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Practical Wisdom: A Methodology for Stirring
the Times

Ikujiro Nonaka
Professor Emeritus, Hitotsubashi University; Board Member, Drucker Workshop

Interview and Production by Yasushi Isaka, Editorial Board Member

Translated by James and Akiko Miura Nunn

Ever the Journalist

—Systematic efforts crowned with Drucker’s name continue to grow at home
and overseas. How would you define Drucker?

Nonaka: My evaluation of Drucker is that he was ever the journalist. During the rise
of the Nazis, Drucker even interviewed Adolf Hitler and Paul Goebbels, which well
reflects his intellectual approach. He would jump into the center of events and from
the center of those events, universalize them. From that standpoint, re-interpretations
of concepts such as “discontinuity” and “knowledge,” were created and made
comprehensible to anyone grasping the essence. Drucker didn’t seem to be much
involved in strict theorization. However, through words he continued to raise issues
and stir up the times. I believe that is his essence.

It is well known that Drucker called himself a social ecologist. He was neither an
economist, a political scientist, nor a sociologist, in the general sense. Paying little
attention to barriers between disciplines, he took in all knowledge, and maximized it.
Therefore, the concepts and terms he proposed were shared with everyone beyond the
traditional fields of study.

The journalist’s job is to verbalize reality symbolically in order to make it
comprehensible to everyone. I think Drucker was a journalist in the sense of using
vocabulary accurately. Theorizing is not a journalist’s job. Because of this, he didn’t
strictly pursue each concept. Regarding the concept of the Knowledge Society, he
only posed issues presenting new values for knowledge. I think Drucker still has great
significance in the sense that he showed us the direction of the times, and vision based
on his rich education and experiences.

—What is his intellectual distinction?

Nonaka: Drucker met many brilliant people. Within the ecosystem, the intermediary
enjoys the most intellectual of existences. He was raised in an extraordinarily
intellectual environment. It seems like his inductive and journalistic point of view came
from this upbringing. He met Sigmund Freud in his youth, and later became acquainted
socially and privately with Karl Polanyi, as well as Joseph Schumpeter and Marshall
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McLuhan. As shown by his consulting for IBM and GM, he had a wide-ranging base of
high quality experiences. He was master of interdisciplinary knowledge; by interacting
with exceptional people, he absorbed multiple intellectual disciplines spectacularly.

In addition, all areas of knowledge—from economics to sociology; history; and
art—supplied him with excellent models. I think we should appreciate the fact that
his concepts had always been unfettered. One of his books, Adventures of a Bystander
will be very helpful in understanding the methodology of his intelligence. This book
contained stories of the many people who influenced Drucker. In other words there
were people-to-people exchanges of experience, and we know it was the source of his
wisdom. Here’s one of the key phrases:

“Bystanders reflect and reflection is a prism rather than a mirror: it refracts.”

He did not see a simple reflection, but rather perceived its refraction and deflection,
like a prism, with new vision. He maintained this point of view all his life.

When I visited Doris, Mrs.Drucker, in Claremont, after he had passed away, and
asked her, “What did he usually do while at home?” She said, “He didn’t watch TV
at all. I didn’t put a TV in the living room until after he died.” I thought that was
understandable. He didn’t need to watch TV, or cater to public opinion. He reflected on
what he observed and its meaning; he contemplated things.

He presented to us those things observed from such a process, using various
rhetorical methods, as well as his distinctive simplicity. That is exactly the essence
of a journalist. He didn’t make the concepts more abstract with strict theories. On the
contrary, he made them easy to understand for everyone.

Drucker, in any event, kept writing all his life. I heard from Doris that Drucker said
to her, “I just can’t write any more.” It was a symbolic message that meant the end was
near for the famous “bystander.”

Encountering The Practice of Management, “To create a customer”

—What was your first encounter with Drucker?

Nonaka: The first Drucker book I encountered, as I recall, was, The Practice of
Management. It was in my late twenties. I worked for Fuji Electric for nine years
until I was thirty-two, then went to study in the US. My first job with the company in
1958 had been training-related, so to speak: education for the job-site. I was a trainer
for skilled workers at a training facility at the company called “Youseiko.” Then, I
was transferred to the training section for top management. I was mainly in charge of
training for management-level employees at the factory.

While in the training job, we invited an instructor from the U.S. Air Force base in
Tachikawa to visit. At that time, MTPs (Management Training Programs) were very
popular, and were introduced into various organizations. The instructors mastered
highly modularized methods of human resources development. Another time, we
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invited an instructor from Keiko Business School, which was newly opened. Most of
them were teaching in accordance with the Harvard Business School case method.

Such highly systematized management methods were rather shocking to us trainers
who had a base of experience. I had no idea such a world existed. It was in those days
when I encountered Drucker’s book, The Practice of Management. I remember being
surprised that management could be conceptualized in such a way.

Though Drucker himself systematized management, he professed that he had
learned a lot from esteemed predecessors such as Henri Fayol, and the management
foundations formulated by those pioneers. There is no question about it. However, 1
think it is true, when viewed pragmatically, that management has Drucker’s stamp on
it. I feel fortunate that I encountered such a great book in my twenties.

—What are his most memorable words?

Nonaka: “To create a customer.” In The Practice of Management, he said “There is
only one valid definition of business purpose: fo create a customer.” Those are the
words which have influenced me the most profoundly regarding my own growth.

I think that phrase masterfully struck to his essence. It was evidence that he grasped
management in a different dimension compared to the so-called Wall Street style
of intensive profit-seeking. It influenced me for my building career, and later in my
research activities.

In fact, the customer himself doesn’t completely understand his own needs and
expectations. In other words, co-creation—that is to say, the approach should be to
create new value along with the customer. Such an approach is fraught with many
significant possibilities, even today.

I was talking with some Drucker School staff about this matter. There is one way
of thinking that plans a business for employees. However, if it’s for employees, in
a sense of creating value, it will be directed inward; it would also be influenced by
internal-company politics. On the other hand, if you were to create a product for some
particular person, it would result in limited relationships. It would result in limiting the
possibilities for challenging oneself. Moreover, the problem would still remain, from
a larger dimension, and from the point of view of whether it would be good for the
world, including customers.

On the contrary, businesses should be created facing outward. In short, “create the
customer” is a lofty, challenging task. Because the customer himself does not truly
realize his need, the customer should be co-created with the consideration of both the
provider side, and the customer’s aspirations. It also is the pursuit of “the common
good.” Moreover, it connects with strategic theories.

“The common good” and the happiness of Man is one set of values. Toward
these goals, we will make optimal judgments in the midst of reality on a daily basis.
“Contextual judgment,” or “timely balancing,” and “just right” judgment and actions
are needed most. It’s not knowledge on general terms, but it’s a judgment of each
specific thing, each time. It is practical wisdom. I think management is essentially lofty
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“practical wisdom.”

This concept of knowledge inspires research

—Does it correspond to your own experience?

Nonaka: The way of thinking that we create the market together is the realization
I experienced while I was struggling with on-site jobs at Fuji Electric. Creating
something new is essentially an inductive action, and doesn’t begin with a theory.

The thing that hit the hardest during that nine-year period was the issue of
information-sharing within the organization. I researched the theme while studying
in the US, and wrote my doctoral dissertation based on Herbert Simon’s information
processing theory. When I returned to Japan, I wrote a book, Organization and Market:
A Contingency Theory and brought the related conclusions to the attention to the world.
In any case, it was a model based on information processing.

With information processing, the objectivity of information is emphasized.
There are two propositions regarding information: factual propositions; and value
prepositions. Needless to say, for science factual prepositions are important; it is
not acceptable to permit subjective value prepositions. In principle, science pursues
objective fact.

However, through innovation research based on new product development, I
started to think that it ought to be “knowledge.” Furthermore, it ought to be “creation
of knowledge.” The starting place of knowledge can only be the subjective. Innovation
is based not only on explicit knowledge but also on subjective physical knowledge, and
s0, human characteristics such as belief, hope, and the dreams of individuals. A study
of knowledge-creating theory was based on such grounds, in order to determine how
these could be objectified and justified.

—It seems to be deeply connected to “to create a customer.”

Nonaka: “Creating a customer” is indeed knowledge-creating. Regarding a
theoretical “knowledge-creating company,” make no mistake, Drucker’s concept of the
Knowledge Society is one of the guiding principles. An indication of this is that when
one of my books, the Japanese version of The Knowledge-Creating Company, was
published, I received an endorsement from Drucker.

The knowledge-creating company is a key player for the realization of the
Knowledge Society. It sustains virtue, ideals and morals at a high level, but at the
same time, it is quite sound. This means, it may well be called something that gets to
actual reality, seeing the underlying substance, creating artistic concepts and arousing
people’s interest, like a poet does, and materializing “the common good.” Or you may
call it idealistic realism, or idealistic pragmatism. Drucker’s work has this in common,
I believe.

The concept of the Knowledge Society as presented by Drucker was by some
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measures, rather rough-edged and broad. Therefore, for each business, how can the
continuous creation of knowledge be managed? Under what basic conditions does it
become feasible? Making clear such specific aspects continues to be our aim. We have
taken that broad concept Drucker perceived and turned it into an individually specific,
practical theoretical model.

—When you think about that outcome, there does seem to be a connection
with Drucker in a deep dimension.

Nonaka: The opening part of the thesis written by Michael C. Jackson, a researcher
at Hull University in England, clearly demonstrated this relationship: Mike C.
Jackson, “Reflections on knowledge management from a critical systems perspective,”
Knowledge Management Research & Practice (2005).

“It is not long since Drucker introduced us to the idea of the ‘knowledge society’
and Nonaka set out the basic requirements for a ‘knowledge-creating company.’ In
the short period between then and now, Drucker’s insight into the essential role of
knowledge work in ensuring continued economic prosperity, and Nonaka’s recognition
of knowledge as the unique source of lasting competitive advantage for firms, have had
a very significant impact upon both management theory and practice.”

In an interesting coincidence, by introducing the concept of the knowledge society,
Drucker had already hit upon knowledge within the intellectual spectrum. On the
other hand, we analyzed management with “knowledge creation” as a key concept.
Knowledge is at the center of both of them.

Even though Drucker was useful as a guideline, the concrete references we used
for research into the “knowledge-creating company” included the detailed work
of economists such as Paul Romer and his theory of economic growth. Till now,
knowledge had never been properly regarded as a subject of analysis in the field of
economics. Only a few researchers have done work on it. Regarding economic growth,
the work by Paul Romer is first rate.

Furthermore, concerning innovation theory, it has to be Joseph Schumpeter. The
concept of the “knowledge-creating company” was developed from an experimental
study derived from his arguments. Schumpeter was quite important in that sense.
From the market viewpoint, it was Friedrich Hayek. For them, there is nothing like
equilibrium in the market. It is continually re-building. This was a way of thinking
that regarded the market as place of creation, but not of equilibrium. If we follow
this thinking, there is no mistaking that there is a profound connection between the
Austrian school of thought and the creation of the concept of the “knowledge-creating
company.”

Management as a Liberal Art

—Where is the meaning for us in the study of Drucker going forward?
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Nonaka: Referring to recent problems, I think we can regard it as counter concepts
against “Wall Street values,” such as led to the subprime loan crisis.

According to economic theory, conditions induced from an ideal world such as
“perfect competition” and “equilibrium” are hypothetical. For example, under the
circumstances of “perfect competition,” the optimum distribution of resources would
be attained. However, if it were perfected, businesses would not only fail to attain
maximized profit, but could not produce a profit at all. .

Against this, raising barriers to entry, utilizing resources too hard to duplicate,
and creating conditions of unfair competition, a strategic theory for maximizing profit
emerged. In this way, it’s possible to grasp Wall Street’s way of thinking. Even now,
that trend remains the same.

In any event, this approach, which purports to radiate reality from a theory deduced
from a utopian ideal, has hit a wall. There is no doubt that one of the mainstays of
scientific methodology is an approach that starts with a theory. However, while this
methodology has penetrated into every field, and dominated, it is also true that so many
things unsolvable using this methodology, have been cast aside.

Like Drucker said, management is not just a science; if anything, it’s an art. Art is
human, and has an inseparable relationship with human values. There are a lot of things
that science alone is unable to deal with. Extensively collecting examples of those
types of things from individual concrete reality, he was the one who kept advocating
the universality of this concept.

I think his intellectual approach could be a very important opportunity to regain
a certain balance in regards to the condition of social science. More fundamentally,
management that overreaches, from scientific methodology to practical applications,
should aspire to universalization, from the point of view of what is essential, and what
is actual. Our “management through practical wisdom” has, quite simply, lost value
and must be restored. Of course, science is important. However, it is meaningless if we
underestimate the balance between fundamentals and principles. The balance of both is
being tested more than ever.

In a manner of speaking, I feel that management needs to play a role more like
philosophy, history and literature, or play more and more of a part in the search for
the essence of Man. On one occasion, I said that managers needed the power of poets,
describing formless reality in direct, symbolic language, and moving people from the
heart. Looking at Drucker and his thought, it would be useful to embrace them from
the viewpoints of philosophy, history and literature.

I think another of Drucker’s most notable achievements was that he advocated
management as a liberal art. He experienced a richness of reality and at the same time,
intuited the essence behind it. The bases for verbalizing these are the Liberal Arts. The
process of intuiting the essence of a vivid reality cannot only be accomplished with
science. It is insight deeply connected with the human way of life. Furthermore, it is
the Liberal Arts—that is, art. That is exactly why management should undergo this
refinement.
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Yearning for British Culture

—What is his own culture?

Nonaka: This is what I heard from Doris once. He liked English literature above all.
Even in his later years, he was reading the complete works of William Shakespeare
quite intensively. His favorite book was Pride and Prejudice by Jane Austen.

As far as I could see in his study when visiting his house, I didn’t see any “how-to”
management books on the shelves, except for his own books. Many books on history,
philosophy and literature were displayed there. I also heard from Doris that he regarded
the English Gentleman as his ideal. It makes sense that he liked Jane Austen.

A Gentleman doesn’t have to work like a dog. Instead, he can devote himself to
sports and thinking. Culture is his whole life. Drucker was interested in the root of such
culture in Britain. He had once lived in Britain, and had also been married there.

That explained this anecdote: Drucker gave high praised to Winston Churchill, a
hero of World War II, boldly fighting the Nazis, and saving European civilization. On
the other hand, Churchill praised Drucker’s The End of Economic Man, and gave this
book, to all the graduates of the British Officer Candidate School.

Thinking about the origin of Gentlemen, it could extend back to Aristotle’s
phronesis. Phronesis is usually translated as “practical wisdom” or “prudence” in
English, and can also mean “high quality tacit knowledge.” It referred to optimal,
consistent judgment and deeds in the face of events and situations and to contextual
discretion regarding values and ethics. In other words, it is not an abstract theory but
vigorous wisdom. In Japanese, you would say it is “kenryo,” or “wise consideration.”
It is wisdom put to use for managing actual reality. It could be understood as “the
wisdom of the wise.” It would be quite difficult to teach to someone.

Even though Drucker himself didn’t use the word “phronesis,” what he said was
exactly like “practical wisdom.” It seems to have resonated deeply within him. It is
indeed what Churchill put in practice; his leadership was “practical wisdom” itself, and
a model of phronetic leadership.

Churchill’s role model was Edmund Burke. In Burke’s writings, the word,
“prudence,” is often seen. In his famous book, Reflections on the Revolution in France,
in which he criticized that great upheaval, he continually emphasizes the importance of
a sense of balanced wisdom.

Possible Connections to Education

—What is the connection between practical wisdom and education?

Nonaka: How was Drucker able to introduce new concepts one after another? How
could he envision such things as NPOs; the Department System; the Knowledge
Society: and the Knowledge Worker? He must have seen these in relation to one
enormous process. The extent of these relationships is very broad. It operates
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far beyond our ordinary world of “how-to.” We have no choice but to link up by
deepening and expanding our intellectual connections. In other words, there needs to
be a restoration of Liberal Arts.

From that point of view, it is not impossible to try to emulate Drucker, even though
we might fall short of such a knowledge giant. Nowadays, MBA courses are taught
systematically. In the US, they tend to teach management as a science. Business
schools regret placing too much emphasis on explicit knowledge, while undervaluing
tacit knowledge. As to tacit knowledge, the important thing is “practical knowledge,”
or phronesis. How can we teach this?

We should emphasize aspects of art. Art is not unrelated to human values. We
cannot isolate ourselves from constantly asking the question of how we should live. I
would like to revive it. It is the most significant point that I can learn from Drucker.

In fact, some institutions have started to talk about the reform of business school
education. The focus is on how to involve Liberal Arts in the programs. In that regard,
what is important is the relationship to the process. That is, how big are the world
relationships we can grasp? This cannot be seen as an ordinary “how-to” relationship.

To begin with, “practical wisdom” should be developed on the base of experiences.
In a similar sense, I think it will become important to realize apprentice training in a
twenty-first-century way. Indications of this have started to appear recently in the US
and Europe.

For example, we can think of one kind of method which teaches with concrete
models, or “knowledge by exemplification.” In that case, the teacher himself has to be
phronetic. Probably those who have just earned PhDs without actual experiences could
not get through to students no matter how much they teach. Or possibly, there is a case
study, which presents simulated experiences. However, it is feared that an instructor
without experiences might entirely focus on its analysis. Rather, we need wisdom as
true meaning. The instructor should be a person who could say, “According to my
experience....” In addition, he or she should know such things as various interlocutory
methods; how to interject pauses; timing methods; using attractive words and actions.
In other words, the instructor should have the magnetism which would make students
want to be like him or her.

—In that case, what is the most important point?

Nonaka: It would be from the viewpoint of a dialogue. Wisdom is something that
never stops seeking for relationships. Regarding that, mutual interaction is the most
important of all.

Originally, since Plato, dialogue was a traditional practice in the Western World.
All of his books were written in dialogue style. In a dialogue, there is a method called
dialectic, which is presented in a three-fold manner: thesis; antithesis; and synthesis. I
think there are two types of dialectic. One is a “hard” dialectic style, which consciously
poses counter arguments to everything; the other is a “soft” style, which accepts
everything without repudiation—Ilike brainstorming. If we can utilize the later one,
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we can see broader relationships. I think it is very beneficial from an educational
standpoint for bringing about self-awareness from within such a relationship. This
becomes a momentum spiral of the whole and of the parts.

In order to establish this kind of “soft” dialectic, basically we need sympathy,
empathy, and resonance with others—or interacting physically with each other.
Without these, no dialogue can be established. It isn’t that first, there were “words,”
but first, there was “experience.” In dialogue, we should not only apply words, but
also dialogue at the physical level. We need fertile soil where “physical knowledge”
and resonance, that is, both tacit knowledge and explicit knowledge mix into a
momentum spiral. It is the “ba” or “place” where such context is created. “Ba” is
not a physical place, but the semantic space consisting of individual relationships or
contexts. There you bring fresh “right now, right here” experiences which cannot be
substituted with anything else, and share those experiences. And, in so doing, you can
expand tacit knowledge. At the same time, following such dialogue, tacit knowledge is
transmigrated into explicit knowledge. It is the “ba” where this movement takes place.
Therefore, the ability to create a “ba” is indispensable for leaders.

The ability to create “ba” is an ability to make a place that shares its context with
the elements of emotional knowledge such as care, love and trust which lie at the base
of human existence. It is cultivated through daily verbal and non-verbal communication
such as understanding other’s feelings, or empathy—sensing subtleties of emotion; it’s
about timing and reaching the tipping point of mutual consideration.

When putting something into practice, think it through

—How is such education essentially different from traditional apprentice
training?

Nonaka: I think the essential difference from the apprentice training of the
Seventeenth and Eighteenth Centuries is the utilization of digital devices. Because of
the utilization of IT, it is possible to dramatically accelerate the interaction between
tacit and explicit knowledge. Moreover, if animation is added, expectations will
increase. Therefore, synergistic utilization of IT has been requested more and more
often.

When IT is employed, feedback of information for explicit knowledge is available
at high speed. In other words, it will speed up the feedback for applied practice
dramatically. By continually expanding the quality and quantity of experiences, tacit
knowledge will become consciously enriched with feedback for explicit knowledge.

So, the important thing is whether it is possible for tacit knowledge to be enriched
by the promotion of digitalization. Tacit thought often tends to be conservative. In order
to improve this, it should be persistently exposed to challenges. It needs conscious
conversion into explicit knowledge. For maintaining good balance, you should always
make timely case-by-case judgments about the synergistic effect between the analog
and the digital.
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For that purpose, the existence of the phronetic leader will be indispensable.
The leader needs to have the ability to facilitate “ba” and have undergone a “trial by
fire.” Unless such conditions are fulfilled, explicit knowledge would smother tacit
knowledge, which would lead to the possibility of knowledge dissolution. It needs the
power of balance. Without a leader who can make wise judgments, the possibility of
failure is high.

—What can the practitioner learn most from the knowledge-related
methodology wisdom discussed here?

Nonaka: It would be beneficial for the practitioner to study Drucker intensively. His
is the life worth studying. Businessmen are, in a sense, practitioners. While practicing
business, you should think deeply and think things through. That is, you should be
contemplative.

Moreover, you should take action while thinking things through. I call it
“contemplation in action.” It is simply deliberation in the midst of acting. It may sound
rather overwhelming, but it means the creation of a magnificent intellectual framework,
synthesizing Plato and Aristotle.

It is said Drucker continued to choose a new topic every few years and studied
it thoroughly in order to hone his own capabilities for conceptualizing. He kept
setting tasks and rearranging his intellectual framework. In other words, he acquired
explicit knowledge-based learning, and never failed to reinvent himself. At the same
time, he never stopped broadening his intellectual world by submerging himself in
world classics and works of art such as Shakespeare, right up until his death. Such an
approach should be emulated.

Contemplating while acting; contemplating objectively while throwing yourself
into the midst of implementation; watching reality while acting, but keeping your
distance, like a bystander; he uniquely interpreted refracted images and conceptualized
them. The reason why he was a master of creating vivid concepts was that he was
visualizing a reality which ordinary men could not see when they intuited actuality.

I think a capable businessperson thinks while running; he is sure to think
objectively in the midst of actuality. It is an attitude which Drucker showed us through
his own experience. There is no end to what can be learned from the methodology of
practical wisdom.
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