nonakaian View
of the Firm
Nonaka Ikujiro and his associates have made an attt'mpt to develop just such an a lternative
framework, wh ich they call the "knowledge creation theor y of the firm." They have taken
terms and concepts out of Japan's cultural context, using them to embrace elements from
both "East" and "Wcst : '1 l1 l n this respect, it is interesting to note that Japanese philosophers
and scien tist s arc currently playing a leading rol e in formulating a nd establishing a new
theory of space, one that goes 'beyond' both the container theory and the relational theory
of space. In particular, the Japanese philosopher Nishida Kitaro developed a logic of topological space (or basho in Japanese) that allows mappi ng social space in entirely new ways,
thus openi ng up a whole new mapping system by which to explore social phenomena. 4'1 We
will first introduce this theory of topological space in some detail before turning to the way
in whic h the notion of ba can be see n in its light. ~o
Tht.' mental map of relat ional space, when compared to that of containeT~ like space,
offers a mOTe dynamic spatial understanding: it does not presuppose the whole (either th e
firm or its environment) as a stable, atomic enti ty operating according to a set of universal
principles, but explains how it develops out of the dynamic interplay between the many (th e
ind ividuals or parts of the soc ial structure o r system), The shortcoming of any relational
understanding of social space, however, is that it cannot explain how the parts arc indeter ~
minably produced, performed and co ntes ted. Like the unexplained prim.lCY accorded to
the relation between contain er and conta ined in the conta iner spatial theory (w hich, as we
demonstrated , explains the container/contained relationship by endlessly genera ting ever
more containcr/contained relationships) the dynamic interplay between the who le and the
parts in relational theory treats the parts as monadic givens, immune to further reduction
by scient ific ana lysis. The underlying phi losoph ical problem here lies in the fact that both
theories presuppose some sort of substance enduring in space and time. Both conceive the
world as an aggregation of pre ~given th ings that only exter nally relate to each other. In
other word s, they understand the world as a static reality only, tha t is o f an accumula-
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Ikujiro Nonaka and Hirolaka Takeuchi ·Iile Kllow[edgc-Cn:atillg Compuny
Kitar6 Nishida l.ogik des Ortcs: lkr Anfang der moderlll.'n Philosophic in Japan Rolf Elberfcld (trall$.)
DarmstaJl, Wissenschaft li<.:hc BU<.:hgcscllsc hafl 19'19. Also .;omparc the translations of Nishidas works in:
[)avid ])ilwllrth and Valdo Viglidmo (Irans.) S()urc~hook of Modern )apanesl.' Phi loSllphy: Selected I )ocumelHS
Weslport, Connecticut and London, Grecnwood Press 199H
·'hcories of topological space h.IVC, of course. not only developed in Japan , though they seem to be far more
pupular with the Japanese Ihan with Americans or Europeans. In ordl'r to make this poin l dear, wc relale
NishiJa's findings to the work of (1nl:" of his Western conll'mporaries, namely Al fred North Whitehead. It might
also he lloled herc thal Nisbida's theory of topological space finds a d istanl analoguc in Einstein's theory of
gravitat ional space and thus in modern physics, where space is not independent of the physical objects in it
hut rat her is shapeJ hy them. I lowever, its collcept of in teractive creat ion allows lo r a dynami<.: understanding
of human activity that exceeds any account of physics. Compare Roller! ). Wargo ·the Logk of NOlhingness: A
Study of Nishida Ki tan; l lonolulu, University of Hawaii Press 2005
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tion of things (the word reality originates in the Latin "res" meaning things or entities).
In this way, they fail to explain how those things themselves dynamically come into exist·
enee. They overlook that the latter arc both formed and forming elements within a nexus of
processes and activities. It is precisely this shortcoming that is overcome by the cognitive
framework of topological space: rather than speaking of substances, it views the world as
actuality (from the Latin word "action" mea ning action or activities), that is, as a field of
activity out of which both the whole and the part (the one and the many) as subjects in
process are con tinually and mutually created .~l Space itself thus becomes understood as
a 'magma of processes: It is productive activity and engagement and, as such. ca nnot be
expressed in terms of substance. neither objectively nor subjectively, but only in terms of
activity, Nothing obscure or 'mystical' is involved in this account. However, we should he
equally cautious to resist the temptation of hastily translating it into the co mmon-sense
terms of either the con tainer or the relational theory of space. Rather, we should consider it
as a unique alternative to the way we habitually sec without paying attention to what we see.
In other words, we should praise it as an entirely new way of seeing as such."z For example.
it gives us the opportunit y of perceiving production as process arising ' inbetween' subjcc·
live activity and the objective result. When wc produce something, we act on that thing
out of our subjectivity, at the same time we arc acted upon the thing. Production is realised
by mutual interaction - or reciprocal transaction - of subjectivity and objectivity. In it wc
are, so to speak, made by making..'iJ Thus, there is nothing simply prc-given to it, neither
objectively nor subjectively. There simply exists no fixed data from which to sta rt our observation, Rather, production is to be viewed as a slate of becoming. More precisely speaki ng.
it is formed and forming, created and creating, ~'l
'lbe process of actualisation , not some substance that actualises, is what becomes
manifest in the theory of topological space. and what thrusts itself upon our attention. ~~
Accordingly, space is to be seen as a living, dynamic nexus made up of activities and processes. It is neither a container nor a nexus of relationship among irreducible entities. In a
strict sense, it is not substance or made up of substances at all. but an " invisible unity of
the visible multiplicity of the processes."56 In Nishida's terms, space is simply ' no-onc: or
'no·thing- ness: q This does not mean that it is nothing in a nihilistic sense, On the contrary.

51

Bin Kimura Kokoro no byouri

wo kangaeru /Thoughts Oil tbe Pathol()~ y of Mindl Tukio. Iwanam i Sholcn 1994 ,

p 29
52

Vanzgo "Ihe One and the Many: Reflections on Whitchead 's Notion of I'ersonalldcntity' in : Franz G. (;iJfert
and Michcl Weher (eds) Seardlilli:/or New Contmsts. Wlzitt:headian Contributions/o Contemporary ClwllelWcs

53
54
55
56
57
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Center Press 1958
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it is what makes possible the fullness of life. Precisely because it is not statically dcter~
mined as this or that thing, it serves as the source of creation. On this view of space, it is
to be conceived as essentially creative beyond the limitations of causal explanations or the
framework of a language over which we can quantify. It is not something wc can theorcti ~
cally grasp completely. Essentially, it is a living social topes. We cannot relate to it from the
outside as observers, but only be "i ndwelling" and experiencing it. We arc always partici ~
pant observers. Thus, the actual rather than the conceptual counts. 'lbe world comes to be
seen in a ve rbal sense as the activity of individua ls - or their "here-now-relationships in
action ,,~g - interacting and mutually determi ning onc another. In other wo rds, it becomes
'pure activity;' an open process which is not causa ll y attributable to any substantial "prime
mover," neither the one nor the many, the whole nor the parts. ~9 This essentially means that
we arc forced to overcome the tacit presupposition of (Western) science that everything is
to be expressed in terms of static spatio~temporal, and physical forms of order. "The absolute generality of logic and of mathematics vanish"l>o so as to be enriched, [or example, by
metaphorical and narrat ive language as well as intuitive understanding. All of these shifts
in our worldview demand another style of management in our businesses. M
To view space ilS topos or baslw enri ches our understanding of human beings ' beyond'
methodological individualism. This is because it explains how the re1ationality of processes
functions as the hidden or forgotten ground out of which subjectivity develops. Already
Locke, in his Essay ort Humall Understanding, had introduced the West to the idea that
a person is not always a continuous substance through time. While it is the terminus ad
quem of a network of responsibilities, it is not necessarily the terminus a quo of a set of
properties or attributcs. 62 Thus, wc find ourselves in need ora new conception of the person.
The theory of topological space, which Locke did not himself develop, fultils this need. ·
Here, each actual entity becomes defined in terms of experience; it is an experiencing being.
What exists is simply what is experiencing. ld Thus, experience - understood as an ongoing
process within a specific context - becomes constitutive of the very being of the subject.
"The being of a subject is constituted by its connections or relations with other subjects.
'Thus the plurality of a subject is interior to the subject itself Each subject in fact is what its
relations with the others make of itself. Each subject arises out of this pattern of relations.
'Iberc is no previously given identity for such a subject."",j Expressed in more Japanese terms,
wc understand the " in-betweenness" (aida) of social actors as a prior condition to any given
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individual of the type presupposed by methodological individualism." "The 'betweenness
of person and person' and ' between ness' do not signify merely a relationsh ip between two
individuals. The 'belweenness of person and person is the 'locus' (basho) function ing as
the source from out of which both I and others arise."bb Accordingly, within topological
space, the individual is no longer taken as a unit of society.b7 This, however, is not meant to
subsume him or her under a given totality, as is the case with the container theory of space.
In contrast to Hayek, for example. it does not take the price mechanism of the market to be
working behind the individual's back. so to speak.t>1I Individuals do not simply devote themselves selflessly to basho but rather see themselves as active parts of it. As such, they create
social structures out of their interactivity. Given this, neither subject nor world, neither
individuals nor social structures can be seen as pre-existing 'lumps' in the process. Rather,
they emerge as such in the process itself. More specifically, they only emerge as the extreme
(abstracted) poles of the latter, given a certain mental map: if we just stress the role of environment, we come to view the world as process of causation, mechanistically determined
by some given whole. If we only stress the role of immediate patterns of individual activity,
we can only see substantial individuals and their self-dctermination .t\9 Topological space
itself, however, is not reducible to either side. It is neither to be digitised into a collection
of substantial entities nor assembled into a machine made up of mechanical parts, however
intriguing and orderly such substantial or mechanical assembly might be. 70
So what are the implications of such an understanding of topological space for the
theory of the firm? 71 This question can be answered by revisiting the knowledge creation
theory of the firm and its notion of ba, which we find dearly grounded in the cognitive
framework of basho or topological space.72 As indicated above, Knight cou ld overcome
the limitations of the Coasian view of the firm by considering the fundamental structure
both of the economic system and the firm not simply as givens. but as being produced and
performed by individual decision making processes. However, he did not explain how the
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individuals themselves change by means of their productive involvement. More spl·cifically.
he failed to conceptualise how entrepreneurs interact with others so as to create knowledge
dynamically within social contexts beyond the mere exercise of tight and uniform co ntrol.
111e knowledge creation theory of the 111'111 overcomes this problem without returning to
the Coasian assumption that individuals are mechanically controlled, replaceable parts of
i.l machine. The knowledge creation view is of the firm as ba. which means a shared situation or time-space nexus where the various subjective and historical dimensions of its
members intersect and their heterogeneous experi ences interaCl. 73 Here, <interaction' does
not denote a relationship external to autonomous subjects, but a contex t of shared, direct
experience, in which individuals co-creatively and dynamically create themselves as well as
their environment. Employees and entrepreneurs arc not seen as necessarily in confrontation, the latter manipulating the former according to given desires and preferences. Rather,
in going beyond mere prefercnces/ 4 they share and dwell in the same particular world,
actively embraci ng contradictions and commonly searching for new solutions. As a result,
an "entrepreneurial culture" develops, in which "all employees ... are active entrepreneurs
at the same time that they are mutually dependent on one another.7S "All workers must
become more entrepreneuriaP\ so as to suspend or ' bracket' their preconceived values and
ideas so as to question their own existence. Breaking through their own boundaries, they
transtorm themselves, others, thc organisation and the environment. 77 Thus, within ba the
individual does not take him or herself as a self-evident fact, but as ever-changing processes developing out of a field of common interrelationships. More specifically, they view
themselves as dynamically and co-creatively arising out of a field of implicit knowledge
embodied in the social atmosphere that is neither determined subjectively or objectively
itself. This is essentially so because they do not perceive themselves as just as thinking,
rational 'animals' but as acting creators. While the Knightian view, follOWing the tradition
of Descartes, one-sidedly perceives entrepreneurs as res cogi to only, incapable of interacting with spatial-extended environments, in ha the latter become essentially embodied:
By interacting and inter-intuiting each other in il field of activ it y (e.g. in working groups
or project teams), they create novelty beyond mere subjectivity or objectivity. Creativi ty,
thus, neither simply takes plaL:e inside individuals' heads, as Herbert Simon believes,'!! nor
can it simply be considered as residing within individuals, as for example Robert Grant has
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argued. 79 Rather, it arises out of the firm in the sense of a concrete and living 'inbetweeness' of humans, Also, such inbetweeness cannot be expressed by one-sidedly looking at the
firm's formal structure. This is because such structure only represents something already
thought and theoretically grasped but not the active source, out of which everything known
dynamically arises in the first place. The firm as ba does not denote any kind of knowable
entity or substance but a dynamic, forever changing topas of pure act or pure experience
eluding any definite conceptual grasp.so
Knight, in developing his theory of the firm, discovered the fundamental importance
of uncertainty for our understanding of the dynamic reality of firms, but undermined his
insight by opting for an unrealistic account of individual autonomy that, indeed, reduces
it to a kind of autism - a being completely separate from the social. Knight's move was a
way of putting a bound on uncertainty. Knowledge creation theory dissolves that bound
by viewing persons as interactive, caught up in actions that cause them to transcend and
change themselves and their environment. Here, it is insufficient to speak of uncertainty
only; for this is the point at which true creation and innovation emerge. The firm as ba
is precisely the enabling context for such true creation and innovation, It should be carefully noted that ba here cannot be simply read in the singular but is to be understood
also in the pluralY Depending on context and situation, various dynamic social fields can
arise, subsIst, and again vanish, together establishing the 'firm.' Going beyond the simple
economic textbook notions of control and of ownership that define the boundaries of the
firm,82 the knowledge creation theory of the firm pictures it not as a Single ba with pre-fixed
boundaries but, rather, as a dynamic configuration, a multi-layered baY Such layered ba,
conceived as a dynamic process of contextualisation or world-formation, always exceeds
static contexts terminating in an ultimate genus. Just as the cognitive framework of topological space, thus, gives us a radically different theoretical view of the firm, it gives us, as well,
a radically different view of the role that managers play within firms. In short, while both
Coase and Knight view managers as regulating, manipulating and controlling physical and
human resources externally, in ba the latter are understood as creative factors immersed
wit hin concrete circumstances. Rather than enforcing universal, abstract rules from above,
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leadt'rs are 'to read th e situation' so as to emphatically share it with others. Phrollcsis. the
Greek term for practical wisdom. lies in tht, ability to engage in and cu ltivate sharing among
the ba's members so as to create care, trust. and, probably most impo rtantly, values.!!" 'nlis
wisdom is not to be performed by a single mind, Knight's explorer/entrepreneur, held apart
and over the others, but only by onc horizontally aligned with the simultaneity of concrete
act ion and intuition of the many.l!)
The single most obviolls flaw in applying a topological understanding of space might be
seen in its apparent incapabi lity of captu ring the firm in easily co mprehensible, unequivocal
terms. Especially theorists tra ined into the cognitive frameworks of either container space
or relational space might accuse it of needless obfuscation and woolly thinking. However,
again wc suggest conceiving such ' incapability' not as a weakness, but as streng th . While
it is true that our notion of ba defies the Coasian or the Knightian standards of being
'efficient' or 'manageable,' it does so because it seeks to capture an essential element o[
the living, dynamic reality of firm s that lies outside of the metric used by both of those
frameworks. There is. it turns out, a price to pay for the abstraction that is employed by
economists or managemt'nt scholars to divide reality into defined sn ippets that ca n be
captured by a hierarchy of categories and rules. This price lies in the [act that the initial
condition that makes this abstraction possible is not accounted [or or justified; instead. it
is dealt with by being assumed away through the use of an axiomatic set of definitions and
postulates. '''To reduce' means not only to simplify. sc hematize, dogmatize and classify. It
means also to arrest and to fix, to change the tota l into the partial while laying claim to the
totalit y through extrapolation; it mea ns to transform totality into a closed circle."1k> Thus
the absence of dynami c change is turned into a boundary condition; a problem that cannot
be overcome by the respective theor y itself, but only by introducing a theory of 'higher
order.'1I7 In other words, only when we master new cognitive frameworks. and the new set
of both theoretical and practical tools associated with them, are we to enhance our understanding of the dynamic reality of firms. In Coase, or in any other theory rooted in the
cognitive framework of space as a container, all resources, production technology, inputs
and outputs arc treated as givens. Any change in the fundamental economic data remains
thus inconceivable because its absence is presupposed a priori. It remains impossible to
inquire into the process of their formation or creation. lIs When, however, th e eco nomic
system reaches an inflection point, a crisis, signifying a major change, we find ourselves in
need of adopting an entirely different cog nitive fram ework. In the West, the one to hand
is namel y that of relational space as it underlies, as we have shown, the Knightian view
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of t he firm. Here. cha nge in objective data or informati on becomes ex plicable against the
given background of indi vidual consciousness. In this way, th e human mind comes to be
understood as th e underlying 'source' of all changes in organisational str uctures. Still, an
important aspect of the dynamic and living reality of firms is yet missing. This is because
individual consciousness is perceived as fixed and given; its internal dynamic and changing
character remains obliterated. Knightian theory. in as much as methodological individualism as a whole, falls thus prey to the so-called "fundamental attribution error" pervading
much of Western th ought.lt'l This error consists in attributing behaviou r to presumed dispo·
sitions or characteristics of individuals by inventing strong dispositional explanations for
behavio ur wh ile entirely ignoring important situational factors arising in social contexts.
As a result, the dynami C reality of ac ting and productive human beings is left unaccounted
for. Our suggestion of a cognitive framework of topological space is meant to overcome
the inheren t limitations in the choice between these two space frameworks, going beyond
Coasian determinism and Knightian subjectivism to explain the dynam ics of enterprise by
an appea l to pure processual thinking. Ground ing itself in process, the knowledge creation
theory of the firm is co nce rned wi th generati ng a whole new set of managerial tools out of
th is fearless sense of the indeterminacies at play.

Conclusion
In th e preceding sect ions we in troduced three different spatial cogn it ive framewo rks and
explored the ir decisive influence on th e Coasian, Knightian a nd Nonakaia n views of the
firm . We hoped to show, through this comparative approach, th e unique and innovative
features of th e knowledge creation theory of the firm, which uses the Tapanese notion of ba
to understand the firm's dynamic reality. More specifically, we showed how the Coasian and
Knightian views fundamentally, albeit implicitly, rely on two conceptions of space centra l
to Western thought: the concept of space as a container and the concept of relational space.
Also, we explored the very differen t mental map of topological space developed in th e
Japanese co ntex t and explained the meaning a nd importa nce of ba aga inst this meth odological background . In concluding our paper wc wish to briefly outli ne the question of how
those three views of the firm interrelate. At first sigh t it mi ght seem as if they were mutuall y
excl usive. In fac t, as we have shown in the preceding section, th e Knigh tian view attempts
to capture part of the dynamic reality of firms that ca nnot be possibly thematised by Coase,
while the Nonakaian view seeks to explain other as pects of this dynamic realily th at can
become a n object of inves tigation neither within Coase's nor Knig ht's theory. I n ot he r
words, from the standpoint of either Coase or Knight, a true understanding of the firm as
bn can not possibly arise; it remai ns systematically excluded from theore tical investigation .
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Glanci ng to the theory of science. it becomes obvious th at this has to be necessaril y so. This
is because it is logica lly impossible to reduce a richer, more dynamic view of reali ty to a
more si mple, abstract onc while prcserving all the features that make the former dynam ic.
'Ihe simple r one ca nnot be constructed from the richer vicw.'iO As we have tr ied to show in
t hL' preceding sect ion, th e dyna mics of change in fundamental va ri ables or data can not be
understood by a theory that is designed in principle not to recognise those changes.
This does not mean, of cou rse, th at we can not state any meaningful relation ship between abstrac t. static theories based on substa nce on th e one hand and more
concrete, dynamic theories based on process on the other. While it is truc that we can
never co nst ruct the latter from the former, the former ca n be co nceived as specia l cases
or ins tances of the latter so as to become meaningfully incl uded wit hin it. Wc suggest
conceiving o f the three cognitive frameworks of space ce ntral to our argument not as
mutua ll y exclusive pictures of reality, but as const itut ing collecti vely a common mu lt ilayered framework in which the static. more abstract understandings of space appear,
under stipulated conditions, as important special instances of the more dynamic and
concrete one. Mo re specifica ll y, we propose to view th e Knightian theor y of th e firm to
be a special case of thl! Nonakaian onc. This is because the complex cognitive framework
of topological space can be effectively reduced to that of relatio nal space as soon as it
can be safe ly assumed th at no alteratio n of t he underlying. J11l!diat ing place of interaction occurs. This is apparently tru e fo r all cases, in whic h ba represents a constant,
robust background, agai nst whi ch each member of the firm ca n develop stable indi vidual
characteristics. 'This wo uld be the case whene ver interact ion among indi viduals can be
reduced to mere routin e or habi tual performances directed at ends or goals commonly
accepted across the whole organisation st ructure."1Contrariw ise. the presence of ' creative
routines' or kata wi ll make th e Nonakaian view of the firm preferable to th e Knigh tian for
explanatory purposes. Kata differ from a simple rou tin e in that they cont ain continuous
self-rene wal processes so as to chan ge pa tterns of mutual interaction."2 As co ntinuous
p rocesses of self-renewal, they destabilise and affect the boundary condit ions of the
Knightian view of th e finn and. as such, cannot be meani ngfull y accounted by this view.
Accordingly. st ra tegic managemen t aiming at cha nging business routines wi ll have to
adopt the ambig uous, metaphorical language and approaches of intuitive understanding
such as the knowledge creation t heory of the firm aims at developing. In those instances,
however, in which organisations efficient ly functi on as a routine, it might prove more
practical to reduce the potential sources of change to the decision mak ing processes
occur rin g in individual's heads. such as that of t he Knightian entrepreneu r, thus in effect
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reducing topological space to relational space. Here, the role of strategic management
becomes limited to explaining uncertainty arising out of individual managerial deci sions that bring about uncertain change in fundamental , objective data, for example by
deciding what kind of products to produce.9_1 Such change, in turn, cannot be meaningfully accounted for in the Coasian framework because the lalter simply assum es its
fundamental characteristics away by presupposing objective data (i n the sense of inputs,
outputs, resources and capabilities) as its single most important houndary condition . Said
differently, Knightian uncertainty can never be explained by Coase's theory. Conversely,
however, Coase's view of the firm can be understood as a special case of the Knightian
theory of the tlnn (and thus of the Nonakaian as well). Once we can treat objective data
to be finally decided upon by individuals, the dynamic realit y of firms can effectively
be reduced to instances of Coasian risk only: change can be conceived of as occurring
uniformly only, being 'constant' in its operation so as to be captured by precise math ematical Ianguage. 94
For too long, economics and management have been implicitly caught in a single way of
looking at the world only, using mental maps that only work given certain conditions and
assumptions, Today, we need to consciously overcome this situation by acknowledging the
plurality of cognitive frameworks in intercultural and cross-cultural perspectives and use
them comparatively in order to recognise our conceptual blind spots. In do ing so, we will
avoid the danger taking any framework for a map to the whole of reality. There is no such
map.
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