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creation quickly becomes competitors’ knowledge co-creation 
(point B at Figure 1).  Many companies are involved in building 
knowledge stakes from this point forward. 

As a result of competitors’ knowledge co-creation, the new 
ideas have more solid ground to be embodied in a new 
product/service, or a new process. Synergy of efforts and 
resources brings them closer to the market. Here the challenge 
is in using new knowledge and recombining it with existing in 
different ways in order to secure the commercial success. 

  
2.5 Innovation as Creation 

Innovation as a creation (dashed arrow line between points 
B and C at Figure 1) brings changes in non-incremental fashion 
to the things that an organization offers, the ways in which they 
are created and delivered, as well as the context in which they 
are introduced. Innovation as a creation relies on explorative 
learning which captures creativity, experimentation, play and 
discovery to create knowledge (March, 1991). It creates new 
knowledge with potentially high but uncertain returns. These 
are the basis of radical innovations. 

However, products are rarely “new to the world” and the 
innovation process is mainly about optimization and getting the 
bugs out of the system. This fact underlines the importance of 
continuous improvement and learning through adaptation.     

  
2.6 Innovation as Adaptation 

Innovation as adaptation (solid arrow lines between B and 
C and between C and D at Figure 1) refines and extends an 
established knowledge by adopting existing knowledge patterns 
to the current situation. It improves quality and productivity 
through sustained incremental change. Improvement occurs in 
individual components, but the underlying core design 
concepts, and the links between them, remain the same. 
Innovation as adaptation intends to circumvent or eliminate a 
technical difficulty in manufacture or to improve services; to 
saving inputs; and, to improve the conditions of work.  

Continuous incremental problem-solving is based on 
exploitative learning, which draws  on existing knowledge to 
make full use of what is already known, generating incremental 
knowledge with moderate but certain and immediate returns 
(March, 1991). This process of adaptation leads to incremental 
innovations through repeated interactions with the environment. 

Innovations rarely involve dealing with a single technology 
or market but rather a bundle of knowledge which is brought 
together into a configuration. 

  
2.7 Stage Three - Inter Industry Knowledge Co – Creation 

Outside sources of knowledge are often critical input for the 
knowledge creation and innovation processes. It has already 
been argued that knowledge created by one firm can be used by 
another without compensation or with compensation less than 
the value of the knowledge. However, in this point in the 
knowledge – innovation cycle, it is important to understand that 
knowledge created in one industry can be successfully applied 
in other(s) and lead to competitive advantage. The Inter-
industry knowledge co-creation is a process where knowledge 
from different industries converge and make impact on each 
other. Knowledge intersection and knowledge convergence are 
at the heart of knowledge creation process at this stage. It 
results in application of already existing solutions from other 
industries, their creative imitation, adaptation and 
reinterpretation in order to meet the needs of the company’s 
current market or products. 

 
2.8 Stage Four - User-Producer Knowledge Co-Creation 

Users are seen as an important source of knowledge 
creation and innovation (Von Hippel, 1988). As active players 
in the knowledge co-creation game, they are engaged in testing, 
designing, disseminating or even co-producing new products 
and services. The interaction user – producer is central at this 

stage. It results in a new knowledge creation based on the 
experience the customer has during the relationship. 
Understanding this knowledge and user learning experience is 
crucial for value creation and successful long term relationship. 

  
 2.9 Innovation as Optimization 

Knowledge created at previous point and recombined with 
the large stack of existing knowledge is the basis for innovation 
as optimization. The task here is to search for an optimum in a 
well structured space of solutions (knowledge). Efficient and 
robust search methods for identifying optimal solutions are 
based on extracted consumer (market) knowledge. These 
processes of optimization are dominated by exploitative 
learning which brings refinement, efficiency, execution (March, 
1991), and therefore subsequent incremental innovation. 

 
2.10 Stage Five - User-User Knowledge Co-Creation 

At its final point, the user – user interaction generates new 
knowledge. The dynamic communication and networking 
supported by the Internet and comprehensive globalization 
results in a fundamental change in the perception of the 
knowledge created in the user – user interaction. It is difficult to 
estimate the power of 40 million consumers networked with 
each other, who share their experiences and create the finest 
market knowledge. However, it is easy to understand that this 
knowledge is the key for securing competitive advantage at the 
last stage of knowledge – innovation cycle.  

 
3. CONCLUSION 
 

In this paper we described House of Knowledge model, 
linking knowledge and innovation. Different firms know how 
to do different things in different ways. Their success depends 
on how much they “know” and how well they explore what 
they “know”. Understanding different processes and stages in 
the knowledge development is a way towards the ability to 
create and utilize unique, valuable, difficult to imitate, and 
difficult to substitute knowledge (Teece et al., 1997). The 
outlined model contributes to understanding the way in which 
firms recognize and access to knowledge in order to mobilize 
and utilize the knowledge to produce a product, service or new 
knowledge. The application of the model should help in 
choosing the right knowledge management tools at the specific 
stage of the knowledge-innovation cycle, which is crucial for 
achieving sustainable results.  

The limitations of our research are inherent to modeling 
task and need to balance degree of generalization based on 
available research sample size. Therefore, further research 
should explore recognized links and support model validity 
through case study evidence.  
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