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On the difference between knowing and understanding and how that difference is
about to become crucial to business
Knowledge

For starters, let’s distinguish our definition of knowledge from three other closely related
concepts.

Information is of course – information. The difference between information and knowledge lays
in the fact that information can exist without an owner while knowledge is something that
“someone” has. If I tell someone that I have a new car, I transfer knowledge from me to her. In
between, it is mere information.

Competence is any quality that helps me fulfil my desires. Competence, hence, can be a matter of
knowledge but competence can also consist of bodily strength, good looks, a valuable network
and so on. Knowledge is one specific type of competence.
Skills are our abilities to do something. To ride a bike requires skills. Skills in this case are the
combined results of knowledge, muscles, sense of balance, bravery, quickness in response and so
on.

As for knowledge and business, all business is about trading values. Sometimes we trade a pig for
a sack of meal, sometimes we trade a couple of dollars for an hour of labour. As long as both
parties consider the deal fair and they’ve entered it voluntarily we can assume that they both
regard themselves richer after the transaction then before. This, of course, is due to them having
different opinions of the values included in the transaction. The employer thinks that one hour of
labour is worth more than ten dollars and the employee thinks that ten dollars is more valuable
than an hour of hard work.

For quite some time, the real valuables have been knowledge (and sometimes information). The
employee still trades a couple of hours of her time for a handful of dollars but what she really
sells is of course her knowledge. She defines herself, and her occupation, in terms of what she
knows i e as an engineer, a dentist, a bus driver or a TV-producer. Her employer agrees and
obviously thinks that the knowledge she can put in to the company during one hour is worth more
than the salary she demands.

As soon as you realize that the bus company is buying knowledge from their employees and
suppliers you have to conclude that the company, in its turn, also sells knowledge to its
passengers and customers. Therefore, whether the company sells a bustrip, a car, a surgical
operation or a package of dairy, most of the values traded (both incoming and outgoing) is
knowledge and information. We can furthermore, by pure reasoning, come to the conclusion that
any society where knowledge and information is the main component of any business transaction
also has to be a society where:

• Knowledge and information is unevenly distributed
• Most people believe that the quality of their lives would improve if they could get their

hands on more knowledge/information.



This, of course, is a strange way of reaching a conclusion that is obvious to most of us. If we
were aliens from another planet, or time travellers from another century, this would never the less
be the quickest way in which we could figure out what’s really going on.
So, we live and prosper in a knowledge based economy.
What are the characteristics of knowledge? Let’s see if we can approach and really define the
valuable substances of the any company, product or employee in such a knowledge based
economy.

Our first finding is that knowledge seems to be made out of information. Knowledge is any part
of a product or service that you can (in theory) print in a book or copy to a CD. Knowledge is
neither energy nor matter. The iron in a car or the electricity needed to build it is not knowledge,
the drawings and calculations on the other hand are examples of knowledge.
Our second finding is that knowledge seems to be something that most of us regard as objective
and surprisingly often “true”. The circumference of a circle equals the diameter times 3,14. It’s
common knowledge and it’s not a matter of opinion. Mechanics in a car or medical knowledge in
a hospital seems to have the same qualities even though we, over time, gain more knowledge and
therefore change the construction or the treatments.
Our third finding is that the market value of knowledge is a consequence of to what practical
improvements on human life it contributes. Knowing how to cure cancer is much more valuable
than knowing how to solve a Rubik’s cube in 15 seconds. This has nothing to do with how
difficult it is or how long it took to learn which some people seems to think.
Our fourth finding is that, on top of what’s said in the paragraph above, the market value of
knowledge also depends on how scarce the knowledge is. In this aspect, knowledge of course is
exactly as any other desirable asset. The less there is, the more it cost to achieve.
Our fifth finding is that quality in the output from knowledge based systems is the same as
functionality. Functionality describes to what extent the product or service does what it’s
supposed to do and the value, or marketprice, of the product or service is therefore a result of the
degree of functionality within that product or service.
Our sixth finding is that knowledge, unlike most other assets, can be copied and distributed at
almost no cost and without any loss of quality in either the original or the copy. This is a quality
that makes knowledge a lot more complicated than for example matter or energy.

Understanding and opinions
Understanding is a very complex concept and we aim to establish not less than three definitions of
the word, all of them very significant to future business and organizational development.
Our first definition of “understanding” comes from the actual meaning of the word, i e “what stands
under”. To understand something is to have a deeper and more holistic conception of a phenomenon
than the description of its superficial characteristics.
Our second definition of “understanding” is that an understanding can be an agreement between
parties or people. To have an understanding is to have consensus. It can, of course, be formal and
structured but more often it is an unspoken but nevertheless well defined agreement. People with an
understanding share the same point of view.

Our third definition of “understanding” is the same as empathy. To understand someone is to be
able to put yourself in her place and thereby feel and think as if you were her.
Sometimes, when a word has several different meanings it’s called a homonym. As we shall see,



this is not the case when it comes to “understanding”. In many senses the three definitions above
will coincide to one. To have a deeper understanding of a phenomenon, to agree with your
environment and to be empathetic is, at large, effects of the same competence.
Let’s take a look at some situations where these definitions can be used and maybe a bit clarified.
For each example, we will also draw a few conclusions that will be useful when it comes to
developing business.
When a child catches a ball that is thrown at her, she obviously has an understanding in the first
sense. Even though she has no knowledge what so ever of gravitational forces, the airs resistance
on the spinning ball or anything else we would teach in a physics class, she does a perfect
calculation of all incoming data and transfers the results to her muscles. She obviously
understands how a ball is affected by the thrower, the earth and atmosphere. Later on, she will
learn that acceleration is inversely proportional to the squared distance between the objects...but
for now, she understands but doesn’t know. Her understanding is not restricted to the playground.
Her experience gained by playing with a ball will help her foresee the outcome of a dropped plate
in the kitchen. She will be able to toss her younger brother in the air, and catch him. She will be
able to jump from a diving tower into a pool and land on the very spot she aims for.

This example shows us that:
Understanding is not based on knowledge but on experience. The fundamental reason for this is
that the amount of information needed to create understanding is so huge that any attempt to
structure, define or simplify it will be in vain. Not only is it futile but it will actually impair our
ability to perform. Any golfplayer knows that the best way to ruin your competitors play is to ask
her “How do you do that?” after a particularly good swing.
Understanding is promoted by a variety of experiences rather than by specialisation. The
fundamental reason for this is that every new situation creates a new set of data. To have the
same ball thrown at you with the exact same speed and pitch a zillion times will make you
extremely good at catching that very ball. To understand trajectories and gravitation it would be
wiser to expose yourself for a zillion totally different situations where gravitation is at hand (quite
easily found...). Every situation, including dropping a paperclip in a wastebasket, will expand
your understanding.

Understanding makes it possible to foresee the outcome of situations we haven’t experienced
before. Once we’ve grasped the general idea we can make stunningly exact predictions on
outcomes of almost any event that seems to be built on the same underlying principles. Even
more remarkable is the way in which we can use principles from one field to foresee results in a
totally other area. Does interest in an audience drop in a way that’s similar to a baseballs
trajectory? Does a failing marketing campaign bounce like a football?

Our next example is meant to illustrate the second definition of understanding. It’s not a
coincidence that we also in this case choose to use a playground for our studies. There is, as we
will establish later on, a contradiction between knowledge and understanding that makes
understanding easier to find and analyze where there is less knowledge. So, when a teenager tells
her parents what clothes she wants, parents tend to demand some sort of explanation. To the
parents it seems that you’re about to spend more money than you’d like on clothes that are of
poorer quality than you thought possible to sell. A very normal end of discussion is the teenager
saying “You don’t understand”. The meaning of understand here is not exactly the same as in the



example above. Instead it’s about the “understanding” that my daughter share with her friends,
media and the fashion industry. They have an agreement based on a constant and mutual
negotiating, judging, testing, verifying, changing and developing. Since I’m not part of that
agreement it’s fair to pass the judgement “You don’t understand” on me. Whether a pair of jeans
are priceworthy or not – or for that sake – whether a political issue is interesting or not – is a
question that can be solved only by checking whether or not the jeans or the issue is compliable
with the current understanding.

This example shows us that:
Understanding is about being connected to your specific environment and being able to feel what
actions, products, symbols and activities that comply to the ongoing agreement that binds you to,
and defines, your context.
Understanding is also about having a position that is strong enough for you to participate in this
negotiation and thereby contributing to both new suggestions and evaluation of what others may
suggest. Merely buying what the fashion magazines tell you to is not the same as having an
understanding. You have to be part of the actual process, not just a recipient.
Our third definition of understanding is exemplified by a typical situation in the workplace. Two
employees are constantly late. They both show up at meetings 10 minutes after scheduled time
and they both tend to miss appointments and deadlines. They both, of course, have more or less
relevant excuses. Their explanations is always on a sort of acute and temporary nature, buses that
are late, traffic accidents, urgent phone calls, jamming printers and so on. Even though they show
the exact same behaviour, their boss treats them very differently. Adam is threatened with all
sorts of inflictions and deduction of his wage while Brian seems to get away with almost
anything.

It’s obvious that the boss makes his decision on something else than the actual latecomings or
excuses. It’s also obvious that the tendency to come late has a more complex explanation than the
various stories that are told by Adam and Brian from time to time.
Providing that the boss is a just person and that he’s not just favouring Brian there are at least two
possible explanations to his seemingly unfair behaviour.
One explanation is that the boss understands Brian but doesn’t understand Adam. That is – the
boss has the ability to put himself in Brians place, see the world and the choices Brian sees. From
that artificial point of view he realizes that put in that situation, he would come to the same
conclusions that Brian does. If this is so, then Brian’s latecomings are justified. He does not,
however, have enough capacity to put himself in Adam’s place. Possibly, Adam’s situation is so
far away from anything the boss has experienced that it’s ungraspable.
The other explanation is that the boss understands both Adam and Brian, i e he can actually place
himself in their positions. Having done that he thinks that Adam makes decisions that he
shouldn’t have made and therefore he cannot accept the outcome.
In both cases, the way in which the boss handles the situation has to be unintelligible and
probably very annoying to anyone – but to the boss himself. He is the only one who understands
the situation in this specific way and therefore the only one who knows why Brian gets an OK
while Adam gets a scolding.

This example shows us that:
Understanding is an ability to make subjective decisions as if I was in another situation and had



other preferences than those I actually have. It is simply a capability of simulating any
circumstances and then figuring out what actions would be appropriate in the simulated case. An
important, but often overseen, aspect of this is the ability to imagine not only other surroundings
then my own but also other objectives, values and desires than those I have myself.
Understanding is not at all the same as “believing”. If it was a mere question of believing, then
both Adam and Brian would deserve the same ratio of belief or disbelief. It is however quite easy
to mix up a tolerant (and sometimes even naive) belief in your fellow man with understanding
which is a completely different and much more complicated matter.
Understanding, also in this third sense, is only possible if it’s built on a certain amount of
experience. A simulation of something as complicated as an other person’s entire situation, even
if it’s only about one single Wednesday morning, takes a tremendous amount of information that
is impossible to handle unless you, yourself, have most of it within you already from the
beginning – or – if you have the capability to transform the essentials of a similar situation
you’ve experienced into something else and thereby draw conclusions that are close to those you
would have come to given the actual circumstances. Since you never encounter a situation that is
exactly as something you’ve experienced before understanding is an ability to transform a pattern
from one situation to another.

These three examples, and the three meanings of “understanding” has obvious similarities and
they are very tightly connected to each other. The common denominators seem to be:
Connectivity and the use of common protocols for communication. Sometimes as simple as the
fact that you can see the ball and distinguish it from the background. Sometimes as complicated
as to hear the nuances in the voice of a person talking to you.
An ability to take in, sort and analyze large amount of unstructured information. To sort out what
details of a pair of jeans (in a store in a mall) that are significant and what details are not is an
almost impossible task for a computer and yet very simple to a teenager.
Pattern recognition and pattern creation. From the significant details you have to build a pattern
that makes sense on a broader scale. Understanding is about complexity and how details are
connected to each other.
Ability to apply a pattern that has been recognised in one area into another. Once you’ve
understood what constitutes a pair of good looking jeans, you should be able to sort out a good
looking haircut, a nice car or a smart t-shirt.
Ability to fill in bits of information that is missing to make the pattern whole. To foresee the
future – or to create something new within the ongoing understanding – you have to fill in the
missing pieces. Given the balls trajectory up till now you’re supposed to be able to tell where it
will be in a couple of seconds. Given a pair of nice jeans and a good looking car you’re supposed
to design a top selling handbag.

Finally, and to make a statement that is valid in all three examples, we would say that:
Understanding is a process that gives you the ability to internally create knowledge of a
situation you have not yourself encountered that is so reliable that you can act upon it in
real life.

Why do we believe there’s a shift of paradigms regarding knowledge versus understanding?

For a knowledge based economy to be effective it has to have at least two properties.



Knowledge has to be unevenly distributed, that is to say that at any given time there has to be
those who knows and those who doesn’t.
Knowledge has to be generally accepted as an important mean of improving your quality of life,
that is to say that those who don’t know will be willing to pay those who knows to get hold of
their knowledge.
As mentioned earlier, knowledge has very specific properties compared to other resources that
we regard as important for a good life. Unlike fresh water or a log for the fire, knowledge can be
copied into as many instances as you like without loss of quality and at a very low cost. Therefore
knowledge will be more evenly distributed as time goes. It’s a thermodynamic law if you like.
Incredibly fast increasing information handling, including new ways of teaching as well as the
Internet, will eventually lead to a world where everyone knows everything (literally speaking). If
this doesn’t mean that the landscape of knowledge is becoming all flat in our lifetime, the
differences between knowledge mountains and knowledge valleys are decreasing fast.
If you think of knowledge as water in different basins at different heights you’d get the picture of
all knowledge levelling out when the basins are connected. What you’d miss though is that
knowledge doesn’t flow out and find the lowest possible level. Since knowledge can be copied at
almost no cost, the common level of knowledge in the world will be not the lowest point, not the
average point but the highest one within every single field. Since knowledge as well as any other
resource has to obey the laws of diminishing returns, the increase in perceived lifequality will be
less and less given the same increase in knowledge. A student doesn’t gain as much in her 15:th
year as she did in her first. To complicate the economy even more it’s generally speaking true
that her 15:th year cost a lot more than her first did.

Therefore, the common notion of more knowledge being the best way to a better life is being
questioned, not only by writers, thinkers and consultants but also by the real economic structures
in society.

We have a situation where both needed properties in a knowledge based economy are challenged
and about to disappear. This makes it necessary to look for new competitive advantages. There
are two ways to go about this. You could either try to deduce what’s happening next or you could
look around to see if you can make out any sense from what’s actually happening. Either way
leads us to the same conclusion.

In short, imagine a world where all car manufacturers can make the best car in the world and
where all travel agencies can give you the most fantastic journey and all food companies can give
you the best groceries you ever dreamt of. Then competition will no longer be within the different
industries but between them. The difficult question will no longer be “Shall I buy a Ford or a
Mercedes” but “Shall I buy a car or shall I travel?”. In a society where knowledge is rare it stands
to reason that car sales will go up next decade providing we have an overall economic growth.
Then success is all about beating your competitors within that market. In a society where
knowledge is abundant you can no longer tell whether sales will go up or down and it is not a
matter of general growth. This later question, shall I travel or buy a car, has no knowledge based
answer. The answer therefore lies not within the industry nor in the marketplace but within the
incredibly complex life of the presumptive buyer. He will be affected by his children, by TV-
news telling how ecofuel competes with food production and by a lot of other things. A company
who understands him and his situation will provide competitive products and services and a



company who knows how to build cars will fail.
Business built on understanding demands for new fundamental truths.

If the competitive advantage of a company is about to become more of understanding than of
knowing, then there are a few upsetting consequences.

The first one is that those know less will have an advantage on those who know more. The
competence we choose to call “understanding capability” is a process that aims to resolve
situations that are new, unknown and unpredictable. This competence, as well as all other, is
developed when needed and suppressed when not necessary. Most of those who have had a good
life built on knowing what most people don’t know have had little reason for training their
understanding capability while those who have had to manage situations where they don’t have
the answers probably have honed their skills in this area.

The second one is that specialisation will have to leave room for diversity. If you understand your
customers, your profit will lay in exploiting that insight in as many different ways as possible.
This is not at all the same as spreading your risks. Instead it is a way of increasing your
understanding and if you have the capability to transfer a pattern from one line of industry to
another you have a very exciting future ahead of you.

The third consequence is that understanding is a “real-time” thing. To understand is to be right
here, right now, well connected with your surroundings. As soon as something – anything -
happens, the system will change in a totally unpredictable way. It is unpredictable in the very
same way the position of the ball in a football field is unpredictable more than 15 seconds ahead.
But that doesn’t mean that it is impossible to understand. Quite the opposite, she who understands
football will have a good guess on what’s going to happen next.

The fourth consequence is that values – and what’s valuable – are changing from objective and
measurable qualities to subjective opinions. To understand environmental issues on the market is
to understand not only what are the environmental consequences of your production but even
more to understand what people think are the consequences. Sometimes this difference can be
substantial in which case it will exist during a short period of time, sometimes the difference is
marginal and if so, it can exist for quite some time.
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