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[bookmark: _Toc24748315]Abstract
Background: For small- and medium-sized enterprises (SMEs), due to their specific characteristics, knowledge absorption is one of the most important capacities for developing competitive advantages. It is even more critical in knowledge-intensive industries, such as insurance, where the pace of advancements and competition is extremely fast in marketing, new product development, customer attraction, market expansion, and so on. As a result, to increase performance efficiency in each of these domains and in firms’ daily activities, SMEs need to follow a collaborative approach. To close the gap in the existing literature, this study focuses on knowledge absorption in small firms and its interrelationship with disseminative capacity at the intra and inter-organisational level.  
Methodology: This research employed a qualitative, inductive approach based on the Glaserian version of grounded theory. This included three rounds of data collection and analysis. Initial interviews were conducted with top managers to create a holistic picture of the business environment, followed by another round of interviews with higher number of top managerial level employees. The goal at this stage was to identify the main challenges that small firms face in absorbing knowledge from external sources, as well as the associated knowledge capacities that would help them tackle these challenges. The third stage was centred around a focus group with some of the previous interviewees and two external industry experts in order to refine and finalise the knowledge capacities. This ultimately resulted in the formation of four subsets or dimensions of absorptive capacity at the intended levels.
Findings: This research proposes an integrated and comprehensive framework for knowledge absorption and dissemination, consisting of four dimensions: discovering new knowledge, converting the newly acquired knowledge, applying the converted knowledge, and distributing knowledge. The main processes identified include seven distinguishable activities: extracting knowledge needs, looking for external knowledge, understanding external knowledge, converting to useful knowledge, sharing information and knowledge, improving performance by new knowledge, and distributing knowledge. In addition, the pre-requisites for development of the aforementioned activities and capacities were identified as openness to the environment, sharing vision and goals, updating IT infrastructures, giving up the inefficient routines and information, development of an appropriate appraisal system, and managing the organisational paradigm. 
Conclusion: The findings promote a clear conceptualisation of an interrelated framework based on validated and well-explored constructs. Unlike previous models which consider knowledge absorption and knowledge dissemination as distinct capacities, the explanatory framework presents them as inseparable and concurrent. In simple terms, the research model highlights that knowledge absorption is not properly conducted if the firm fails to disseminate its existing knowledge on the inter-firm level.
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[bookmark: _Toc502577192][bookmark: _Toc9852748][bookmark: _Toc24748317][bookmark: _Toc457205094]Background and study rationale
This study explores the prerequisites for developing organisational capacities required to absorb external knowledge, as well as disseminating knowledge back into the environment at an inter-organisational level. More specifically, the study was carried out in pursuit of an explanatory framework to capture the mechanisms required for inward and outward knowledge flows to be facilitated within the small firms. Part of the motivation to initiate this research was the researcher’s personal interest and experience in the insurance industry in Iran, where the presence of private insurance companies over the past two decades has resulted in an intense competition and ever-increasing price wars within the industry. 
The significance of this study is also foregrounded by the high failure rate of small- and medium-sized enterprises (SMEs), especially during their first five years. Thus, to survive in the market, small firms must leverage the knowledge both inside and outside their borders to improve their innovative performance and serve customers with better products and services (Wee & Chua, 2013, p. 960). Since SMEs often lack the resources of larger firms, investments in capacities and mechanisms to enable them to successfully perform knowledge management (KM) activities to exploit external knowledge and, in return, feed other firms with their understanding of the market and the customers is the key to remaining competitive. In the context of SMEs, such activities involve the creation, capturing, sharing, and utilisation of knowledge to enhance the impact of knowledge on their performance (Lin, 2014, p. 1415).
This introduction presents the theoretical rationale for investigating the antecedents and mechanisms of developing the absorptive and disseminative capacity of small firms. To realise the research objectives, in-depth interviews and a focus group meeting will be conducted with selected managers and industry experts to identify multiple knowledge-based capacities in four distinct sets. Ultimately, an explanatory framework is to be developed in which knowledge collaborative behaviours (knowledge absorption and dissemination) are seen interactively at the intra and inter-organisational levels. 
[bookmark: _Toc502577193][bookmark: _Toc9852749][bookmark: _Toc24748318]Research context 
The insurance industry has seen considerable challenges over the past decade. Demographic changes, financial crises, prevalence of IT, dynamic customer needs, and so on, have all the insurers to reconsider their efficiency and productivity measures. They are examining each aspect of their business to reduce costs and increase value creation for customers. The market for insurance products in developing economies – such as Iran – is wide-ranging, including health and life, property, catastrophe coverage, which only adds to the complexity of the competition between rivals. Under such circumstances, innovation is an important factor in achieving sustainability and growth, which is increasingly captured through open paradigms and the use of external sources (Rajapathirana & Hui, 2017, p. 1).
Regarding the insurance industry in Iran, the private sector generated 59.4% of the industry’s total income, with $84 in written premiums per capita. It should also be noted that the insurance industry constituted around 2.2% of Iran’s GDP in 2017. Currently, 22 large insurance companies are operating in the Iranian market and are active in various fields in life and non-life, with tariffs approved and ratified by the High Council of Insurance in BMI.
Experts believe that privatisation has had the strongest impact on the insurance business environment. While the industry had been previously dominated by a few governmental agencies, this governmental policy, proposed 20 years ago, led to the emergence of private rivals with subsequent increase in competitive pressures. This, in turn, necessitates the commitment of firms to explorative and exploitative innovation as the key to guaranteeing their survival and reaching desirable level of performance. 
[bookmark: _Toc502577194][bookmark: _Toc9852750][bookmark: _Toc24748319]The significance of absorptive capacity for small- and medium sized firms (SMEs)
SMEs have made huge contributions to developing economies over the past 30 years. Pillania (2008) points out that the role of SMEs in the development process of most economies is significant, based on increases in both their numbers and their contributions to manufacturing, exports, employment, technical innovations, and the promotion of entrepreneurial skills. A glance at the statistics, however, reveals a shocking rate of failure. Wee and Chua (2013), referring to a 1997 report by OECD, note that less than 50% of SMEs survive into their sixth year or beyond. Thus, knowledge is a critical factor in helping them to strengthen their market position, improve their productivity, and provide more innovative solutions to better serve their customers (p. 960). 
In addition, numerous studies have acknowledged that a distinctive feature of SMEs is their tendency to develop external relationships to overcome their limitations (Grandinetti, 2016, p. 159). In a similar vein, Barbaroux (2014) explains that engaging in innovative activities is a major challenge for SMEs because these firms are faced with serious resource limitations and information asymmetries (Limaj & Bernroider, 2017). 
On the other hand, developing new products and services is a challenging and time-consuming activity. This becomes even more complicated for SMEs in knowledge-intensive industries, where they must be improving their innovative performance all the time to enable better responses to changing market needs, considering their lack of control over the external environment (Limaj & Bernroider, 2017, p. 1). Thus, the notion of absorptive capacity gains particular prominence in the study of SMEs.
According to Limaj and Bernroider (2017), absorptive capacity is defined as the ability of an organisation to process external knowledge (p. 3). Cohen and Levinthal (1990) state that a firm's absorptive capacity, or the ability of a firm to create knowledge, is a precondition of innovation. Scholars have come to realise that developing absorptive capacity is a fundamental element to innovation, especially in industries characterised by strong competition. Similarly, it is argued that absorptive capacity significantly correlates with competitive advantage (p. 2). The advantages of absorptive capacity are not limited to competitive advantage and improved innovation performance, though. Other benefits include the following:
· Relational learning: Leal-Rodriguez and Roldan (2013) state that absorptive capacity improves a firm's ability to use external knowledge, but this can be done by relational learning activities among different stakeholders (p. 220). Similarly, Nonaka et al. (2000) argue that, 
‘Knowledge is transferred beyond organizational boundaries, and knowledge from different organizations interact to create new knowledge. Through dynamic interaction, knowledge created by the organization can trigger the mobilization of knowledge held by outside constituents such as consumers, affiliated companies or distributors’ (Saenz et al., 2015).
· New product development: It is widely considered improbable for new products and services to be developed internally. In fact, external knowledge facilitates the acquisition of new techniques, gaining core competencies, and finding new solutions to meet market needs (Wang & Han, 2011, p. 802).
· Business development: Guo and Wang (2014) believe that firms with higher levels of absorptive capacity are less affected by increasing financial and managerial costs, since they can leverage a more diversified pool of knowledge resulting from their external ties, which in turn contributes to the development of business processes and activities (p. 261).
[bookmark: _Toc24748320]Research aim and objectives
Based on the arguments presented above, this study aims to reach a framework to efficiently develop absorptive and disseminative capacity in the inter- and intra-organisational knowledge-sharing practices of small firms. To elaborate, the objectives of the present research include the following:
O1: Identifying major industry trends that necessitate more attention for innovative performance in the context of SMEs
O2: Tracking the knowledge challenges that SMEs face in their efforts to use external sources of knowledge
O3: Discovering the knowledge-based capacities that SMEs require to tackle these challenges
O4: Clarifying the infrastructures and processes associated with absorptive and disseminative capacity at both intra and inter-organisational levels
Having thoroughly reviewed different research philosophies, interpretivism was selected as the dominant philosophy in this research. The interpretivist approach considers reality to have a social and multiple nature. Ontologically speaking, relativism is highlighted in an interpretivist approach towards research, where phenomena cannot be understood through single interpretations, and in which endeavours are made to reach a deep understanding of the subject under study in its very specific setting (Creswell, 2012). Interpretivism takes a relativist position, treating reality as subjective and responding to the probability of variation from person to person (Guba & Lincoln, 1994, p. 110). In addition, human senses influence the perception of reality. In fact, man’s consciousness gives meaning to the phenomena (Crotty, 1998, p. 43). Because knowledge absorptive capacity is affected by social interactions between individuals in SMEs, values and beliefs play an important role in knowledge absorption and dissemination. In other words, knowledge absorption and dissemination are based on social interactions of the individuals and are thus context-specific. 
Due to the diverse cultural backgrounds of the individuals engaged in knowledge absorption and dissemination processes and the consequent impact of their personal beliefs and values on the meanings ascribed to such processes, an interpretivist philosophy is required to achieve a framework that fully depicts the prerequisites, core dimensions, and related processes of knowledge absorptive and disseminative capacity within these organisations. The reasons for rejecting other philosophies in this research are presented in the methodology section. Having said thisHaving

Epistemologically speaking, interpretivists believe that knowledge is gained through a strategy that ‘respects the differences between people and the object of natural science and therefore requires the social scientist to grasp the subjective meaning of social action’. Interpretivists do not generally begin with a theory; rather, they ‘generate or inductively develop a theory or pattern of meanings’ throughout the research process (Al Riyami, 2014, p. 413).
To develop an interrelated framework of the small firm’s inter- and intra-organisational knowledge sharing, this research takes a qualitative, inductive approach. Based on the Glaserian approach to grounded theory, interviews were conducted with managers of a large insurance firm and selected small firms operating under its brand (as its sales network) in Iran. Data gathering and analysis was carried out using qualitative interviews and a focus group meeting of managers and industry experts. 
In parallel with data gathering, the data were analysed through constant comparison coding. This enabled the identification of major industry trends and knowledge challenges in this field. To deal with the extracted knowledge challenges, knowledge-based capacities were developed. Finally, in the focus group, the participants revised and finalised and categorised the list of mechanisms and pre-requisites of knowledge absorptive and disseminative capacities, and their relationships were discussed.  
[bookmark: _Toc502577197][bookmark: _Toc9852752][bookmark: _Toc24748321] Contributions
Despite numerous studies of knowledge absorption, Limaj and Bernroider (2017) believe that the concept remains elusive, specifically in the context of SMEs, despite the necessity of adapting to rapid changes of the market, using their limited resources (p. 2).
In addition, the context in which this research is carried out – Iran, as a developing country – is rather underexplored as the previous literature tends to focus on developed countries. Thus, a qualitative approach was selected for this work so that contextual factors that could affect the findings and add to the novelty of the research could be included.
Of equal importance is the explanatory framework developed for the present study, as this aims to clarify the concept of knowledge-absorptive capacity through the lens of practicality. This is achieved by separating the dimensions of absorptive capacity, giving specific attention to the underlying mechanisms and prerequisites in each dimension. Finally, this research signifies the inter-relationship between absorptive and disseminative knowledge capacities. 
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The upcoming chapters in this dissertation are structured in seven distinct chapters, as follows:
Literature review: Due to the pervasiveness of KM issues and practices, this study seeks to cover as much of the related literature as possible to ensure a comprehensive understanding of the theoretical foundations of the research topic. The literature review section thus consists of three distinct chapters, each focusing on a specific area. The second chapter discusses the concept of knowledge and KM. The third chapter concerns the notion of knowledge-absorptive and disseminative capacity, with a review of the significance of these issues, including some of the frameworks, conceptual models, and outcomes of generating such capacities. The last part of the literature review, Chapter 4, covers the notion of SMEs, as the specific context of this study, elaborating on the distinctive features of such firms and the significance of absorptive and disseminative capacities in the face of severe resource limitations with which SMEs are faced, in contrast to their larger counterparts.
Methodology: Chapter 5 articulates the dominant research philosophy (interpretivism). In addition, its ontological (relativism) and epistemological (subjectivism) underpinnings are discussed, with support provided for the methodological choices of this study, based on the research onion model initially developed by Saunders et al. (2003, 2012, 2017). It also justifies the choice of qualitative research and grounded theory and explains why this strategy seems appropriate, despite multiple studies having already focused on knowledge-absorptive capacity in SMEs. In addition, there is an explanation for the procedures and rationale for adopting the Glaserian approach to data collection and analysis through constant comparison, qualitative interviews, and focus group meetings. The chapter ends with a schematic representation of the steps taken in this phase.
Findings: As the name suggests, Chapter 6 covers the outputs of the data collection and analysis. The data are gathered qualitatively, in three phases, through unstructured and semi-structured interviews, and a focus group meeting. The first phase aims to develop an overview of the insurance industry, including the generation of major industry trends that directly or indirectly affect the ability of SMEs to absorb and apply external knowledge into their daily routines. In the second phase, the interviewees are asked about the knowledge challenges that face their firms, as well as the knowledge-based capacities required to tackle these challenges. Finally, a focus group meeting is held, where the respondents attempt to finalise the knowledge-based capacities identified in the previous stage, as well as grouping the capacities as appropriate, with specific focus on their distinctive nature (i.e., prerequisites versus main processes of knowledge absorption and dissemination). Detailed discussion of the steps taken in each phase is also provided.
Discussion: As the heart of this study, the discussion chapter (Chapter 7) deals with the logical and theoretical elaborations of the findings. This includes supporting the categoriation of the capacities so as to develop distinct sets (dimensions) that ultimately form the explanatory framework of the research and comparing the framework with the existing literature. 
Conclusion: The final chapter (Chapter 8) provides a summary of the major findings, contributions made in this research, and practical implications of the present study for managers and organisations. The chapter ends with a subsection that reviews the limitations of the study and areas for possible extensions of the work.



[bookmark: _Toc502577199][bookmark: _Toc9852754][bookmark: _Toc24748323]2 Knowledge management (KM)

[bookmark: _Toc502577200][bookmark: _Toc9852755][bookmark: _Toc24748324]2.1 Introduction
‘In an economy where the only certainty is uncertainty, the one sure source of lasting competitive advantage is knowledge … successful companies are those that consistently create new knowledge, disseminate it widely … and quickly embody it in new technologies and products’ (Nguyen, 2017, p. 1).
As Jucevicius et al. (2017) suggest, due to environmental turbulence and increasing socio-economic challenges, organisations inevitably need to reshape their attitudes and behaviours to guarantee their survival. Furthermore, they must increase their level of intelligence and responsiveness to external trends and forces to stay competitive by defining their goals and objectives wisely, developing value networks with strategic partners, adopting an active approach to their operations, fostering a pro-innovation culture, and encouraging organisational learning at all levels (p. 1). Similarly, Wang and Han (2011) argue that a set of factors and issues must be considered when firms decide to engage more in innovative activities to reap the results, including relational learning and establishing ties with other firms (p. 803). 
Under these circumstances and in a world characterised by ever-increasing complexity and rapid changes, alternative sources of knowledge and innovation are crucial to helping organisations upgrade their processes, develop novel solutions, and effectively generate critical success factors (CSFs) (Liao et al., 2010). Moreover, activities in favour of innovative performance such as shared learning and knowledge exchanges can be carried out at various levels, ranging from group and organisational to inter-organisational contexts, all of which require the development of a cooperative culture that ultimately results in improvements in knowledge capacity of the firm (Wang & Han, 2011, p. 803). Indeed, the significance of such external knowledge has been frequently cited since the 1980s (Escribano et al., 2009). Similarly, various scholars have viewed knowledge as a key source of economic and social development. In support of this viewpoint, Asrar-ul-Haq and Anwar (2016) describe knowledge as an integral part of organisational operations, paving the way to developing sustainable competitive advantage for firms when numerous external and internal pressures are being imposed on them. As such, organisations are obliged to establish an appropriate organisational architecture to support KM activities and effectively implement knowledge (Obeidat et al., 2017, p. 2).
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Historically, the first definition of knowledge was proposed by Plato (427-347 B.C.), as ‘justified true belief’ (White, 1976) (Figure 2.1).
Propositions

Truths
Knowledge
Beliefs



[bookmark: _Toc12266705]Figure ‎2.1 A philosophical view of knowledge
Meanwhile, it should be noted that although the concept of knowledge has its roots in ancient times, coming to a definite understanding of it has never been easy and the discussions aiming to find a comprehensive explanation are ongoing. In fact, many scholars tend to direct their efforts towards defining KM, rather than knowledge, for the very same reason (Hansen et al., 1999). However, this does not overshadow the significance of knowledge in helping businesses to stay competitive, especially during the past few decades (Camisón and Forés, 2010). For a clearer picture, a glance at some of the most cited definitions is helpful.
Davenport and Prusak (1998, p. 5) describe knowledge as, ‘a fluid mix of framed experience, contextual information, values and expert insight that provides a framework for evaluating and incorporating new experiences and information’. Here, the concept of knowledge can be explored using two separate approaches: (1) a content-based perspective, where knowledge is a mixture of experiences, understanding and value systems and (2) a contextual perspective, in which knowledge is formed as a framework to assess and implement new sources of understanding.  Such an approach highlights the dynamic nature of knowledge, with specific focus on the role of knowledge quest as a building block of knowledge itself. 
In his knowledge theory, Grant (1991) names knowledge as the most priceless organisational asset. In the same vein, Bhatt (2000) states that knowledge is vital for firms to reach their pre-determined goals. Interestingly, multiple scholars (e.g., Afiouni, 2007; Gorman, 2002; Valentim et al., 2015) confirm the importance of knowledge as a strategic organisational resource that results in improved skills and capabilities and creates value for the firm regardless of the type of knowledge explored: in effect, explicit knowledge – which is formal codified knowledge that can be stored and transmitted – or implicit knowledge, as an output of one's learning which is not easily expressed and exchanged. Drucker (1998) refers to knowledge as an accumulation of information that paves the way for both individuals and organisations to gain increased levels of effectiveness, a definition that reflects individual and organisational dimensions of knowledge in parallel. Similarly, for Al-Yahya and Farah (2009), knowledge is subjective in nature. They state that knowledge is difficult to imitate and not easily replaceable, as it is posited in the minds of the individuals (Elhag & Ahmed, 2017, p. 174).Finally, Obeidat et al. (2017) assert that knowledge is a compilation of experience, thoughts, and insights originating from the context in which it is developed, acting as a tool with which to reach organisational objectives and offer its promised value (p. 6). 
Based on the above discussions and the specific objectives of the present study, knowledge is seen here as a two-dimensional phenomenon, comprising both content and context. This is comparable to the definition of knowledge provided by Davenport and Prusak (1998). From a content-based point of view, knowledge is a combination of information and experiences. In contrast, the contextual dimension mostly entails culture, value systems, preferences, and so on, which shape a framework for assessing current and new know-how to be applied in the organisational operations. The dual nature of knowledge in this definition highlights the role of individuals in knowledge processes because, on one hand, their personal preferences, culture, and values are integral to organisational knowledge. On the other hand, such concepts act as an index for evaluations and decisions made about existing knowledge, as well as the acquisition and implementation of alternative sources of knowledge. This is more prominent in SMEs where the mental model of the founder/manager is a determining factor for knowledge-related initiatives and practices. It is also in line with subjectivism, the epistemology of this research (as explained in the methodology chapter), which states that individuals may have various understandings in their minds of the same phenomenon, but reality is constructed by the collective ideas of the participants. Thus, it can be logically concluded that knowledge has its roots in the cultural and historical contexts in which it is created (Crotty, 1998). 
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· The data, knowledge, information, and wisdom model (DIKW)
Before proceeding to more detailed discussions of knowledge and its management at the intra- and inter-organisational levels, a distinction should be made between knowledge, information, and data. In simple terms, ‘data’ are pieces of facts and realities about a given topic that can be fed into our brain by our five senses and processed there. When meanings are ascribed to data, ‘information’ is created (Spek & Spijkervet, 1997). Similarly, Choo et al. (2000) and Davenport (1997) state that, in contrast to data (simple messages), information is complex because it is refined data and contains relationships and is purposeful.In contrast, knowledge is understood as a map of the subjective world: an individual picture; a collection of experiences, values, norms, insights, and so on that are presented in one's mind through a complex constellation of relationships. Knowledge emerges as a result of the combination of ideas, expectations, and information in logical patterns. Nonaka and Takeuchi (1995) state that knowledge and information are, from a managerial perspective, fundamentally different, since knowledge takes a more abstract and explicit form, whereas information is more easily transferred and categorised due to its objective nature (Elhag & Ahmed, 2017, p. 174). In addition, Belso-Martine et al. (2016) consider the role of mutual learning and social interactions that take place among collaborating parties in the process of knowledge transfer as a thoughtful accumulation of information – unlike information, which is defined as a body of messages (p. 312). Another related concept to be highlighted here is wisdom. ‘Wisdom’ is defined as a person's or a firm's ability to use the insights gained from thorough understanding of different aspects of a phenomenon and simplify the complexities to facilitate the process of decision-making. Thus, it is reasonable to claim that people and firms are helped to boost their wisdom by the existence of a supportive culture that encourages organisational learning, appropriate leadership styles, collaborative knowledge behaviours, experience, and positive individual traits (Bierly et al., 2000).One of the most famous frameworks of the relationship between data, information, knowledge, and wisdom is the DIKW proposed by Ackoff (1989). To him, the DIKW hierarchy visualises the path from ‘know nothing’ (data) to ‘know what’ (information) to ‘know how’ (understanding) to ‘know what is best’ (wisdom) (Figure 2.2).
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[bookmark: _Toc12266706]Figure ‎2.2 The understanding model of DIKW (Rowley, 2007)
Despite the popularity of the Ackoff (1988) model among scholars such as Nonaka (1991) and Rowley (2007), others – such as Fricke (2009) – criticise it not only conceptually for its inefficiency in depicting the relationship among data, information, knowledge, and wisdom, but also methodologically. Fricke (2009) refers to information and knowledge as weak knowledge, in contrast to wisdom, which is the ‘possession and use of wide practical knowledge’ (p. 137). Meanwhile, such criticisms do not overshadow the impact of the DIKW model in providing a better insight into the proposed concepts. 
A major distinction between data, information, and knowledge, on one hand, and wisdom, on the other, is their different time orientations – with the former focusing on past and the latter looking forward in time. In addition, data are raw blocks that are combined to become information. The relationship between these blocks is termed ‘information’, which forms ‘knowledge’ when selected appropriately. In fact, knowledge aims to describe the patterns that arise from past experiences. Finally, wisdom results in improved efficiency by perpetually incorporating knowledge into analytical processes to lead the future decisions of the enterprise. Another notable feature of the DIKW model is that it shows how learning occurs through the firm's journey from data to wisdom, through constant interactions between actions and refinement: a path from experience to novelty.
· Knowledge layers (knowledge chain) model
Likewise, Gonzalez and Martins (2017) speak of the necessity of understanding of layers of knowledge (knowledge chain) and propose that such a chain is comprised of ‘a flow consisting of data-information-realisation-action/reflection-wisdom’ (Figure 2.3) (p. 249).
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Despite varying classifications, there is a widely accepted typology in which knowledge is seen in two major forms: tacit or explicit. While the former tends to have more subjective traits which make its transfer rather difficult, the latter is exchanged more easily. This gives explicit knowledge an additional tinge of communicability through KM systems. Yet, tacit knowledge still poses serious problems for codification because it is mostly rooted in the context of the firm, as well as the attitudes and value systems of the holders (Elhag & Ahmed, 2017, p. 174). Nonaka (1994) explains that, since tacit knowledge is laid within the minds of the individuals, it is to a certain degree unconscious, which makes its diffusion difficult, as in some situations the person himself is unaware of it. In contrast, explicit knowledge is easily expressed and can be distributed between parties through means of codification, de-codification, and verbalisation in interpersonal interactions. Tacit knowledge is a multidimensional concept, comprised of both cognitive and technical ingredients. Unlike the cognitive side, which entails a person's beliefs, values, attitudes, and insights, the technical side is more solid in nature and captures skills and practices arising from one's experience in a specific situation (Alavi & Leidner, 2001). For instance, a sales manager that works in the insurance industry may over time develop a good knowledge of customer needs with respect to insurance packages, thus developing his ability to personalise his service packages for them more effectively than his competitors who lack such knowledge. Furthermore, he can share this knowledge with his colleagues through formal or informal networks via the systematic use of documents, figures, and images. In their knowledge conversion model, Nonaka and Takeuchi (1995) explain that, for tacit knowledge to be transferred, it must be codified and externalised. Meanwhile, a major criticism of this model is that it ignores the fact that knowledge externalisation does not necessarily result in its comprehension and implementation by the receiver (Cook & Brown, 1999). 
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A review of various conceptualisations of knowledge uncovers two different approaches: static and dynamic perspectives. In the static view, it is thought that knowledge can be stored in the organisation by means of IT infrastructures. In contrast, the dynamic view is based on the premise that knowledge is an abstract concept, a mental state that enables firms to improve their performance through experience. Later, in Chapter 3, these two outlooks will be explored in the context of absorptive capacity. For the time being, knowledge can be viewed as a firm's ability to modify and improve its practices with the help of strategic know-how. Table 2.1 presents a summary of these different perspectives.
[bookmark: _Toc502577786][bookmark: _Toc502639259][bookmark: _Toc502653739]From a different viewpoint, Mabey and Zhao (2017) are concerned with the negative impact of KM mechanisms on knowledge practices. These scholars argue that KM procedures tend to be based on a hierarchical approach, which creates a sense of distrust among the parties and increases the difficulty with managing such exchanges. To solve this problem, businesses should pay attention to the characteristics of knowledge. These scholars state that, according to the knowledge-based view (KBV) of the firm, the inherent traits of knowledge reflect its role in attaining competitive advantage. Thus, in addition to the endeavours made to expand the knowledge repository of a firm, the actual implementation of such knowledge within its everyday practices is of equal importance. This becomes critical in industries characterised by a high degree of reliance on knowledge. 
Table 2.1 Different Perspectives on Knowledge (Alavi & Leidner, 2001)
	Perspective
	Description
	Reference

	Processed information 
	Information turns into knowledge when it is appropriately processed, based on the individual's needs. Thus, KM can be defined as the process of acquiring, digesting, and implementing knowledge in decision-making.
	Dreske (1981); Machlup (1983); Vance (1997)

	State of mind (cognitive state) 
	Knowledge is a mental state, resulting from past experience or learning. KM activities are aimed at improving one's capacity to excel through intelligent use of information.
	Schubert et al. (1998) 

	Object 
	Attributing a physical identity to knowledge means it can be stored as a commodity. Based on this, KM is mainly responsible for handling knowledge stocks.
	Carlsson et al. (1996); McQueen (1998); Zack (1998) 

	Process
	Creating knowledge involves a combination of learning and acting. In this view, KM consists of a series of actions to create and share the know-how.
	Carlsson et al. (1996); McQueen (1998); Zack (1998) 

	Condition 
	A precondition to gain knowledge is to have access to information. KM is thus described as the process of organising and managing such content.
	McQueen (1998) 

	Capability 
	Knowledge is meaningful when it influences actions. KM aims to generate and increase the ability to comprehend and use strategic know-how. 
	Alavi & Leidner (2001) 


Another issue that requires focus is the distinction between explicit and tacit knowledge. While the former incorporates documentation and communication through words and graphics, the latter takes on a more subjective nature and is deeply rooted in the context, which in turn makes its transfer and comprehension difficult and strongly dependent on the willingness and motivations of the sender and receiver to engage in knowledge cooperation. Also, knowledge is developed not abruptly but in a sequential form, starting from development and proceeding through collecting, organising, and acting, based on the Kolb (1984) theory of experiential learning. For these stages to be reached, the firm needs appropriate mechanisms and procedures to facilitate interactions between individuals. In fact, crucial to achieving objectives is harmony between the different organisational components – including culture, IT systems, and HR practices (p. 40-41). 
[bookmark: _Toc502577206][bookmark: _Toc9852761][bookmark: _Toc24748330]2.5 Knowledge management (KM)
As the name suggests, ‘knowledge management’ is composed of various activities which collectively lead to the management of knowledge resources, regardless of their intrinsic variations. Such activities improve the overall intelligence of the firm, since they facilitate access and sharing of knowledge among the parties. It also results in the actual application of ideas gained from different stakeholders for refining organisational performance (Elhag & Ahmed, 2017). 
KM initiatives emerged mostly as companies sought to achieve an agile structure by outsourcing aspects of their services and activities. As a result, they began to operate with fewer employees, and the merging and acquisitions made companies conscious of the need to protect intellectual assets in the face of potential loss of knowledge-based employees (Nunes et al., 2006). As mentioned earlier, KM is a broad concept and comes from various disciplines, including psychology, sociology, economics, engineering, computer science, and business management (Nonaka & Teece, 2001). Despite the general consensus on the role of IT systems in managing knowledge, it should be noted that KM includes more than a limited hardware-based view and entails learning through social mechanisms. For this reason, it has evolved from a simple personal asset to a multi-dimensional organisational resource (Lloria, 2008). 
Under the current circumstances, characterised by increasing reliance on knowledge as a source of competitive advantage, organisations' mental paradigms are shifting towards intellectual assets and away from the physical. This has given rise to KM practices that are believed to help organisations reach higher levels of innovation, effectiveness, and sustainability (Wong &  Aspinwall, 2005). KM thus applies numerous practices and procedures to develop, distribute, and internalise knowledge as a basis for performance improvement through opportunity identification and value creation (Lloria, 2008). 
The main characteristics of knowledge-intensive companies (as opposed to labour-intensive or capital-intensive) are described by Nunes et al. (2006) in the following specifications, as defined before by Alvesson (1995):
· Less dependency on capital and high reliance on professional employees with high educational levels
· Innovation and creativity considered to be organisational culture
· Production is not often standardised
· Problem-solving is the main approach for managing the organisation
· A strong reliance on tacit knowledge in networks and customer relationships
· An emphasis on the importance of personnel loyalty
[bookmark: _Toc502577207][bookmark: _Toc9852762][bookmark: _Toc24748331]2.5.1 Different approaches to knowledge management (KM)
During the past few years, fundamental changes such as increased reliance on IT systems and globalisation have reshaped business structures in new ways. In addition, growing complexity and diversity in customer needs, as well as shorter life cycles of products and services, are threatening business survival. Therefore, investing in organisations' ability to learn and boost their performance is of paramount importance. Surprisingly, however, many organisations have not been successful in developing KM systems that warn managers of such deficiencies and possible hazards for their businesses. This requires a comprehensive approach to KM, where various organisational disciplines, such as strategy, technology, and HR are integrated to create a positive atmosphere that eases knowledge creation, transfer, and application (Pancholi & Pancholi 2014, p. 114-115). 
As a result, several perspectives on the creation and management of knowledge, their connections, and differences are discussed in the literature. The classification of these perspectives in the literature is performed by either a technology-based view, which is more codification-oriented and sees knowledge as the act of identifying empirically validated facts and managing them through technology, or an organic view, which is socialisation-oriented and includes people, group dynamics, social networks, and cultural aspects of knowledge. This latter approach is concerned with both tacit and explicit knowledge. 
Up to now, scholars have generated multiple schools of thought. While these originally approached KM from different perspectives, they have more or less diverged in recent years. These frameworks not only better acquaint organisations with KM practices, they also reflect the prerequisites for their successful implementation. Three main schools identified by Earl (2001) are as follows: 
1) The economic school considers knowledge to be an asset, providing a more commercial orientation to protect and exploit a firm’s intellectual assets. It corresponds with the knowledge-measuring approach, which will be discussed below.
2) The technocratic school is defined based on information or management technologies.  
3) The behavioural school considers KM to be managing knowledge holders based on tacit knowledge, similar to the approach of converting knowledge. However, scholars have reached a consensus that those divergent approaches or schools of thought are becoming intertwined to form a universal base (Earl, 2001). 
In the following chapters, these different approaches are compared with ACAP to reach a new perspective of KM.
Lloria (2008) discusses the fundamental studies of the different approaches to the concept of KM. She analysed the literature and arranged the classification of different approaches into a continuum, from the more descriptive perspective to the more normative. Her study presents the proposal of Takeuchi (2001) as a basis to show the difference between the perspectives of European firms that attempt to measure knowledge, the perspectives of Japanese firms that endeavour to create knowledge based on tacit understanding, and the American perspective that seeks to manage knowledge based on IT-driven approaches. In this sense, Lloria (2008), relying on the study of Takeuchi (2001), classifies the following different approaches related to the different cultures in which they emerged.
Measuring knowledge. The main idea is to measure knowledge as an intangible asset or as intellectual capital. This approach is seen mainly in European countries for developing indexes and ratios in an effort to provide a complete vision of intellectual capital. For example, the following indexes can be assumed to measure the knowledge assets in an organisation (Lloria, 2008):
· Business development costs as a percentage of total costs
· Percentage of production with regard to launching new products
· Investment in information technologies as a percentage of total costs
· Percentage of employees who work directly with customers
To provide readers with a better understanding, Lloria (2008) distinguishes between two types of organisational capital, namely human and structural. For her, human capital is a constellation of skills, talents, norms, values, culture, and corporate philosophy. It also entails the relationships that the firm develops over time with customers and other players in the value chain. On the other hand, structural capital is focused on firm-specific belongings, such as IT systems, brand names, hierarchical traits – which cannot be taken away from the organisation when employees leave. 
Managing knowledge. Managing existing knowledge using  information systems- (IS) and IT-driven frameworks is the central approach of US companies. Knowledge managers are responsible for the codification and storage of new knowledge in databases, as well as for eliminating that which has become obsolete. However, US companies are beginning to realise the limitations of the IT-driven approach and are increasingly incorporating the human factor into KM (Takeuchi, 2001). 
Knowledge creation (conversion). The idea behind this approach is that knowledge is not simply data or information that can be stored in a computer, but also implies emotions, values, and intuition. In this respect, Japanese companies focus on managing knowledge based on human interactions. This means that everybody in the organisation is involved in organisational knowledge creation, though managers work as knowledge engineers and play an intermediate role in knowledge creation.
[bookmark: _Toc502577787][bookmark: _Toc502639260][bookmark: _Toc502653740]Table 2.2 Different approaches to knowledge management (KM), adapted from Takeuchi (2001) and Lloria (2008)
	Approach
	Origin
	Main Idea
	Focus
	Involved

	Measuring knowledge
	Europe 
	Measuring knowledge as intangible assets/intellectual capital
	Measuring
existing knowledge 
	Experts 

	Managing knowledge
	USA 
	IT- and IS-driven frameworks 
	Managing existing knowledge 
	Knowledge managers 

	Converting knowledge 
	Japan 
	Interaction throughout
the tacit–explicit, forming the spiral for the creation of new knowledge 
	Converting knowledge (tacit–explicit) 
	Everybody
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Choo (2003) compared two influential attempts at a comprehensive framework of KM: the dynamics of knowledge creation, as presented by Nonaka and Takeuchi (1995), particularly the importance of tacit knowledge and its conversion into explicit knowledge; and the knowledge market as presented by Davenport and Prusak (1998), which focuses on the design of organisational processes that enable knowledge codification and transfer. The following sections present these influential approaches to managing knowledge.
Knowledge-conversion model. This approach, proposed by Nonaka and Takeuchi (1995), considers knowledge a dynamic human process of justifying personal belief toward the ‘truth’ (p. 58). The central idea is that knowledge creation is accomplished in organisations through knowledge conversion, with two sets of activities driving the process: (1) the conversion of existing knowledge into new knowledge, and the conversion of tacit knowledge into explicit knowledge and back again; and (2) moving knowledge from the individual level to the group, organisational, and inter-organisational levels. The process grows like a spiral through the interaction and conversion between tacit and explicit knowledge and between different levels of the organisation. Figure 2.4 expresses the four different processes of this conversion.
· Socialisation: Tacit knowledge can be transferred through personal interaction.
· Externalisation: Tacit knowledge can be codified and then made accessible by a number of people. 
· Combination: Explicit knowledge can be combined to create new codified knowledge.
· Internalisation: Codified knowledge should be learned and understood by individuals or groups.
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Knowledge market. Davenport and Prusak (1998) define knowledge as a fluid mix of framed experience, values, contextual information, and expert insight, which provides a framework for evaluating and incorporating new experiences and information. It originates and is applied in the minds of knowers. In organisations, it often becomes embedded not only in documents or repositories, but also in organisational routines, process, practices, and norms. To these scholars, both the content and context of knowledge are critical for effective use of KM practices. They believe that knowledge agents are divided into buyers (individuals or firms with knowledge deficiencies), sellers (those believed to possess considerable insight into a topic of interest), and brokers in charge of establishing connections between these two groups. Meanwhile, the notion of trust becomes very important in knowledge markets because it acts as a strong facilitator of knowledge exchange.‌ The authors note that any organisation that wishes to stand out in KM needs to perform extremely well in the processes of knowledge generation, codification, and transfer (Choo, 2003).
Davenport and Prusak (1998) explain that knowledge generation refers to activities that increase the stock of organisational knowledge through the following modes: 
· Acquisition by hiring individuals, buying another organisation, or renting/leasing external knowledge 
· Dedicating resources by establishing units that undertake research and development 
· Assigning different individuals and groups with different specialisations and perspectives to work on a problem or project 
· Adaptation by responding to new conditions in the external environment, with employees acquiring new knowledge from external resources
· Building networks of people who share common work interests and who are motivated to exchange their knowledge in a self-organising network
Since organisations behave as knowledge markets, they should create an infrastructure for knowledge sharing to identify and manage its barriers. Davenport and Prusak (1998) identify eight barriers to the sharing of knowledge between people and groups in an organisation: (1) a lack of trust; (2) different cultures, vocabularies, and frames of reference; (3) a lack of time and meeting places; (4) status and rewards for knowledge-owners; (5) a lack of absorptive capacity in recipients; (6) the belief that knowledge is the privileged possession of particular groups; (7) the ‘not-invented-here’ syndrome; and (8) intolerance of mistakes or the need for help. They also state that the culture of the organisation has the biggest impact on knowledge sharing (Choo, 2003).
Knowledge asset (the i-Space). Boisot (1998) presents the information space or the ‘i-Space’ framework as a three-dimensional conceptual model for understanding the dynamics of knowledge flows in an organisation. The dimensions of the i-Space are codification, abstraction, and diffusion. The more that knowledge is codified and abstracted, the more diffused it becomes. 
Codification gives form to the phenomena through the processes of generating conceptual categories that shape the arrangement of units. Boisot (1998) states that the process of codification can be more (or less) difficult and problematic, depending on the distinctive attributes associated with a phenomenon. As a phenomenon is formed by codification, abstraction gives it structure to become more conceptual and non-local knowledge. Boisot (1998) presents it in the i-Space by an axis between the degree of concreteness of knowledge and the degree of abstraction of knowledge. While the abstraction refers knowledge to general concepts, at the concrete end of scale, knowledge is essentially perceptual and local and applicable in specific situations. On the other hand, diffusion refers to the degree of information accessibility by individuals and groups.
Boisot (1998) also describes the social learning cycle in the i-Space model. As data and information are concrete, un-codified, and not diffused at the initiating point, scanning patterns and the identification of threats and opportunities must begin with fuzzy content to achieve more insight. The processes of giving structure and coherence to such insights then takes place, which represents the problem-solving phase of codifying knowledge. In the third phase, abstraction seeks to generalise the application of newly codified insight to a more general situation. Hence, the diffusion of well-codified and abstract content would be facilitated for sharing knowledge with a target population. After that, absorption helps an organisation to apply the newly created insight to different situations in a pattern of learning-by-doing or a learning-by-using. In this respect, absorption helps to guide the application of the codified insight in particular circumstances. Finally, the impacting or embedding of abstract knowledge in concrete practice takes place in artefacts, technical, or organisational rules or in behavioural practice. Figure 2.5 describes the six phases of the social-learning cycle in the i-Space framework.
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Pancholi and Pancholi (2014) developed the ‘5-A Knowledge Management Framework’, which comprises the concepts of ‘access’, ‘apply’, ‘acquire’, ‘assess’, and ‘assimilate’ to help organisations to gradually initiate KM. The framework focuses on measures such as knowledge creation, application, and distribution, as well as the subcomponents of each element: organisational structure, delegation, change management, knowledge recycling, training, motivational systems, technology, trusting culture, and integration of daily decisions into the new knowledge (Figure 2.6). Better access to knowledge is provided when processes for searching and locating new knowledge are facilitated by means of push and pull technologies. In addition, the organisational structure and atmosphere should support knowledge exchanges (i.e., encouraging employees to engage more in such activities and to apply their knowledge into everyday routines). Of paramount importance is the development of organisational memory to enable the firm to avoid knowledge loss. At the same time, current knowledge should be constantly evaluated to ensure it meets the knowledge needs of the organisation. Finally, appropriate infrastructures should be developed to preserve knowledge for future use, with specific attention to knowledge refinement, IT, HR, and managerial support (p. 119).
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Similarly, Gonzalez and Martins (2017) refer to the framework developed by Magnier-Watanabale and Senoo (2008), in which variations in organisational traits can affect the success of KM practices and the innovative performance of the firms. These traits are differentiated from KM practices; in effect, the organisation's approach to gaining knowledge, storage patterns, knowledge distribution algorithms, and the incorporation of knowledge (tacit or implicit) into everyday routines (p. 252).
· Structures: The greater the number of levels of organisational hierarchy, the more KM-based encodings are practised. In contrast, organisations with flatter structures tend to engage in knowledge sharing based on interpersonal relationships.
· Membership: This is the employee’s sense of belonging (or lack of) or their relationship with the organisation and how they feel as an organisational member, which has a direct impact on their willingness and effectiveness in KM processes and knowledge sharing.
· Relationship: This refers to the processes through which communication occurs inside the organisation, and it can range from systematic/formal relations to ad hoc/informal relations.
· Strategy: A firm’s strategy – which can take a reactive or proactive form – affects KM processes since it determines the organisation’s tendency to preserve the status quo or take innovative steps to improve performance (p. 253).
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KM covers a vast range of subjects, from integrity to business intelligence; but in general terms, it comprises accessing, transforming, implementing, and safeguarding knowledge (Daud, 2012). Together, these serve as a major source of competitive advantage and sustainable value for firms (Andreeva &  Kianto, 2012). In this regard, Nonaa (1994) points out that sufficient attention should be paid to steps required to effectively incorporate the tacit knowledge of employees, as well as the knowledge that exists beyond a firm's borders.  
Various models of KM have been formulated, which present the different stages and analysis the processes. Different schools of thought in KM describe different knowledge processes and activities and perform different levels of analysis, from individual to inter-organisational, which also propose a variety of knowledge activities. In this respect, Table 2.3 shows the activities extracted from the different perspectives and models in the literature. 
The majority of scholars are in agreement concerning KM activities such as knowledge creation, storage, sharing, and application. Knowledge creation, taking Nonaka's SECI model (socialisation, externalisation, combination, and internalisation) as a broad definition, is about continuous transfer, combination, and conversion of the different types of knowledge, as users practise, interact, and learn. Nonaka and Takeuchi (1995) also explain knowledge creation as the development of new knowledge that is either not available outside the firm or not easily attainable. In the codification approach to KM, knowledge storage is one of the main activities that forms information and knowledge, with technological tools and software techniques making it more reusable. There is general acceptance that knowledge must be circulated and shared to be useful for organisations – in other words, knowledge must be made accessible for different units, groups, or individuals within the firm. Finally, the commercial end of KM is to create value for the organisation by utilising or applying knowledge. 
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	Knowledge-management (KM) activities
	Model references

	1- Collecting information
2- Storing information
	3- Making information available
4- Using the information
	Mårtensson (2000)

	1- Knowledge creation
2- Knowledge storing/retrieval 
	3- Knowledge transfer
4- Knowledge application
	Alavi & Leidner (2001)

	1- Knowledge acquisition, creation, and construction  
2- Knowledge articulation and sharing
3- Knowledge repository updating
	4- Knowledge diffusion, access, and dissemination
5-  Knowledge use
6- Knowledge revision
	Rowley (2001)

	1- Knowledge creation
2- Mobilisation
	3- Diffusion
4- Commoditisation
	Birkinshaw & Sheehan (2002)

	1- Knowledge acquisition
2- Knowledge creation
	3- Knowledge storage
4- Knowledge retrieval
	Freeze & Kulkami (2007)

	1- [bookmark: _Hlk502597021]Knowledge creation
2- Knowledge acquisition
3- Knowledge retention
	4- Knowledge sharing
5- Knowledge utilisation
	Nayir & Uzunçarsili (2008)

	1- Knowledge creation/acquisition
2- Knowledge refinement
3- Knowledge storage
	4- Knowledge transfer/sharing
5- Knowledge utilisation
6- Organisational performance
	King (2008a)

	1- Knowledge identification
2- Knowledge gathering
3- Knowledge organisation
	4- Knowledge storage
5- Knowledge distribution and sharing
6- Knowledge utilisation
	Akhavan & Heidari (2008)

	1- Accumulate
2- Evaluate
3- Disseminate
	4- Improve
5- Protect
6- Apply
	Meher & Mahajan (2016)

	1- Identification
2- Preservation
	3- Preservation
4- Update
	Oufkir et al. (2017)



[bookmark: _Toc502577790][bookmark: _Toc502639263][bookmark: _Toc502653743]Some other aspects of KM also have been addressed by scholars, such as knowledge acquisition, assessment, and transformation. Knowledge acquisition includes the efforts made by the firm to access the valuable knowledge in the external environment. On the other hand, knowledge assessment refers to measuring the value of internal and external knowledge based on its applicability in current processes. Finally, knowledge transformation entails the changes that need to be made in existing and new knowledge stocks as a prerequisite for their effective implementation. A major tool in this regard is ‘active forgetting’, or intelligently giving up obsolete routines and procedures, or in simple terms, forgetting the knowledge that no longer helps the organisation to achieve its goals. Such a capability is essential in organisational learning, as it calls for a critical approach to the firm's knowledge (Niri et al., 2009). Table 2.4 describes the selected framework for KM activities and processes. 
Table 2.4 Extracted knowledge management (KM) activities
	Activity/process
	Description
	References

	Knowledge assessment
	How to extract knowledge needs in the organisation and develop relevant strategies to fulfil such needs
	Kreng & Tsai (2003); McElory (1999)

	Knowledge acquisition
	How to gain useful knowledge for the organisation
	Rowley (2001); Freeze & Kulkami (2007); King (2008a)

	Knowledge assimilation
	Actions taken to obtain outside knowledge which is in accordance with the current knowledge
	Zack (1999); Lane & Lubatkin (1998)

	Knowledge forgetting
	Assessing the value of the current knowledge and getting rid of obsolete knowledge
	Niri et al. (2009)

	Knowledge creation/processing/ development/conversion/ transformation
	Developing new knowledge
	Alavi & Leidner (2001); Nonaka & Takeuchi (1995); Wong & Aspinwall (2004)

	Knowledge storage/organising/retrieval
	Organising knowledge into codes so that it can be used over and over
	Davenport & Prusak (1998); Lee et al. (2005)

	Knowledge sharing/distribution/ circulation/transfer
	Facilitating knowledge access at all organisational levels
	Davenport & Prusak (1998); Meyer & Zack (1996);

	Knowledge utilisation/application/ exploitation
	The application of current organisational knowledge with the purpose of creating value
	Rich (1997); Wong & Aspinwall (2004); Lee et al. (2005)

	Knowledge formalisation
	The role of knowledge-based systems and organisational memory to put knowledge into use
	Wolf & Tendron (2014)

	Knowledge store
	Strategy for stockpiling knowledge resources
	Thomas (2006); Andreas & Frank (2016)


[bookmark: _Toc502577210][bookmark: _Toc9852765][bookmark: _Toc24748334]2.6 Knowledge management (KM) and business strategies
Despite their established position in the literature, KM practices in strategic management are still debated due to the sensitivity of the issue and the multiplicity of both internal and external factors that should be taken into account. These items include long-terms vision and goals, SWOT analyses, and the cultural and operational context of the firm; all of which equip the organisations to respond intelligently to abrupt changes within or outside their boundaries, and thus sustain their competitive position within the market (Carlsson & Stankiewicz, 1991).
Nonaka and Takeuchi (1995) refer to the KBV of the firm as an extension of the resource-based view (RBV), stating that the key to developing a sustainable competitive advantage is to invest in resources that are not imitable – at least not easily imitable – by competitors. Due to the tacit nature of knowledge, knowledge resources can serve a firm well in generating appropriate tools in the face of market pressures. It should be mentioned that the current know-how of the organisation does not guarantee long-lasting competitive advantage, as this calls for the revival and refreshment of knowledge assets (Alavi & Leidner, 2001). For the realisation of its objectives, an organisation must improve its ability to make use of alternative sources of innovation from the external environment in its routines and practices (Zahra & George, 2002).
According to Regner (2003), there are two different types of strategy-making for companies: the inductive and the deductive. The former is based on external orientation and exploration activities such as trial and error, use of heuristics, experiments, and informal noticing, while the latter is rooted in exploitation of the current knowledge structure and activities such as formal intelligence, analysis, and the use of standard routines. Regner’s research indicates that strategy development in SMEs is externally oriented and managers should be aware of the environment through customers, competitors, industry consultants, and so on. Managers should also be actively working to explore new technologies and markets. In contrast, strategy activities in large organisations are typically internally oriented and confined to the existing knowledge structure of the organisation and the industry. The predominant feature of these strategy activities is a focus on exploitation and they are better defined and closer to the prevailing strategy, which corresponds to the industry and the firm’s resources. 
There is a general consensus that strategic advantage can come from knowing more than competitors. However, the link between organisational capability and learning and strategy development remains under-researched. Zack (1999) provides a ‘Knowledge Strategy Planning’ (KSP) framework with which to make that link, and he recommends that organisations perform a knowledge-based analysis of strengths, weaknesses, opportunities, and threats (SWOT) to identify the knowledge required to support the organisational strategy. KSP has been considered useful for connecting the visions and general strategies of an organisation with its knowledge strategies. The gap between what a firm must do to compete and what it actually does represents its strategic gap. As suggested by Zack (1999), this should be addressed by closing the gap between what the firm knows and what it must know to execute its strategy, as is shown in Figure 2.7. 



What firm can do
What firm must know
What firm must do
Strategic Gap


Knowledge Gap

What firm know





[bookmark: _Toc502577590][bookmark: _Toc502639221][bookmark: _Toc502653701]Figure 2.7 The link between business strategies and knowledge strategies (Zack, 1999)
According to the model proposed by Zack (1999), the process of developing a knowledge strategy using KSP consists of six stages: 
1. Extracting the strategic business objectives of the organisation 
2. Addressing key success factors (KSF) that support the organisation in trying to achieve the objectives
3. Identifying the key knowledge that is critical for achieving the objectives and supporting KSFs
4. Evaluating the effects of key knowledge on KSFs in current and future situations
5. Evaluating the current situation and defining the desirable situation regarding key knowledge
6. Identifying the executive plans for achieving the desirable situation and linking knowledge strategies to strategic goals
[bookmark: _Toc9852766][bookmark: _Toc24748335]2.7. Summary
This chapter aimed to depict the significance of knowledge and its associated processes as a source of competitive advantage for firms in environments characterised by uncertainty and increasing turbulence. In simple terms, knowledge can be defined as a mixture of experiences, values, and insights that are tightly context-specific, serving as a basis for assessing a firm's operations and procedures. Due to the strategic nature of knowledge for organisations, various frameworks have been developed to explore the concept, including DIKW and knowledge chain. It is also noted that knowledge is divided into explicit (more easily codified and exchanged) and implicit (subjective and difficult to translate into transferrable content). Another issue investigated in this chapter is the different perspectives of knowledge, ranging from attributing a physical identity to knowledge to more cognitive approaches, such as a state of mind or capability.
In a similar vein, KM and related frameworks were explored. Borrowing from different disciplines such as business, IT, economics, and so on, KM includes mechanisms that facilitate knowledge access, refinement, retrieval, and implementation. In this regard, models such as knowledge conversion (Nonaka & Takeuchi,1995), knowledge market (Davenport & Prusak, 1998), the i-Space (Boisot, 1998), and 5A (Pancholi & Pancholi, 2017) are some of the most cited frameworks. The following key points have been extracted in a review of the KM literature: 
· KM is an interdisciplinary concept emerging in various disciplines, including psychology, sociology, economics, engineering, computer science, and business management (Nonaka & Teece, 2001). 
· Business strategies need KM initiatives to be accomplished, such as when companies aim to achieve an agile structure by outsourcing parts of their services and activities, or when they adopt ‘merge and acquisition strategies’ that make companies aware of the need to protect intellectual assets in the face of threats such as the loss of their knowledge workers (Nunes et al., 2006).
· Knowledge is an asset for companies, and it has evolved from a simple personal asset to a multi-dimensional organisational resource (Lloria, 2008).
· From an asset-based point of view, knowledge is presented as human capital – including skills, talents, norms, values, culture, and corporate philosophy. Such capital develops over time, with customers and other players in the value chain. It is also seen as structural capital that focuses on firm-specific belongings, such as IT systems, brand names, hierarchical traits, and so on, which cannot be taken away from the organisation when employees leave. 
· KM aims to help organisations develop their ability to learn and reach higher levels of innovation, effectiveness, and sustainability (Wong &  Aspinwall, 2005).
· The technology-based view of KM is more codification-oriented and sees knowledge as the act of identifying empirically validated facts and managing them through technology in comparison with the organic view, which is socialisation-oriented and includes people, group dynamics, social networks, and cultural aspects of knowledge (Pancholi & Pancholi, 2014).
· Multiple schools of thought are proposed by scholars approaching KM from different perspectives. Such multiplicity better acquaints organisations with KM practices and enables them to picture the prerequisites of their successful implementation. Three main schools in this regard as identified by Earl (2001): 1) the economic school, which considers knowledge an asset and represents a more commercial orientation to protect and exploit a firm’s intellectual assets; 2) the technocratic school, which is defined based on information or management technologies; and 3) the behavioural school, which considers KM to be managing knowledge-holders based on tacit knowledge. However, these divergent approaches or schools of thought are becoming intertwined to form a universal base (Earl, 2001). 
· In the knowledge-conversion model, the process grows like a spiral through the interaction and conversion between tacit and explicit knowledge and between different levels of the organisation (Nonaka & Takeuchi, 1995), including, 1) socialisation, in which tacit knowledge can be transferred through personal interaction; 2) externalisation, where tacit knowledge can be codified and then made accessible by a number of people; 3) combination, aimed at combining explicit knowledge to create new codified knowledge; and 4) internalisation, in which codified knowledge is learned and understood by individuals or groups.
· The social learning cycle in the i-Space model (Boisot, 1998) is another key KM framework from the literature, which provides a three-dimensional conceptual model for understanding the dynamics of knowledge flows (codification, abstraction, and diffusion). The more that knowledge is codified and abstracted, the more diffused it becomes. While the abstraction refers knowledge to general concepts, at the concrete end of scale knowledge is essentially perceptual and local and applicable in specific situations. Diffusion refers to the degree of information accessibility by individuals and groups. These dynamics of knowledge flow in an organisation through the following: 1) scanning patterns and opportunities to achieve more insight; 2) codification to give structure and coherence to enable such insights take place, representing the problem-solving phase of codifying knowledge; 3) abstraction, which tries to generalise the application of newly codified insight to a more general situation; 4) diffusion to facilitate well-codified and abstract content to be shared with a target population; 5) absorption, which helps an organisation to apply the newly created insight to different situations in a learning-by-doing or a learning-by-using pattern; and 6) implementing of abstract knowledge into concrete practice, which takes place in artefacts, technical or organisational rules, or behavioural practice.
· Barriers to knowledge sharing (Choo, 2003) include 1) a lack of trust; 2) different cultures (the biggest impact), vocabularies, and frames of reference; 3) a lack of time and meeting places; 4) status and rewards for knowledge-owners; 5) a lack of absorptive capacity among recipients; 6) the belief that knowledge is the privileged possession of particular groups; 7) the ‘not-invented-here’ syndrome; and 8) intolerance of mistakes or the need for help. 
In addition, a review of literature revealed that major knowledge activities include the creation, collection, diffusion, retrieval, assessment, forgetting, improvement, and utilisation of knowledge in practical terms. Finally, it was found out that KM is strongly tied to and interrelated with strategic management concepts such as goal setting, SWOT analyses, and sustainability. This is better understood within the context of the KBV of the firm, where organisations are encouraged to invest in resources that cannot be easily imitated by others. As such, improving organisational capability to deploy alternative sources of competitive advantage, such as external resources, is of paramount importance, giving rise to the concept of absorptive capacity and disseminative capacity, which will be explored in the next chapter. 
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Numerous scholars (including Kogut & Zander, 1992; Gupta & Govindarajan, 1994; Schlegelmich & Chini, 2003; Yamin & Otto, 2004; Inkpen & Tsang, 2005; Ambos et al., 2006; van Wijk et al., 2008) have presented frameworks aimed at assessing knowledge sharing effectiveness, a considerable number of whom have focused on absorptive capacity. This is in line with the volatile circumstances with which businesses are faced, leading them more than ever to reconsider the importance of innovative measures for their survival. Such an awareness is in turn a direct product of their ability to access, transform, and implement knowledge that lies outside their borders. Of equal importance is the role of absorptive capacity in generating dual flows of knowledge from the headquarters to the subsidiaries and vice versa – known as forward and backward transfer, respectively (Ishihara & Zolkiewski, 2017, p. 813-814).
Surprisingly, however, a glance at the previous research reveals that despite the consensus on the significance of knowledge absorption and dissemination, there is still a need (both theoretical and practical) to put knowledge processes in place in SMEs. (As will be discussed later, these processes are inherently different to those in larger firms.) Similarly, such processes have, to a great extent, been analysed from an intra-organisational approach, without substantial exploration of the complex nature of knowledge co-operations from an inter-firm perspective, which signals another gap in the literature (Grandinetti, 2016, p. 160). 
This gains additional significance due to the increasing demand for new sources of innovation enabling SMEs to stay competitive and realise their full potential in the turbulent modern business environment. In fact, strict resource limitations have pushed managers to go beyond traditional organisational resources in their quest for business excellence (Guo & Wang, 2014, p. 258).
According to Grandinetti (2016), RBV proposes that firms develop ties with other players to leverage new strategic network resources so as to achieve sustainable competitive advantage. This is more prominent in the case of SMEs, where resource accessibility is in most cases a major obstacle (p. 159)
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[bookmark: _Toc9852770][bookmark: _Toc24748339] 3.2.1 Dynamic capabilities: concept and origin
Despite the significance of RBV in strategic management, this theory does not deal with the mechanisms necessary to nourish future resources. Likewise, it fails to depict how existing resources could be reshaped to respond to environmental dynamism (Lawer, 2010, p. 22). In a similar vein, RBV does not explain why some organisations excel under current business circumstances characterised by growing turbulence and unpredictable change (Furlan et al., 2018, p. 303). On the other hand, environmental dynamism can pose a serious threat to an organisation unless it is able to cope with such challenges via strategic reconfiguration of its resources, which in turn necessitates the intelligent use of existing and new assets. This requires organisations to develop dynamic capabilities as the core of their strategies, since such capabilities pave the way for competitive advantage (Kaur & Mehta, 2017, p. 1-2). 
The concept of dynamic capabilities was introduced by Teece et al. (1990) in an attempt to expand RBV, as they noted the insufficiency of this approach for illuminating the mechanisms that firms require to gain and implement new skills. For them, strategic management of organisational capabilities goes beyond mere accumulation of resources and includes the restructuring and repositioning of current capabilities, as well as boosting organisational adaptability in the face of increasing external changes. As such, Teece et al. define dynamic capabilities as ‘the firm's ability to integrate, build and reconfigure internal and external competencies to address rapidly changing environments’ (Lawer, 2010, p. 23).
According to Noblet et al. (2011) discuss the internal processes and operations that restructure a firm's resources in the face of increasing external pressures. This allows organisations to generate appropriate routines for gaining access to new sources of knowledge and to ease new product development. For them, dynamic capabilities are embodied in the ability of the organisation to create and acquire knowledge and establish strategic partnerships. It is also argued that dynamic capabilities incorporate the collective methods which firms apply to reach increased levels of efficiency and effectiveness through resource reconfiguration (p. 368).
[bookmark: _Toc9852771][bookmark: _Toc24748340]3.2.2 Dynamic capabilities and their relationship with absorptive capacity
According to Idestrom (2016), dynamic capabilities are the mechanisms an enterprise applies to respond to environmental changes. However, the findings have thus far been disparate, resulting in an undesirable ambiguity regarding the ingredients of this concept (p. 3). In fact, despite the widely agreed-upon effects of dynamic capabilities on a firm's performance and competitive advantage, Zhou et al. (2017) argue that there is a serious lack of studies focusing on the mechanisms by which organisations are able to incorporate their dynamic capabilities to reach higher levels of innovation. 
Zahra and George (2002) differentiate between ‘capabilities’ and ‘dynamic capabilities’. While the former focus on certain activities with clear results to ensure the firm's survival, the latter revolves around organisational change and reflect the firm's evolution in the course of time. To elucidate, these authors view absorptive capacity as a form of dynamic capability, with understandable impacts on the sustainability of a firm's competitiveness. In fact, they believe viewing absorptive capacity as a dynamic capability lays the foundation for developing other competencies (such as production, distribution, marketing, etc.), which will lead to multiple competitive advantages when combined intelligently. Also, Alves et al. (2016) believe absorptive capacity to be a specific kind of dynamic capability that facilitates organisational mutual learning with various potential partners, as well as information integration and implementation (p. 85). In their recent paper, Zhou et al. (2017) propose three capabilities, or mechanisms of dynamic capabilities, that affect innovation in firms. These are as follows (Figure 3.1):

Figure 3.1 Mechanisms of dynamic capabilities (Zhou et al., 2017)
1) Sensing capability: This deals with the ability of a firm to continuously monitor environmental trends and trajectories that can serve as the basis of new knowledge. It is argued that stronger sensing capabilities can lead to better innovative performance. 
2) Integration capability: As the name suggests, integration capability refers to the processes a firm uses to establish coordination between internal and external resources – such as emerging market knowledge and organisational routines – as well as distributing knowledge across organisational units. Such a capability helps firms to transform new knowledge into innovative outputs (in the form of new products and services, improved operations, etc.). 
3) Reconfiguration capability: This echoes the a firm's degree of responsiveness to market changes through restructuring or recombining its resources (Zhou et al., 2017, p. 4-5).
In a similar categorisation, Wang and Li (2013) view dynamic capabilities as composed of four dimensions: (1) opportunity perception capability, (2) resource acquisition capability, (3) organisational learning ability, and (4) integration restruction capability (p. 267-268). Clearly, there is a significant conceptual overlap between dynamic capabilities and absorptive capacity in the above-mentioned classifications. In fact, such an approach to dynamic capabilities shows why Zahra and George (2002) believe absorptive capacity can be conceptualised as a dynamic capability. In their view, this enables scholars to better understand the prerequisites and outputs of absorptive capacity, in addition to the factors that influence the development of such an organisational competency. Interestingly, they refer to absorptive capacity as an element that might lead to the development of a dynamic capability ‘pertaining to knowledge creation and utilisation’, which helps organisations to develop a sustainable competitive advantage and exhibit excellent performance (Lawer, 2010, p. 37). Also, Noblet et al. (2011) refer to the dynamic capabilities related to organisational learning as absorptive capacity. For them, absorptive capacity could be rightly labelled a form of dynamic capability since it is composed of a wide array of activities that facilitate knowledge processes within the firm (Noblet et al., 2011, p. 368).
Similarly, Wang and Ahmed (2007) state that dynamic capabilities are comprised of three constituents: adaptive capability, innovative capability, and absorptive capability (also referred to as ‘absorptive capacity’). According to these authors, when a firm integrates these capabilities, it is able to respond to and even foresee external changes and has a better chance of gaining a competitive advantage (Furlan et al., 2018, p. 304). In addition, the concept of dynamic capabilities has been viewed through the lens of knowledge acquisition, dissemination, interpretation, storage, and implementation (Liu & Building, 2014, p. 3), which again highlights the significance of absorptive capacity as a share of an organisation's dynamic capabilities.
Finally, Banjongprasert (2013) proposes a framework (4As) to map the inherent multi-dimensionality of the concept of dynamic capabilities, namely: 1) adaptive capability, which reflects the firm's ability to respond to environmental changes and identify opportunities/threats to capitalise on emerging trends in the market; 2) absorptive capability, or the firm's ability to improve its current know-how and generate new knowledge with a specific focus on combining new and existing knowledge; 3) arranging capability, or how the firm should reconfigure its existing resources to react accordingly, finding innovative ways to implement existing resources; and 4) administrative capability, which revolves around managing resource interdependencies (p. 40).
Based on the discussions above, it is evident that absorptive capacity is considered a sub-dimension of dynamic capabilities that help firms to reconfigure their knowledge base to meet external demands on a constant basis. In addition, regardless of the categorisation of the dimensions of dynamic capabilities, it is logical to conclude that the dimensions – although conceptually distinct – are correlated and thus only a balanced approach to them could guarantee the development of dynamic capabilities for the organisations. 
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In his 2008 paper, Gannon views capability as a process of co-operation and mutual exploitation of each parties’ competencies. In contrast, capacity deals with the extent to which such competencies are needed to realise the pre-determined goals of the organisation (p. 1).
In the same vein, Morgan (2006) asserts that previous studies have not described sufficiently the key traits of "capacity". This is one of the main reasons why our general understanding of it has been somewhat blurred. He describes capacity as having these central elements (Morgan, 2006, p. 6):
· Primarily helps organisations to boost their complexities through growth or diversification, which in turn allows individuals to exert more control over their activities and decisions
· Visualises a set of collective properties required by an organisation to restructure and excel through value creation
· Has a dynamic nature that goes beyond mere technical attributes and entails interactions between different resources, as well as human and organisational players
· Unlike performance – which reflects the tangible results of using capacity in practice – capacity itself is inherently a potential state to be developed and managed over time: otherwise, it can quickly fade away in an unsupportive atmosphere
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With the significance of external sources of knowledge and the meaning of the term ‘capacity’ clarified, a major issue to be elaborated on – as the central focus of this research – is absorptive capacity. In simple terms, absorptive capacity is defined as an organisation’s overall ability to gain and put into use the knowledge that lies outside its borders, then apply this to improve its innovative performance. Introduced by Cohen and Levinthal (1990), absorptive capacity is ‘an organisation's ability to value, acquire, assimilate and exploit external knowledge to achieve organisational outcomes’ (Rezaei-Zadeh & Darwish, 2015, p. 2). Thus, absorptive capacity is to a considerable degree influenced by the rate of relatedness between an organisation's existing knowledge and the new knowledge gained from the environment. In that sense, knowledge is transferred more effectively, provided that the sender's and receiver's knowledge are somehow related (Ishihara & Zolkiewski, 2017, p. 814).
In line with the findings of Cohen and Levinthal (1990), scholarly understanding of absorptive capacity is deepened by deconstructing it into acquisition, assimilation, transformation, and exploitation of external knowledge. This lays a solid foundation for the notion of ‘absorptive capacity’, guiding researchers in the subsequent years by relating the concept to a firm's strategies to cope with the ever-increasing environmental dynamism and ease organisational change. Similarly, these researchers view prior knowledge as a prerequisite to developing absorptive capacity.
0. Using the insights of Cohen and Levinthal (1990) and Lane et al. (2006), it can be concluded that absorptive capacity rests upon three pillars: the recognition and understanding of new, potentially valuable external knowledge through exploratory learning; the assimilation of valuable new knowledge through transformative learning; and the use of assimilated knowledge to create new knowledge and commercial outputs through exploitative learning. 
Cico et al. (2015) state that absorptive capacity eases the implementation of KM practices and creates a shared basis for knowledge exchanges. In the same vein, Kamesh and Jolly (2008) not only consider absorptive capacity to have a significant role in KM, but also define it as a crucial element in organisational learning and inter-firm knowledge transfer. Meanwhile, as Cico et al. (2015) mention, organisational culture can significantly impact the effectiveness of knowledge absorption capacity – specifically at managerial levels. In addition, Cohen and Levinthal (1990) and Gupta et al. (2000) state that, to ensure effective KM, organisations should consider the existence of previous knowledge as a prerequisite for identification, assessment, and assimilation of new knowledge. 
Gholipour et al. (2010) assert that organisational attributes such as a trust-based culture that encourages knowledge, cooperation, and mutual learning play a significant role in the realisation of a firm's knowledge objectives, even serving as the basis for future KM practices. 
Yet, as Lane et al. (2006) point out, KM literature seems to suffer a lack of clarity when formulating the roots and sound premises of absorptive capacity, in spite of the growing number of studies in the field. As a result, scholars such as Zahra and George (2002) and Todorova and Dursin (2007) have sought to reconfigure current understanding of this concept. However, there is a consensus among scholars that firms can boost their ability to acquire new knowledge and put it into practice by investing in related capabilities (Fabrizio, 2009).
This has aroused considerable interest among scholars, bringing attention to the ways in which organisations can develop the capabilities required to gain competitive advantage (Cockburn et al., 2000; Helfat & Peteraf, 2003; Teece et al., 1997). As a result, Zahra and George (2002) present four complementary dimensions of absorptive capacity (as a dynamic capability) to explain how this can affect a firm’s other organisational capabilities and facilitate the development and evolution of organisational advantages to produce better business performance. These four dimensions are acquisition, assimilation, transformation, and application. The constructs – developed in accordance with the definitions of Camisón and Forés (2010), Zahra and George (2002), Kim (1998), Mowery et al. (1996), and Cohen and Levinthal (1990) – are defined as follows (Camisón & Forés, 2010):
· Acquisition: the ability of an organisation to understand the significance of extracting knowledge needs, as well as identification and assessment of potential knowledge resources outside the firm, which increase the effectiveness of its current operations and import its knowledge into the environment
· Assimilation: the capacity rooted in organisational processes, serving to comprehend, interiorise, and handle the externally-absorbed knowledge
· Transformation: the ability of the organisation to combine its existing knowledge with the newly absorbed knowledge, through adding, deleting, or integrating these two in novel ways
· Application (or exploitation): the ability of a firm to implement new knowledge, or how it directs the knowledge acquired from the environment into its routines and operations
In a similar conceptualisation, Rezaei-Zadeh and Darwish (2015, p. 79) cite four dimensions of absorptive capacity (Table 3.1).
[bookmark: _Toc502577791][bookmark: _Toc502639264][bookmark: _Toc502653744]Table 3.1 Absorptive capacity dimensions (Rezaei-Zadeh & Darwish, 2015, p. 79)
	Dimensions of absorptive dimension
	Description

	Acquisition
	The ability of the firm to detect and gain external knowledge

	Assimilation
	The ability of the firm to digest and comprehend external knowledge

	Transformation
	The processes a firm applies to improve and integrate its current knowledge with the new knowledge

	Exploitation
	The processes that help a firm to make practical use of the transformed knowledge to increase its current performance by improving its existing competencies or gaining new ones


As can be inferred from the points above, a major component of these findings is their emphasis on the development of well-organised – rather than spontaneous – procedures to effectively implement these dimensions (Zahra & George, 2002). However, according to scholars such as Todorova and Durisin (2007), transformation can be seen as an equivalent to assimilation in cases where the external knowledge adapts well to the existing cognitive structures of the firm, thus reducing the dimensions of absorptive capacity to three (namely, acquisition, assimilation, and exploitation). Otherwise, such knowledge requires a certain degree of integration with the current body of knowledge stored within the firm, which means all four dimensions of absorptive capacity should be taken into account. In contrast, Zahra and George (2002) and Camisón and Forés (2010) firmly believe that due to their different nature, assimilation, and transformation relate to different aspects of absorptive capacity (i.e., potential versus realised absorptive capacity). Such a combination, of course, endows absorptive capacity with the dynamism required by firms to cope with environmental pressures, as it is composed of two complementary subsets of capacities.
The model proposed by Zahra and George (2002) focuses on the internal processes that facilitate absorptive capacity, in an attempt to refine the initial concepts developed by Cohen and Levinthal (1990). Zahra and George distinguish between two types of absorptive capacity: potential absorptive capacity (acquisition and assimilation of external knowledge) and realised absorptive capacity (transformation and application of the absorbed knowledge). They also explore the concepts and mechanisms that affect knowledge flows, such as market changes, employee engagement, KM systems, and so on (Easterby-Smith et al., 2008, p. 485). 
Camison and Fores (2010) point out that although potential absorptive capacity leads to the initiation of processes required for the evaluation and absorption of external knowledge, it does not necessarily result in the actual implementation of such knowledge. Rather, benefits are harvested only if realised absorptive capacity is nurtured, which ultimately leads to excellence in performance and profitability (Zahra & George, 2002). In fact, realised absorptive capacity reflects how successful a firm can be in restructuring its – prior and absorbed – knowledge resources to be applied in daily routines and processes, as well as equipping the firm with the skills needed to develop novel areas of activity (Camisón & Forés, 2010). In other words, the undeniable role of realised absorptive capacity in putting external knowledge into practical and commercial use means it lies at the core of an organisation's efforts to create and sustain competitive advantage, despite the reciprocal nature of the relationship that ties potential and realised absorptive capacities together. 
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Although initially seen as a by-product of traditional R&D efforts, absorptive capacity was later proposed to be a dynamic capability and dependent on the firm's proportionate attention to knowledge similarity and dissimilarity as well as creating a balance between its outward and inward knowledge strategies. To elucidate, external knowledge that has a certain degree of similarity to the existing knowledge of the firm is supposed to be more easily assimilated and implemented. Yet, it should also be diverse enough to lead to innovative practices. In addition, firms should be sufficiently aware of methods to obtain and transform external knowledge as well as appropriate communication strategies to distribute such knowledge internally (Vascocelos et al., 2018, p. 1-2). From a traditional point of view, knowledge is similar to a physical resource. This explains why external knowledge was formerly treated as easily accessible and transferable into an organisation. Similarly, modifications could be made to combine new knowledge with existing piles of information available within the firm, which would then be used to produce new products and services. In addition, Vascocelos et al. (2018) state that Zahra and George (2002) refine and redevelop the framework proposed by Cohen and Levinthal (1989) and define it as "set of organisational routines and processes by which firms acquire, assimilate, transfrom and exploit knowledge to produce a dynamic organisational capability". Such a reconceptualization entails how absorptive capacity could address the tacitness of knowledge as well as its problem-solving approach (p. 3). Needless to say, attitudes such as this are based on a sequential view of knowledge, starting with the acquisition of new knowledge, adapted to the existing structures of the organisation, and put into everyday practices (Figure 3.2) (Aribi & Dupouet, 2016, p. 16).
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[bookmark: _Toc502577591][bookmark: _Toc502639222][bookmark: _Toc502653702]
Figure 3.2 Absorptive processes as classically conceptualised (Aribi & Dupouet, 2016)
[bookmark: _Toc502577217][bookmark: _Toc9852776]One of the debates regarding absorptive capacity is the question of exploration or exploitation. Arvanitis and Woerter (2015) express that the exploitation/exploration dilemma has been the subject of a wide range of studies in organizational learning and knowledge management (p. 597). In addition, the debate on whether to focus on explorative or exploitative activities has always attracted the attention of scholars. For instance, in the resource-based view (RBV), it is argued that to gain competitive advantage in a cost-effective manner, firms must rely on their existing resources (. In contrast, external sourcing is highlighted as the key to realize this goal in the networking approach. 
Yet, in more recently and with the emergence of the concept of organizational ambidexterity, scholars no longer discuss the importance of internal versus external factors since in this approach, a combination of explorative-exploitative practices is deemed necessary to improve performance and stay competitive (Hammady et al., 2013, p. 197). From this perspective, both internal and external sources of knowledge and innovation are deemed vital. 
Due to economic and entrepreneurial trends observable in the environment, the ever-increasing innovation necessities push firms towards interaction with external players. In other words, internal sources no longer suffice and thus firms are obliged to access external knowledge to improve their innovative performance. To sum up, a review of the existing studies shows that both internal and external knowledge sources as well as their combination plays a significant role in effective launch of innovative products and services (Exposito-Langa et al., 2015 a, p. 29). In markets where competition is fierce and changes take place constantly, a firm can only gain competitive advantage if it develops its dynamic capabilities. This, in turn, enables the firm to find new uses of internal and external resources by integrating them. Under such circumstances, firms which possess flexible skills to combine and leverage these resources in innovative ways can survive (Hammady et al., 2013, p. 195). 
Yet, it needs to be mentioned that excessive engagement in exploration will impede gaining the returns from absorbed knowledge. Vascocelos et al. (2018) propose knowledge exploration and knowledge exploitation not as sequential but as intersecting strategies that firms should apply in harmony to ensure long-term success (p. 11). They also argue that with gradually, firms, and especially mature organisations, tend to invest in exploitative initiatives since such efforts yield returns in a shorter length of time (p. 4).  Thus, major problem for firms is to specify a level of balance between these two streams of activity in order to improve their short-term profitability as well as their long-term survival (Arvanitis and Woerter, 2015, p. 598).Deployment of a firm’s current resources to boost performance is crucial yet not enough. In fact, the ultimate solution to achieve performance goals is to rely on both internal and external capabilities. This requires a sufficient level of organizational consideration to using internal sources and taking advantage of the knowledge assets outside the firm (Hammady et al, 2013, p. 196).  
[bookmark: _Toc24748345]3.5 Components of absorptive capacity  
As noted by Aribi and Dupouetost (2016), despite general consensus on the significance of absorptive capacity, in many cases, insufficient explanation is provided regarding the complexities of the concept and the related processes at work (p. 15). The diagram in Figure 3.3 explains the organisational items that construct each dimension of absorptive capacity. This diagram is extracted from Camisón and Forés (2010), based on previous studies of organisational factors that affect the capacity to absorb knowledge, including Lane and Lubatkin (1998), Zahra and George (2002), van den Bosch and Volberda (2005), Liao et al. (2009), and Soo et al. (2007).
[bookmark: _Hlk502598325]Finally, in the modern approach, absorptive capacity is believed to consist of three main components (Jucevicius et al., 2017):
· Gaining external knowledge and innovation
· Integrating external knowledge obtained from different parties (employees, firms, etc.)
· Distributing innovation and knowledge in a broader scope

[image: ]
[bookmark: _Toc338678798][bookmark: _Toc502577592][bookmark: _Toc502639223][bookmark: _Toc502653703]Figure 3.3 Subsets, dimensions, and organisational items of absorptive capacity, based on Camisón & Forés (2010) and Zahra and George (2002)

[bookmark: _Toc502577218][bookmark: _Toc9852777][bookmark: _Toc24748346][bookmark: OLE_LINK63][bookmark: OLE_LINK62]3.6 Antecedents of absorptive capacity
Decisions on the proper degree of absorptive capacity that should be developed within any organisation have always been complex (Cohen & Levinthal, 1990) due to the subjective nature and indirect advantages of the concept (van den Bosch & Volberda, 2005). Adding to the complexity of this issue are the multiple prerequisites and motivators, inside and outside the firm (Zahra & George, 2002), such as previous knowledge stocks of the firm and positive attitudes to organisational learning, as well as a raft of approaches to such influential factors (which will be discussed below). 
Degree of relatedness. Cohen and Levinthal (1990) propose that the more closely related the current knowledge of the organisation is to the new knowledge, the greater the chances of effective knowledge absorption. This is of paramount importance because having prior related knowledge affects both potential and realised absorptive capacity, as this is integral to organisational learning and problem-solving capacity.
Investments in R&D. Cohen and Levinthal (1990) state that R&D is not only a major mechanism by which organisations can produce knowledge stocks, but it also acts as a facilitator in the process of knowledge absorption from external sources. In fact, increasing levels of absorptive capacity are inevitable where there is related prior knowledge. This is confirmed by Camisón and Forés (2010), who emphasise the impact of absorptive capacity on the learning capacity of the firm.
Knowledge richness and variety. Despite the importance of a good depth of related knowledge for the optimisation of knowledge absorption behaviours in an organisation, the breadth of knowledge also plays a critical role in boosting the opportunities for organisations to explore and further expand their knowledge-exchange capacity (Camisón & Forés, 2010).
Diversity of external knowledge sources. Many scholars (e.g., Cockburn & Henderson, 1998; Lane & Lubatkin, 1998; Matusik & Heeley, 2005) assert that an increase in the variety of knowledge sources outside the firm has a positive impact on the level of potential absorptive capacity. 
Experience. In simple terms, experience is viewed as a collection of previous achievements and fiascos (Nelson & Winter, 1982). As such, the ability of a firm to develop potential absorptive capacity could be regarded as a function of its past experience in that it determines the path dependencies with which the firm is faced (Zahra & George, 2002).
Motivators. A major driver of an organisational quest for external knowledge is the existence of internal motivators, such as accepting failures and the path a firm seeks to follow (Kim, 1998; Zahra & George, 2002). In a similar vein, Winter (2000) argues that changes in the external environment – such as those in technological or legal areas – influence the degree and nature of organisational measures taken to absorb new knowledge. Such elements can significantly affect efforts to develop and boost potential absorptive capacity through more engagement in acquisition and assimilation of knowledge (Zahra & George, 2002). This is in addition to strengthening realised absorptive capacity by making greater use of environmental opportunities in practical terms, all of which aim to improve performance and decrease technological obstacles.
Social integration mechanisms. Despite potential and absorptive capacity collectively leading to the creation of competitive advantage  (Cohen & Levinthal, 1990), it is worth noting that the elements and skeleton of each concept differ, which creates a gap between the two (Camisón & Forés, 2010). Zahra and George (2002) emphasise the need for integration mechanisms to tackle this problem and ensure higher levels of success with respect to absorptive capacity.
Appropriability. The existing mechanisms of appropriability – by which an organisation hinders implementation of its new knowledge by other firms – affects the degree of imitability of such knowledge, and thus the sustainability of competitive advantage (Zahra & George, 2002). In organisations with strong regimes of appropriability, where costs of knowledge imitation are high and knowledge is ingrained in the context-specific factors of the firm, realised absorptive capacity can be expanded to facilitate competitive advantage.
Managerial and individual characteristics. The characteristics of managers – and the support they provide – are said to have a direct impact on the exploration, scope, and activities related to finding and distributing knowledge, since such measures are in fact a function of managers’ mental algorithms and abilities (Zahra & George, 2002). In a similar vein, Augier and Teece (2009) note that such cognitive frameworks affect the realisation of absorptive capacity in practical terms. Finally, efforts made to gain external knowledge are influenced by personal motivations and capabilities (Rezaei-Zadeh & Darwish, 2015, p. 82).
Inter-organisational proximity. An increase in the knowledge similarity rate of the sender and receiver – which stems from closeness in culture, structure, and other organisational elements – means more effective knowledge absorption can take place (Rezaei-Zadeh & Darwish, 2015, p. 82).
[bookmark: _Toc333236198][bookmark: _Toc331885023][bookmark: _Toc272840421][bookmark: _Toc272702460]Organisational factors. In addition to knowledge proximity, organisational ingredients (culture, procedures, values, etc.) influence the level of absorptive capacity. For example, positive communication streams deepen members’ grasp of new knowledge and increase the effectiveness of absorptive capacity. On the other hand, a mechanistic viewpoint may encourage the use of current knowledge stocks in the organisation, thus leading to the development of an exploitative approach to knowledge. Organisational culture, as a major output of managerial outlook, considerably affects the success of knowledge absorption activities (Rezaei-Zadeh & Darwish, 2015, p. 82).

[bookmark: _Toc502577219][bookmark: _Toc9852778][bookmark: _Toc24748347]3.7 Disseminative capacity
[bookmark: _Toc9852779][bookmark: _Toc24748348][bookmark: _Toc502577220]3.7.1 Definition 
Disseminative capacity is defined as ‘the ability to contextualize, format, adapt, translate and diffuse knowledge through a social and/or technological network’. Increasing rivalry in the business environment leads to an insufficiency in the internal knowledge required by firms to cope with their competitors. As such, they are obliged to seek out new sources of innovation within the external environment, which gives rise to KM practices, including knowledge absorption and dissemination (Nooshinfard & Nemati-Anaraki, 2012, p.240).
According to Chen et al. (2014), digitalisation has led to the emergence of numerous platforms that enable firms to actively participate in knowledge cooperation. This brings additional sources of knowledge for firms, in return for their collaboration, as well as unleashing their potential to develop new products and services by making use of external opportunities (Chen et al., 2014, p. 569). This also implies that engaging in knowledge-sharing activities – regardless of the explicitness of the knowledge – improves organisational performance because it results in the creation of knowledge loops, or ‘spirals’, as Nonaka and Takeuchi (1995) call them. Therefore, it can be concluded that active knowledge exchange with external players leads to further development of knowledge and competitive advantage for the collaborating firms (Nooshinfard & Nemati-Anaraki, 2012, p.244).
Absorptive and disseminative capacity – either interactively or separately – determine how knowledge flows are transferred between members of intra-organisation networks (Figure 3.4). Despite the importance of disseminative capacity in relation to the innovative performance and competitiveness of firms being recognised by researchers, its interrelation with absorptive capacity as two sides of the same coin has not been widely studied. Therefore, this research aims to provide an integrative framework which covers both concepts, with specific attention to their interdependence. In this section, further explanation of disseminative capacity is provided in the context of the present study.
[image: Image]
[bookmark: _Toc502577593][bookmark: _Toc502639224][bookmark: _Toc502653704]Figure 3.4 The effect of both absorptive capacity and disseminative capacity in knowledge absorption (Mu et al., 2010)

Mu et al. (2010) state that the significance of knowledge dissemination has been repeatedly confirmed in previous research. However, these studies fail to reflect the interrelationship between a firm's absorptive and disseminative capacity. Thus, these scholars focus on the relationship between the extensiveness of the network, the speed at which knowledge is disseminated, and the individual capabilities required for effective knowledge transfer. In spite of the valuable insight the authors provide, their research ignores the concepts and processes related to knowledge disseminative capacity at an inter-organisational level, which is a major focus of the present study. 
Table 3-2 summarises some of the most important perspectives of why firms participate in knowledge collaborations at an inter-organisational level.

[bookmark: _Toc502577792][bookmark: _Toc502639265][bookmark: _Toc502653745]Table 3.2 The significance of knowledge dissemination at an inter-organisational level (Oukes, 2013)
	Perspective
	Knowledge dissemination at an inter-organisational level

	The transaction-cost theory

	Collaboration among organisations and using each other's resources reciprocally can reduce the risks and costs associated with innovative actions.

	The industrial marketing and purchasing (IMP)

	Gaining heterogeneous resources and knowledge beyond the borders of the firm results in its development, since a firm's resources are rooted in the resources of other firms. Therefore, firms must combine such external resources to create value.

	The resource-based view (RBV)

	SMEs need to establish inter-organisational partnerships to access complementary assets and knowledge that cannot be generated internally and thus exploit markets effectively.

	The knowledge-based theory

	External knowledge appropriation among collaborating firms speeds up innovation in these firms, which in turn improves their market performance.


[bookmark: _Toc502577221][bookmark: _Toc9852780][bookmark: _Toc24748349]3.7.2 Levels of knowledge dissemination 
From a traditional point of view, studies of SMEs mainly aim to explore the role of entrepreneurs in finding environmental opportunities. However, there seems to be a shift in the locus of more recent papers, as they move from internal to external factors. In other words, an increasing proportion of SMEs has begun to engage in knowledge exchanges so as to facilitate access to external sources of innovation. This, of course, reflects the significance of the absorptive capacity of such firms, as well as their ability to disseminate their know-how as a means of securing their competitive position in the market (Oukes, 2013, p. 4).
Like knowledge absorptive capacity, knowledge disseminative capacity is a multi-level construct; namely, individual, team, organisational, and inter-organisational. At an individual level, it is regarded as an activity with an optional nature that provides new insights to the recipient of the knowledge. Apparently, for such a voluntary activity to take place, at least two people are required. Such shared knowledge takes a new conceptualisation, depending on the new context in which the exchange occurs. From a team perspective, the effectiveness of knowledge dissemination is affected by the quality of informal interactions between the leader and the team members and the existence of a supportive atmosphere. At an organisational level, dissemination is viewed as a mechanism by which members of the firm establish a reciprocal flow of knowledge, including ideas, know-how, and values being transferred throughout the organisation. Finally, knowledge dissemination at an inter-organisational level is determined by the depth and extent of the formal and informal relationship a firm develops with other firms – although in much of the previous research, the significance of informal ties and organisational culture or HR mechanisms that promote knowledge-sharing behaviour have been neglected (Nooshinfard & Nemati-Anaraki, 2012, p. 244). Chen et al. (2014) view knowledge dissemination as a valuable tool which helps organisations to develop sustainable competitive advantage. For them, knowledge disseminative capacity consists of each and every element that facilitates the distribution of knowledge inside and outside the boundaries of a firm, as well as the ways of implementing internal and external sources of innovation. Such a tool paves the way for effective opportunity recognition and value creation, which in turn has a direct impact on organisational agility (Chen et al., 2014, p. 568).
[bookmark: _Toc502577223][bookmark: _Toc9852781][bookmark: _Toc24748350]3.7.3. Inter-organisational knowledge dissemination: drivers and impediments 
A quick glance at previous studies shows that a number of frameworks have been proposed to explore the factors that affect knowledge dissemination. For instance, it is argued by Smith (2003) that social, managerial, technological, and organisational elements interactively affect the frequency and success of knowledge-sharing behaviours that take place within the firm’s context. Similarly, Cheng (2011) studied 436 green companies ranked among the top 1,000 in Taiwan and found that the tendency to exchange knowledge is directly influenced by the perceived relational risks associated with such collaborations, whereas relational gains can alleviate the negative impact of such risks (Nooshinfard & Nemati-Anaraki, 2012, p.246). 
Aquino and de Castro (2017) state that a prerequisite for effective knowledge sharing at an inter-organisational level is the willingness of each of the collaborating firms to take part in such exchanges. If a firm lacks sufficient motivation to engage, the other party will not gain from the cooperation. Thus, willingness not only triggers the knowledge transfer process, but also encourages its continuation (p. 86). 
Another important influence on the quality of knowledge transfer among organisations is collective awareness of the processes required for effective dissemination of their know-how. In other words, knowledge exchange occasionally fails, despite parties’ willingness to collaborate. This often arises from a lack of understanding of the capabilities a firm requires to share its innovative ideas and expertise with others (Aquino & de Castro, 2017, p. 87). Kim and Park (2017) assert that organisational commitment to establishing justice motivates employees to share their knowledge with their colleagues. It also improves their engagement with the organisational quest for innovative ideas (p. 5). 
In addition to the above-mentioned issues, various researchers refer to the role of elements such as leadership styles, hierarchical orientation of the firm, organisational culture, and IT systems and structures as central to the success of knowledge collaborations at an inter-organisational level (Nooshinfard & Nemati-Anaraki, 2012, p.246). 
Another factor to be considered is the development of ties based upon mutual trust between parties. As Aquino and de Castro (2017) assert, the sensitivity of knowledge as a strategic organisational resource means that ensuring sufficient levels of trust in knowledge exchanges is important for the effectiveness of such cooperation. Other means and resources should also be considered, including qualified individuals with teaching capabilities, training equipment, and clear procedures to disseminate knowledge. As such, the performance of any firm in knowledge sharing can be influenced by its learning ability, the availability of expert human resources, and social mechanisms that facilitate knowledge cooperation through a shared language with minimum misconception and maximum institutionalisation for the parties engaged in the process (p. 87).
Like its other capacities, the capacity of the firm to develop dual knowledge flows with external partners can be increased by applying multiple tools. Such techniques include learning sessions, joint programmes with members of other firms, and sharing solutions cooperatively for problems that affect the firms. As shown in Figure 3-5, such shared activities positively affect organisations’ disseminative capacity (Aquino & de Castro, 2017, p. 87).



[bookmark: _Toc502577599][bookmark: _Toc502639230][bookmark: _Toc502653710]Figure 3.5 Components of disseminative capacity (Aquino & de Castro, 2017, p. 87)
In addition, based on the framework developed by Chen et al. (2014), the effective distribution of knowledge is underpinned by numerous elements, such as the existence of shared goals, relational embeddedness, vision, goodwill, and a cooperative culture. Common goals shared between members or firms act as an accelerator in the process of knowledge dissemination, as the collaborating parties use such goals to coordinate their efforts to yield better results. Likewise, the mutual development of corporate strategy affects the quantity and quality of the knowledge resources exchanged at an organisational level (Chen et al., 2014, p. 569).
[bookmark: _Toc272840420][bookmark: _Toc272702459][bookmark: _Toc333236197][bookmark: _Toc331885022][bookmark: _Toc502577224][bookmark: _Toc9852782][bookmark: _Toc24748351]3.8 Levels of absorptive capacity analysis
[bookmark: _Toc338938853][bookmark: _Toc502577793][bookmark: _Toc502639266][bookmark: _Toc502653746]In an attempt to overcome the weaknesses of earlier definitions of knowledge absorption capacity, Lane and Lubatkin (1998) view the concept as being composed of a learning dyad, in which the capacity of each of the participating firms influences the effectiveness of knowledge transfer. In other words, depending on the firm-specific characteristics of each of the partners – and more importantly, the mechanisms each applies for processing and using knowledge – the success of such activities may vary greatly (Camisón & Forés, 2010). The concept of inter-organisational absorptive capacity was first proposed by Lane and Lubatkin (1998). In the same vein, Lichtenthaler (2008) views knowledge transfer beyond organisational borders as a dynamic capability, where the focus is not on the internalisation of knowledge but on its exchange with the environment. This puts inter-organisational absorptive capacity as a complementary side to the concept, which shows that knowledge collaborations with external partners can increase the knowledge resources of the firms over time. Table 3.3 presents the levels of absorptive capacity (intra-organisational, inter-organisational, communityand country level) and the prequisites and outputs of each of these approaches. Table ‎0.3 Levels of absorptive capacity analysis, based on Zahra and George (2002).
Table 3.3 Levels of absorptive capacity analysis
	Level of analysis
	Antecedents
	Outcomes/effects
	References

	[bookmark: _Hlk502600032]Intra-organisation
	· Prior related knowledge
· Diversity of expertise
· R&D intensity
· Technological competencies
	· Organisational learning
· Innovation
· Competitive advantages
· New product development
	Mu et al. (2010); Camisón & Forés, (2010); Cohen & Levinthal (1990); Van den Bosch & Volberda (2005); Zahra & George (2002); Kim (1998)

	Inter-organisation
	· Alliance dyads
· Knowledge-based similarity
	· Relative value for both parties
· Organisational dyad learning and innovation
	Lane & Lubatkin, (1998); Lichtenthaler, (2008)

	Communities
	· Common goals and interests
	· Industry innovation
· Industry learning
	Kraaijenbrink & Wijnhoven (2008) 

	Country
	· Inward technology transfer
	· National innovation and productivity in the economy
	Liu & White (1997)


Kraaijenbrink and Wijnhoven (2008) add a fifth level of analysis, the industry level, where the performance of firms in absorbing knowledge from the industry environment is influenced by factors such as shared goals and the mutual benefits gained by various players in the field.
[bookmark: _Toc272702458][bookmark: _Toc272840419][bookmark: _Toc331885021][bookmark: _Toc333236196][bookmark: _Toc502577225][bookmark: _Toc9852783][bookmark: _Toc24748352]3.9 Outcomes of absorptive capacity
[bookmark: _Toc502577226][bookmark: _Toc9852784][bookmark: _Toc24748353]3.9.1 Competitive advantage
In recent years, scholars have observed that the success of an organisation in developing knowledge ties with external partners can positively influence its growth and performance. According to Teece (1998), ‘The competitive advantage of firms in today’s economy stems not from market position, but from difficult-to-replicate knowledge assets and the manner in which they are developed’ (p. 62). As Lis and Sudolska (2015) explain, this is mainly due to the inherent characteristics of knowledge – being valuable, difficult to acquire, and (almost) impossible to imitate or be replaced – which transforms it into the most priceless organisational asset and ultimately leads to the development of sustainable competitive advantage (p. 72).
Absorptive capacity has been proposed as an important factor, having considerable impact on the innovative performance of organisations and facilitating future competitive advantage in markets with a high rate of volatility (e.g., Salojarvi, 2017; Abreu et al., 2009; Jucevicius et al., 2017, p. 5). Thus, firms should be receptive to knowledge cooperation with external partners, revising and redefining their existing procedures and mechanisms where necessary (Lewandowska, 2015, p. 33). 
Unsurprisingly, then, knowledge is proposed as an important precondition to outperforming one’s competitors in environments characterised by growing turbulence and rivalry. Specifically, enjoying higher levels of absorptive capacity leaves firms better able to take advantage of external resources, thus exhibiting more efficiency and effectiveness, which in turn justifies investments in absorptive capacity since they create a synergy between the organisational resources and facilitate the innovative performance of the firm (Camisón & Forés, 2010). Zahra and George (2002) point out that the two dimensions of absorptive capacity, while complementary in nature, play different roles: potential absorptive capacity directly influences the ability of an organisation to reshape and reconfigure its existing resources, while realised absorptive capacity leads to new product development and innovation.  
[bookmark: _Toc502577227][bookmark: _Toc9852785][bookmark: _Toc24748354]3.9.2 Innovation
According to Camison and Fores (2010), knowledge creation and acquisition are indispensable for the purpose of boosting innovative performance. However, practically applying the resulting knowledge in the form of new products lays the foundation for reaching this goal. It is also worth noting that, despite apparent variations in the routines and strategies required for improving the internal and external learning capacity of an organisation, both concepts should be included in a firm’s efforts to excel.   
Spithoven et al. (2009) question the generalisability of the findings of existing studies on absorptive capacity and open innovation in the context of large and/or modern firms to SMEs and traditional industries, emphasising the need to re-evaluate such insights for different organisational circumstances, such as the level of engagement in R&D or the innovation capacity of these organisations. This is significant, as absorptive capacity and innovative performance reciprocally improve one another, as shown in Figure 3.6 and noted in studies by Spithoven et al. (2010), Camisón and Forés (2010), and Escribano et al. (2009). 


Pre-Condition
Improvement

Absorptive Capacity
Innovative Performance




[bookmark: _Toc338678799][bookmark: _Toc502577601][bookmark: _Toc502639232][bookmark: _Toc502653712]Figure 3.6 The interaction between absorptive capacity and innovation capability
In the context of open innovation, Lis and Sudolska (2015, p. 70-71) explore the concept of absorptive capacity and its outcomes. With respect to inbound open innovation, these scholars argue that absorptive capacity is tied to the ability of the organisation to merge external knowledge with its current processes and operations. In contrast, outbound innovation deals with activities such as out-licensing or knowledge collaborations with external partners. The bottom line is that both adoption and invention capacities determine a firm’s growth rate (Figure 3.7).
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[bookmark: _Toc502577602][bookmark: _Toc502639233][bookmark: _Toc502653713]Figure ‎3.7 Absorptive capacity and innovation (Lis & Sudolska, 2015, p. 71)
Open innovation could be seen as a series of steps; namely, (a) the development of processes that result in better innovative performance, (b) determining what specific characteristics knowledge stocks should possess to be labelled as innovative, (c) provision of appropriate mechanisms to merge newly acquired knowledge with existing know-how, and (d) the development of motivational elements as well as sufficient control. In addition, these authors view integration as an integral part of the organisational capacity to implement knowledge so as to create new products and services (Lis & Sudolska, 2015, p.71). 
Managers who advocate innovation in their firms should adopt a process approach to the concept, with multiple stages between idea generation and market launch. To effectively move through these stages, the firm requires access to both internal and external sources of knowledge (Lis & Sudolska, 2015, p.71), indicating the significance of absorptive capacity in this regard.
[bookmark: _Toc502577228][bookmark: _Toc9852786][bookmark: _Toc24748355]3.9.3 Relational learning 
In recent years, organisational openness has been on the rise because firms have come to realise that this could potentially yield competitive advantages as a result of cooperation with key stakeholders and strategic partners. As such, organisations have begun to develop complex networks of value creation, working cooperatively with other players in the chain to find solutions and encourage knowledge exchange and mutual learning. Despite these positive trends – as well as several success stories in this regard – many studies indicate that such strategic collaborations do not always prosper due to reasons such as mistrust among collaborating partners and dispersion in the attitudes and values of the parties engaged (Saenz et al., 2015).
Although the learning mechanisms that form the basis of knowledge exchanges have been said to take place both inside and outside the firm, practice shows that firms find it challenging to integrate the two. While boundary spanners often gain access to new sources of innovation beyond organisational borders, they often fail to implement such knowledge effectively within their firms (Saenz et al., 2015). The key to resolving this problem is relational learning, which refers to how an organisation engages in knowledge exchange with external partners, by fostering a collaborative culture and developing shared objectives that motivate the parties to proceed (Chen et al., 2009). Nonaka et al. (2000) argue that interactions between different sources of knowledge in the value chain lead to the activation and displacement of these sources, which marks the journey from ‘self’ to ‘other’. It is true that realised absorptive capacity embodies the practical usage of knowledge gained from the environment. However, it should be noted that this requires the external knowledge be absorbed through relational learning mechanisms that are operating among various stakeholders in the first place (Leal-Rodriguez & Roldan, 2013, p. 220). 
Clearly, relational learning and absorptive capacity are closely tied, in that both contribute to the ability of the firm to acquire knowledge from beyond its borders. According to Saenz et al. (2015), these concepts are more prominent than ever due to endeavours to execute the necessary coordination among participating firms and the pivotal role of multiple internal and external stakeholders in the process of knowledge exchange. Needless to say, overcoming the complex issues with which organisations are faced demands a certain level of learning skills. As such, absorptive capacity (from an internal perspective) and relational learning (from an external perspective) enable the organisations to evolve (Chen et al. 2009). 
[bookmark: _Toc502577229][bookmark: _Toc9852787][bookmark: _Toc24748356]3.9.4 New product development
New product development and the role of external knowledge in this regard have, for many years, attracted the attention of scholars. More specifically, there has been a shift away from the belief that the internal knowledge stocks of a firm will suffice to create new products and services (Escribano et al., 2008, p. 96). As Liao et al. (2010) point out, external knowledge plays a crucial role in finding alternative solutions, developing core competencies and launching new paths, with added value for the firm. In the same vein, disseminating organisational expertise not only improves innovative performance, but also lays the groundwork for reciprocal learning and inter-firm collaboration (Wang & Han, 2011, p. 802).
Finally, the more a firm is able to absorb and integrate new knowledge with its existing routines and culture, the better it performs with respect to new product development, and thus the greater its likelihood of outperforming competitors. They also highlight that the relationship between absorptive capacity and new product development takes a non-linear form, which explains why bigger investments in R&D do not necessarily bring more new products (Wang & Han, 2011). 
[bookmark: _Toc502577230][bookmark: _Toc9852788][bookmark: _Toc24748357]3.9.5 Business development
Increased levels of absorptive capacity enable organisations to engage more in acquisitions and alliances, since they are equipped with the necessary components to make use of external expertise. Depending on their level of absorptive capacity, organisations can apply different mechanisms to acquire knowledge sources, which results in the formation of heterogeneous knowledge stocks. As confirmed by various studies, higher absorptive capacity leads to better recognition and the use of external knowledge for commercial purposes, as well as a more effective combination of new and existing knowledge, stronger inter-firm knowledge collaborations, and exploration of complementary sources of knowledge. Based on the discussions above, it can be concluded that absorptive capacity enables firms to establish deeper relationships with the environment through the provision of the necessary tools to manage external volatility and managerial difficulties in processing multiple knowledge sources. As such, more absorptive capacity equals lower liability to cost increases associated with such obstacles (Guo & Wang, 2014, p. 261). 
[bookmark: _Toc502577231][bookmark: _Toc9852789][bookmark: _Toc24748358]3.9.6 Corporate entrepreneurship
[bookmark: bbib23]Corporate entrepreneurship has been said to positively impact organisational performance, growth, and competitive advantage, which is why it has attracted much attention over the past few decades. A more recent trend in the field of absorptive capacity is the role of the concept in the identification and implementation of valuable external knowledge in triggering corporate entrepreneurship. According to Zahra et al. (2009), managers should personally engage in opportunity evaluation and hunting when their firms do not exhibit appropriate levels of absorptive capacity, as this capability paves the way for more effective use of resources in pursuit of corporate entrepreneurship through sense-making (Sakhdari et al., 2014, p. 977). Absorptive capacity helps organisations gain access to more meticulous knowledge of market trends, emerging technologies, changes in customer preferences, and competitive pressures. Likewise, absorptive capacity unfolds new horizons for the firms by encouraging them to initiate new activities, rather than just focusing on current operations. This is closely tied with corporate entrepreneurship, as this helps organisations detect and address their knowledge deficiencies (Sakhdari et al., 2014, p. 980).
[bookmark: _Toc502577232][bookmark: _Toc9852790][bookmark: _Toc24748359]3.10 Downsides of absorptive capacity and organisational outcomes
A rich body of research confirms the significance of absorptive capacity in reaching positive organisational outcomes. However, the previous literature has so far failed to demonstrate the role of traditional measures such as R&D in this regard. Surprisingly, incongruent findings have questioned the impact of absorptive capacity on performance, as firms with better performance engage more in investments in absorptive capacity (Knott, 2008). Moreover, most of the studies conducted so far have focused on the advantages of absorptive capacity (Volberda et al., 2010). This, of course, is contrary to the results of various findings that attribute a contingent nature to absorptive capacity. For instance, as Wales et al. (2013) point out, despite the positive influence of absorptive capacity on organisational performance in markets undergoing rapid changes, such impacts do not last long. Ignoring such delicacies associated with the concept could indeed be fatal to firms. In his seminal paper, Lichtenthaler (2016) refers to the following issues as potential risks and problems associated with absorptive capacity and states that they are often ignored by managers:
1. Difficulty in generating real value from knowledge collaborations: The ability of a firm to effectively implement external knowledge can be seriously limited by the tacit nature of knowledge (which makes its transfer rather difficult), partner specific characters of knowledge exchange (which means successful knowledge partnership with one firm does not guarantee success in other partnerships), and the multi-layer structure of absorptive capacity within any given firm (individual, group, organisational, and inter-organisational levels). In addition, developing absorptive capacity can impose huge cost pressures on firms, due to the generation of solutions to attitudinal, cultural, structural, and political barriers to knowledge cooperation that do not necessarily lead to the expected results (p. 667-668).
2. Excessive reliance on related knowledge: A major prerequisite for absorptive capacity is the existence of prior related knowledge. However, in some cases, over-reliance on such existing knowledge may encourage firms to distance themselves from entirely new knowledge, resulting in organisational inertia and the formation of core rigidities. In addition, such a tendency limits the learning opportunities for the firms, especially if they have extensive expertise in a given field (p. 670).
3. Negative impacts on organisational operations and elements: As stated previously, effective absorption of external knowledge is influenced by the existence of prior knowledge. Yet, if the organisation cannot decide where to apply the new knowledge, the knowledge may not yield benefits for the firm. Also, creating a balance between internal knowledge development and external knowledge acquisition is an arduous task (p. 670). This also affects the tendency of members to share knowledge internally, as they can become obsessed with gaining access to new knowledge, resulting in a collective ignorance of the significance of intra-firm knowledge cooperation (p. 672). 
[bookmark: _Toc502577236][bookmark: _Toc9852791][bookmark: _Toc24748360]3.11 Summary
In the volatile modern business environment, innovative performance is believed to be a function of a firm's ability to acquire, transform, and implement new sources of knowledge, referred to as ‘absorptive capacity’. In a similar vein, the RBV of the firm shows that the key to gaining sustainable competitive advantage is to establish strategic networks with other firms so as to overcome resource shortages – specifically within the context of SMEs. As such, the concept of absorptive capacity has attracted much scholarly attention over recent decades, as it facilitates KM practices, boosts organisational learning, and reciprocates inter-firm knowledge collaborations.
Furthermore, to equip organisations with such a valuable capability, a good understanding of its antecedents must be generated. A review of the papers on this topic reveals that numerous factors should be considered before embarking on knowledge absorption initiatives, including degree of relatedness, knowledge richness and variety, experience, motivators, appropriability, social integration mechanisms, and so on. In addition, knowledge absorption is a multi-faceted phenomenon, posing both advantages and disadvantages. To be more specific, while such a capacity may result in competitive advantage, higher rates of innovation, improved relational learning, and more engagement in new product development, it also generates the risk of gaining no real value from knowledge exchanges, excessive reliance on related knowledge, and negative impacts on organisational operations. 
What distinguishes knowledge absorption approaches from previous KM frameworks is their focus on the knowledge that lies outside organisational borders. Accordingly, a focal point in the evolution of the concept of dynamic capabilities is monitoring of the external environment, integrating external knowledge with the existing procedures in the organisations, and creating new competencies by reconfiguring organisational resources. However, the major difference between absorptive capacity model and other KM models lies in the distinction between the potential and realised absorptive capacity. Whereas the potential side (acquisition and assimilation) directly influences the ability of an organisation to reshape and reconfigure its existing resources, realised absorptive capacity leads to the exploitation of such knowledge for new product development and innovation.
Another topic that has received much scholarly attention is the disseminative capacity of firms as a complementary concept in knowledge absorptive capacity, analysed at various levels inside and outside the organisation. Reviewing KM frameworks, it becomes evident that knowledge sharing mostly relies on distributing knowledge among individuals and groups inside the firm, while the disseminative capacity is the ability to contextualise, format, adapt, translate, and diffuse knowledge through a social and/or technological network which facilitates the distribution of knowledge across the boundaries. Effectively developing such a capacity involves both individual and organisational willingness (teaching motivation) and the means required to do so (teaching ability). 
Considering the increasing complexities in the business world, it could be concluded that improving absorptive and disseminative capacities is the prerequisite to firms' growth and innovation, leading to the development of infrastructures, which in turn affect organisational innovative performance. Although these issues have also been reviewed in the KM literature, they have become a focal centre of interest in knowledge absorption debates. The most crucial results of developing knowledge absorptive capacity have been addressed in the literature as the following outcomes. 
Competitive advantage: A major contribution of developing absorptive capacity in organisation is achieving competitive advantage, which stems from the specific characteristics of knowledge, including its inherent value, being difficult to acquire and imitate, and the challenges arising from its implementation in decision-making processes in the organisation to ensure the sustainability of such advantages.
Open innovation: This capacity is largely a function of the firms' ability to cooperate with external knowledge partners, and it is fulfilled through a series of activities, such as, 1) developing processes aimed at increasing innovation efficiency, 2) identifying the knowledge traits that could lead to innovation, 3) ensuring the appropriateness of mechanisms used to integrate new and existing knowledge, and 4) creating the necessary incentives to absorb knowledge and innovate as well as inserting sufficient control in this respect.
Relational learning: Another outcome of investing in knowledge absorptive capacity is the formation of knowledge interactions with external individuals and organisations. Such relational learning is fostered and facilitated by developing a cooperative culture and establishing shared goals and motivations. It also lays the groundwork for increasing the firm's absorptive capacity inside and boosting interactive learning outside the organisational borders.
New product development: One of the objectives for improving firms' absorptive capacity is developing new products to gain increased market share in competitive environments because, unlike in traditional R&D approaches, external knowledge plays a pivotal role in offering solutions and creating products that lead to competitive advantage.
Business development: Absorptive capacity tightly relates the firm to its environment. This equips organisations with more agility in the face of environmental changes and opportunities, as well as increased managerial insight to develop their business.
Corporate entrepreneurship: By incorporating absorptive capacity, business owners are equipped with better opportunities to launch new ventures or use innovative methods, since such a capacity yields deeper insight into market trends, emerging technologies, changes in customer preferences, and competitive pressures. In addition, corporate entrepreneurship assists organisations in identifying and analysing their knowledge deficiencies.
[bookmark: _Toc502577237][bookmark: _Toc9852792]

[bookmark: _Toc24748361]4 Knowledge management (KM) practices in small- and medium-sized enterprises (SMEs)
[bookmark: _Toc9852793][bookmark: _Toc24748362]4.1. Introduction
As Griffiths (2001) explains, in the industrial economy of the 20th century, large corporations drove economic progress. In contrast, in an era labelled the ‘knowledge economy’, the drivers of change will be small businesses. In recent years, scholars have frequently spoken of SMEs as ‘the backbone of the economy’, as such entities create jobs and boost social integration (Wee & Chua, 2013, p. 958). SMEs have been found to have impact the development of economies, which is reflected in the increase in their numbers and their contribution to a wide range of fields, ranging from manufacturing, exports and technical innovations to employment, and the promotion of entrepreneurial skills (Pillania, 2008). However, SMEs suffer from high failure rates. To be more specific, more than half of the SMEs disappear in their first five years of activity. Thus, to establish their position in the market, increase their efficiency and effectiveness and provide customers with more innovative solutions, they have to make use of knowledge as a strategic resource (Wee & Chua, 2013, p. 960).
These points clearly demonstrate that SMEs are increasingly engaging in KM activities to gain competitive advantage. Due to the strict resource limitations faced by SMEs, it is vital to develop KM initiatives that match their own specific context (Lin, 2014, p. 1415). Thus, this chapter focuses on KM features in SMEs and attempts to address the most important issues in this area. The first section considers the role of SMEs in the new economy and the importance of managing knowledge to create and sustain competitive advantage. The differences between SMEs and larger firms are also mentioned to identify the difference in the approaches required for SMEs to manage knowledge. The final part introduces the main CSFs for implementing KM in SMEs to envisage the theoretical background to KM patterns in SMEs. 
[bookmark: _Toc9852794][bookmark: _Toc24748363][bookmark: _Toc502577238][bookmark: _Toc333236200][bookmark: _Toc331885025][bookmark: _Toc272840410][bookmark: _Toc272702449][bookmark: _Toc272696817]4.2 Small- and medium-sized enterprises (SMEs)
[bookmark: _Toc502577239][bookmark: _Toc9852795][bookmark: _Toc24748364]4.2.1 Definition 
Various definitions of an ‘SME' can be found in the literature. As Desouza and Awazu (2006) note, different classifications have been developed for better understanding of the concept, such as the number of employees (usually under 250 people), revenue figures (e.g., annual turnover, balance sheet total), years in the business, and the number of branches or locations. In this respect, SMEs have been defined by OECD (2005) as non-subsidiary independent firms that employ fewer than a given number of employees, thus this number varies across countries. The European Union (EU) considers SMEs to include those firms with fewer than 250 employees, as the most frequent upper limit, while the US sets the bar at 500 employees. The OECD (2005) defines ‘small firms’ as those with fewer than 50 employees, and micro-enterprises as having no more than 10, or in some cases 5 workers. Another way of defining SMEs is by their financial status, an approach adopted by EY guidance and mentioned in a 2005 OECD report. Through this lens, the maximum turnover for micro (less than 10 employees), small (10-49 employees), and medium-sized (50-249 employees) firms are 2, 10, and 50 million EUR respectively. Similarly, balance sheets for medium-sized, small, and micro enterprises should not exceed EUR 43 million, EUR 10 million, and EUR 2 million, respectively (OECD, 2005). Finally, some of the most significant intra-organisational characteristics of SMEs are listed in Table 4.1 (Gourova, 2010, p. 640).
In the KM literature, businesses with fewer than 100 employees are generally considered to be SMEs (Desouza & Awazu, 2006). However, scholars such as Davenport and Prusak (1998) consider SMEs to be firms with fewer than 250 employees. Based on a recent report by The World Trade Organisation (2016), SMEs are defined in the majority of countries as firms employing between 10 and 250 people (p. 7). 


[bookmark: _Toc502577794][bookmark: _Toc502639267][bookmark: _Toc502653747]Table 4.1 The characteristics of small- and medium-sized enterprises (SMEs) (Gourova, 2010, p. 640)
	Ownership and management
	Typically established and managed by entrepreneurs
Lack of delegation in decision-making; decisions made by certain people
Centrality of decision-making, few decision-makers
Parental managerial style based on giving orders and directions more common
Close contact between the top manager and the operational level
Average managerial skills

	Structure
	Simple 
Flat structure 
Flexible flows of knowledge 
Lack of clear definition of activities for each member
Low specialisation

	Culture and behaviour
	Strong culture
Functional mindset not very common among members
Managers as role models for the conduct of employees
Result-oriented

	Systems, processes, and procedures
	Simple planning and control systems
Informal appraisal systems
Flexible processes
Less strategic orientation; more operational orientation
Lower degrees of formalisation to carry out operations
Lower degrees of standardisation 

	Human resources
	Average knowledge base with fewer professionals
Ad-hoc training, low resistance to change

	Customers and market
	Usually having a limited customer base
Mostly local and regional market 
Close ties with customers
Personal and social contact with the customers


[bookmark: _Toc9852796]Regardless of the definition used, it is generally accepted that SMEs are a critical part of the new economy (Desouza & Awazu, 2006). Yasir and Majid (2017) state that SMEs have considerable potential to improve the economy in both developed and developing countries due to their innovative capacity. They can also generate more economic income and increase employment rates, which gives growing importance to the concept of SMEs. Meanwhile, it should be noted that a large portion of their success is rooted in their ability to perform knowledge practices – including knowledge acquisition, storage, retrieval, and reuse – in a timely and cost-effective manner. Under current circumstances, businesses are witnessing an attitudinal shift in their investment priorities – moving from physical assets, such as land and capital, to innovation as the key to survival (p. 17). Taking a more country and/or region-specific viewpoint, the OECD (2002) states that SMEs account for 95% of a national economy and are responsible for employing more than 60% of the workforce. It is also claimed that SMEs make up 90% of all enterprises in individual APEC economies and employ 32-84% of the workforce (APEC Committee on Trade and Investment, 2004). In the UK, more than 95% of all businesses are SMEs, and they employ nearly 65% of the workforce and account for 25% of the GDP (Ballantine et al., 1998). Moreover, SMEs provide 96% of all employment in Australia and produce 35% of the national economic output of New Zealand (ABS, 2000, 2002; MOED, 2000). In India, the SME sector is the second largest employer and has a 40% share of the value added in the manufacturing sector and one-third of national exports (Pillania, 2008). With these striking statistics, it is evident that management scholars cannot ignore SMEs as a viable and interesting research space.
[bookmark: _Toc24748365]4.2.2. Small- and medium-sized enterprises (SMEs) in Iran
In the context of Iran, it is noted that the difficulty in reaching a consensus on the number of SMEs and calculating their share of the national economy is due to different organisations relying on their own measurements and criteria in this regard. For instance, the Statistical Center of Iran (SCI) and the Central Bank of Iran label firms with fewer than 10 employees as SMEs, while this number rises to 50 or fewer for the Ministry of Industry and Mines and Trade and the Ministry of Agriculture. The Ministry of Cooperatives accepts both criteria (Yadollahi Farsi & Toghraee, 2016, p. 3). Interestingly, the report published by Iran Small Industries and Industrial Parks Organisation in 2016 states that SMEs are occupy a 94% share of the economy, despite the hardships with which they are faced, which mostly result from a lack of appropriate budget allocation (ISIPO, 2016).
Yadollahi Farsi and Toghraee (2016) explain that, due to the absence of integrated and clear statistics within and across industries in Iran – including on variables such as the age of the organisation, financial strength, market position, industry size, and so on – details of SMEs is either vague or incorrect. This creates problems for analysis of the performance of SMEs and the provision of policies to increase their effectiveness (p. 4)
[bookmark: _Toc333236201][bookmark: _Toc331885026][bookmark: _Toc272840412][bookmark: _Toc272702451][bookmark: _Toc272696819][bookmark: _Toc502577241][bookmark: _Toc9852797][bookmark: _Toc24748366]4.2.3 How small- and medium-sized enterprises (SMEs) differ from large enterprises
SMEs vary from their larger counterparts in several dimensions. For instance, SME managers tend to avoid authority delegation. They are also faced with serious resource limitations (including of financial or human resources). Thus, in many cases, SMEs have to adopt a focused strategy, rather than trying numerous markets. A major advantage of SMEs is their flat structures – which speeds up the flow of information obtained from the market and their frequent interactions with customers, as well as decision-making processes. This also enables them to develop more flexible strategies by fostering informal cooperation among members in the face of environmental turbulence, whereas larger firms rely on more formal approaches. However, SMEs rarely possess advanced structures, considering their financial restrictions. Thus, most of the knowledge in these firms is placed in the minds of the individuals as tacit organisational assets – which, of course, increases the risk of knowledge loss, as well as the difficulty of transferring and reusing this information (Coyte et al., 2012, p. 791)
The existing studies on the most prominent differences between SMEs and large-sized enterprises (LSEs) firms suggest that SMEs tend to cope with resource limitations by establishing external connections to deploy the assets over which they have no direct control, but which can be used by means of their ties with other organisations. In fact, being able to exploit such resources has become a key concern for SMEs, which also highlights the concept of networks in this context, as membership of a network enables SMEs to gain access to the knowledge created and owned by other firms (Grandinetti, 2016, p.159- 160). Scholars such as Wijnhoven (2006) and Hutchinson and Quintas (2008) point out that the following factors mean that the role of SMEs in KM approaches differs from that of LSEs.
· Due to their more limited scope of activity and greater resource limitations, SMEs usually fall far behind LSEs in taking advantage of economies of scale. However, they are equipped with faster decision-making abilities, more adaptability to changing circumstances, more leniency from the governmental side, increased agility, and better communication.  
· The material advantages of LSEs (such as research facilities, access to external capital, professional management, and risk spreading) allow LSEs to more efficiently manage knowledge internally than SMEs. 
· As the generation of new basic technology is a common approach in LSEs and is also a part of universities’ duties, the courageous implementation of new product/market combinations is the most considerable role of SMEs in new economies.
· SMEs generally manage knowledge through informal processes, rather than formal KM, without necessarily being tagged as KM. 
· SMEs do not have the inherent internal communication problems of LSEs. Thus, the formal initiatives of KM are less likely to be found in SMEs because of their different needs. In addition, many formal KM systems are implemented in costly IT-based infrastructures that are designed for LSEs, but SMEs focus on person-based initiatives. 
· SMEs must have the ability to manage knowledge across the firm boundaries (Hutchinson & Quintas, 2008), rather than creating knowledge internally, as LSEs do. 
· Increased agility and adaptability equip SMEs with a better hand when conducting KM activities and reflect a greater chance of success (Chan & Chao, 2008). 
The 2003 OECD study by Earl and Gault (2003, p. 169) points out that the size of the firm is a critical factor when adopting KM practices. In firms with fewer than 10 employees, for example, managing knowledge is less important than it is for LSEs because most of the knowledge is tacit and stored in the minds of employees, or it is available in external resources and can be shared easily through socialisation activities.
Some studies indicate that size is a determining factor in formal KM practices. In this respect, for SMEs with fewer than 10 members, informal KM procedures definitely suffice. Yet, as the firm becomes larger, the need for more formal KM architecture and supporting infrastructures to ensure effectiveness and efficiency of such systems doubles (Earl & Gault, 2003). Davenport and Prusak (1998, p. 17) argue that the maximum size of an organisation in which people can know each other and share knowledge informally is 200-300. Thus, firms with more than 250 employees should implement KM systems and apply more formal approaches. However, Zhang and Fung (2006) note that the size and age of an SME is never as important as the owner-manager’s orientation and commitment to innovation.
Hutchinson and Quintas (2008) examined the different needs of SMEs compared to those of LSEs and propose that existing KM solutions are inappropriate for SMEs. Furthermore, the high cost of implementing these solutions indicates that formal KM may be less suited to smaller firms. These two factors have appeared in the literature to explain the lack of formal KM in SMEs, but this does not mean that there are no KM initiatives in SMEs. Clearly, firms of different sizes do KM differently (Earl and Gault, 2003), and SMEs also tend to do it informally (Hutchinson & Quintas, 2008).
With these intrinsic differences between knowledge behaviours of SMEs and large firms in mind, this research aims to explore such practices in SMEs at the organisational and inter-organisational levels. The firm under study is composed of its headquarters and the SMEs in its sales network throughout the country (to be discussed in detail in the methodology section). This resembles a business group, comprising multiple parties operating under the same brand name and controlled by the headquarters. Likewise, Baniatzi et al. (2013) define a business group as ‘the constellation of formally independent firms which however share common ownership and administrative control’ (p. 3). 
In their research, Baniatzi et al. (2013) investigate the performance of small firms in business groups in declining industries. Based on the theory of organisational effectiveness, these scholars argue that business groups facilitate the access of members to capital, talented workforce, and market knowledge in addition to their distribution within the group (p. 4). Similarly, Belso-Martinez et al. (2016) assert that being a member of a network brings multiple knowledge advantages from the interactions of member firms, including lowered costs and reduced risks of knowledge access and implementation, better marketing or business procedures, and so on. It is worth noting that being a member of a network does not mean the firms gain access to accidental flows of knowledge. Rather, it means members act selectively in their interactions within the network (p. 312).  
To conclude, inter-organisational networks help organisations to solve their problems through collaboration and knowledge sharing. In this regard, having access to a rich pool of resources provides firms with a better chance of finding innovative solutions, designing products that fully satisfy customer needs, or developing more effective strategies (Belso-Martine et al., 2016, p. 311).

[bookmark: _Toc333236202][bookmark: _Toc331885027][bookmark: _Toc502577242][bookmark: _Toc9852798][bookmark: _Toc24748367]4.3 Knowledge management (KM) practices in small- and medium-sized enterprises (SMEs)
In the last few decades, the global economy has witnessed a shift towards knowledge, with knowledge resources and their effective management becoming the key to generating wealth and welfare (Lin et al., 2014, p. 1415) As such, one of the most important sources of competitive advantage is the optimal usage of intellectual property. Knowledge, as an intellectual property, is the most critical source of competitive advantage in changing economies (Baskerville & Dulipovici, 2006) and has become a significant driving force of business success (Wong, 2005). Indeed, KM is an inseparable ingredient of organisational processes, regardless of the existence of a formal KM system. However, as Alavi and Leinder (2001) mention, it is not clear yet what constitutes an effective KM process (Wee & Chua, 2013, p. 960). However, Davenport et al. (1998) believe that organisational policies (such as managerial support) can significantly affect KM processes.
Wee and Chua (2013) categorise KM processes into three distinct areas: knowledge creation, knowledge distribution, and knowledge reuse. Knowledge creation refers to generating insights based on the exchange of information between participants for the purpose of idea creation and innovation, as well as enabling firms to better detect external opportunities and improve their performance. These scholars further argue that such activities are influenced by organisational and human factors, including IT structures, culture, attitudes and value systems, managerial support, and so on. In contrast, in the absence of appropriate KM procedures or a culture receptive to the mistakes and risks associated with innovation, the effectiveness of KM behaviours is seriously endangered (p. 960).
Knowledge distribution is defined as the exchange of knowledge between parties, through which new knowledge is developed. Such practices help individuals and firms to share their understanding and insight, but their effectiveness is largely dependent on personal and organisational values and beliefs, as well as their specific context. To elaborate, in organisations where the hierarchy is flat and the atmosphere is supportive of knowledge collaborations, individuals find it much easier to engage in such activities (Wee & Chua, 2013, p. 960).
Finally, knowledge reuse concerns the steps taken to gain and reconfigure knowledge to use in new settings. This is done primarily to take advantage of previous successes, reduce the possibility of redundancies, and overcome possible mistakes, and it is affected by the absorptive capacity of individuals and their degree of familiarity with the context in which the knowledge is to be applied. However, due to their lack of well-developed knowledge repositories and clear procedures to support knowledge initiatives, SMEs face serious problems in this regard, and thus rely on ad hoc mechanisms to process knowledge. In fact, the heavy reliance of SMEs on tacit knowledge means that individuals in these firms are the main source of knowledge generation, processing, and application, with information technology being an enabler of knowledge sharing and reuse (Wee & Chua, 2013, p. 961).
Another important issue worth noting is the differences between SMEs and LSEs with respect to their KM capabilities. In fact, a major strength of SMEs is their ability to integrate new sources of knowledge into their existing know-how, thus equipping themselves with greater potential to compete (Coyte et al., 2012, p. 790).
Although there is a general acceptance of the critical role of knowledge in developing business performance in SMEs, Hutchinson and Quintas (2008) highlight that, based on OECD (2001), merely 13% of SMEs have formalised KM strategies and up to 79% have no KM action plan. Thus, in addition to theoretical gap in the literature, there is a lack of empirical initiatives to manage knowledge systematically.
SMEs often suffer from a lack of both tangible and intangible resources. A lack of tangible resources (such as physical assets) and intangible ones (such as databases, property rights, and market power) force those SMEs with scarce resources to allocate more to internal knowledge creation  (Wijnhoven, 2006). As a result, SMEs have often no alternative but to find innovative solutions to overcome their resource constraints and proceed with their KM activities (Desouza & Awazu, 2006). This calls for detecting, getting access to, and practically incorporating into their everyday practices new sources of knowledge from outside their borders (Wijnhoven, 2006). Many scholars use the term ‘knowledge integration’ in place of ‘KM’ in the SME context to place emphasis on the absorption of knowledge (Wijnhoven, 2006; Nunes et al., 2006; Hutchison & Quintas, 2008; Pillania, 2008). However, SMEs often manage knowledge informally as part of their normal activities, without using specific terminology (Hutchinson & Quintas, 2008), and consequently this is often referred to in the literature as ‘informal KM’.
Small firms are classified in highly heterogeneous groups, so there is no single theory that can explain everything about them (You, 1995). However, from a knowledge-intensive perspective, the varying sizes of SMEs and LSEs is not the driver of the differences between their KM initiatives (Earl & Gault, 2003; Hutchinson & Quintas, 2008; Wong, 2005). The characteristics of size, structure, behaviour, and practices can be related to different KM practices and patterns of organisational learning. Wong and Aspinwall (2005), Desouza and Awazu (2006), and Hutchison and Quintas (2008) suggest that there are specific characteristics inherent to SMEs that lead to implicit practices that, while being in many ways very different from the more formal initiatives present in LSEs, are nevertheless focused on the management of knowledge. 
SMEs exhibit different patterns of informality and socialisation, thus generalising LSE patterns of KM to SMEs is inappropriate in the most cases. SMEs often operate in niche markets and must therefore develop internal capabilities to acquire, assimilate, transform, and apply knowledge. According to Hutchinson and Quintas (2008), some organisations – depending on their particular traits and the circumstances under which they operate – make use of knowledge practices that are quite different from that labelled ‘formal KM’, with their own distinct policies and plans in this regard. Due to such issues, a deeper grasp of KM within the specific context of SMEs is required.  
[bookmark: _Toc333236203][bookmark: _Toc331885028][bookmark: _Toc272840413][bookmark: _Toc272702452][bookmark: _Toc272696820][bookmark: _Toc502577243][bookmark: _Toc9852799][bookmark: _Toc24748368]4.4 Characterising knowledge management (KM) in small- and medium-sized enterprises (SMEs)
Haque et al. (2015) believe that in spite of the scholarly consensus on the significance of knowledge as a strategic asset for firms – especially within the SME context – organisations are not fully aware of how to use knowledge in their real operations in accordance with their culture, technology, and interactions that take place inside and outside their borders. To better understand these variations, a more detailed view of SMEs’ prerequisites for successful KM implementation will be presented.SMEs have a competitive advantage due to their flexibility and ability to specialise their activities in turbulent environments (Hutchinson & Quintas, 2008). An organisation’s ability to develop and sustain competitive advantage depends on its ability to acquire, assimilate, transform, and exploit external knowledge (Camisón & Forés, 2010; Liao & Wu, 2010; Mu et al., 2010; Liao et al., 2009; Jansen et al., 2005; Zahra & George, 2002; Bosch et al., 1999; Lane & Lubatkin, 1998; Cohen & Levinthal, 1990). In addition, the quality of the knowledge in SMEs’ external business environments also affects their knowledge-absorption activities (Hutchinson & Quintas, 2008). This section explains the most important KM features in SMEs, including both internal and external issues.
Because of the strict resource deficiencies with which SMEs are entangled, the firms are obliged to explore the environment and find alternatives that allow them to make use of external resources (Desouza & Awazu, 2006). SMEs suffer from structural liabilities (Valentim et al., 2015), such as finance and human resource barriers and lack of connectedness, which results in weak personal and organisational networks, affecting the ability of the firms to absorb external knowledge using their internal resources. Having said this, SMEs' strengths in terms of flexibility, responsiveness, flat organisational structures, less bureaucracy, and stronger and simpler communication channels and personal relationships can be translated into opportunities that LSEs do not have.
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The importance of internal resource availability for an effective knowledge absorption system is widely acknowledged. Absorptive capacity is also discussed in the literature as an interactive process between knowledge and learning. In SMEs, however, due to their resource scarcity issues, scientific and technical human resources are central to the process (Spila et al., 2010). In other words, employees with higher qualifications mean greater absorptive capacity (Gray, 2006). In the context of SMEs’ organisational capabilities, Hayton and Zahra (2005) underline the importance of top management's level of knowledge and diversity.
The different orientations of SMEs mean that their explorative and exploitative capabilities should be developed in a way that creates balance between various aspects of knowledge activities (Zhang & Fung). Reflecting such a difference, Zhang and Fung (2006) use the innovative-stable continuum to argue that innovative firms tend to explore alternative sources of knowledge, while stable organisations mostly focus on effective implementation of their existing capabilities. Of course, firms should deploy both of these knowledge strategies to develop their intellectual capital: 1) knowledge exploitation for effective application of current knowledge and existing experiences as unique knowledge and 2) knowledge exploration for identification and assimilation of new knowledge as public knowledge (Ichiju, 2002). However, SMEs must apply a strategy for shifting from exploitation to exploration through the identification and assimilation of new knowledge. The advantage of SMEs is working in niche markets and developing the ability to explore knowledge and exploit absorbed knowledge.
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Chan and Chao (2008) state that changes in the business environment have pushed SMEs even further towards KM practices. However, it should be emphasised that effective KM implementation is mostly a function of appropriate infrastructures and meaningful knowledge processes, both of which are referred to as ‘capabilities’. To these researchers, infrastructure capability consists of organisational culture, technology, and organisational architecture. In contrast, process capability entails the mechanisms that ease organisational access to the required know-how through creation, integration, transformation, and diffusion of knowledge. The authors have investigated three specific dimensions of infrastructure capabilities and four dimensions of process capabilities in SMEs; and these capabilities, along with some recommendations for action, are presented in Table 4.2. 
	[bookmark: _Toc502577795][bookmark: _Toc502639268][bookmark: _Toc502653748][bookmark: _Toc338938854]Table ‎4.2 Precondition capabilities for successful implementation of knowledge management (KM) programme in small- and medium-sized enterprises (SMEs) (Chan & Chao, 2008)

	Capabilities
	Specifications and recommendations for action

	Infrastructure capabilities
	Technology
	SMEs use technology to allow employees to collaborate with each other. At least a simple set of cost-effective KM systems is needed, including access to the internet, an email system, and database management. Although further developments in IS are welcome, managers should consider the main role that people play in KM. It is important not to expect IT utilities or applications in SMEs to be well-developed or efficient.

	
	Structure
	The SMEs’ structure should encourage knowledge sharing and interaction within the organisation, with suitable incentive systems. Managers can support it by setting up a steering committee or inviting experienced key speakers to promote KM programmes to increase employee interest in performing the designated KM tasks. It is also recommended that KM roles in SMEs are clarified, with clear responsibilities. Moreover, sharing public and transparent reports on KM progress increases employee interest in becoming involved in KM programmes.

	
	Culture
	Knowledge vision and goals should be clearly and regularly proposed to all employees. Managers should demonstrate to employees that KM is a critical activity for identifying and sharing skills, information, and experience. Furthermore, new ideas, opinions, and innovations should be welcomed by managers.

	

Process capabilities
	Acquisition
	SMEs need a systematic approach to absorbing knowledge from external sources (competitors, customers, suppliers, and business partners). Thus, managers and employees should assign extra working time to engage in this approach. They may also jointly differentiate their business from competitors by their knowledge and skills.

	
	Conversion
	Knowledge is not limited to the experienced staff. Employees should be encouraged to convert their knowledge and skills into what others can learn or have to know. Managers can also facilitate the process to enable employees to share experiences or to disseminate new findings from external sources. Competitive intelligence should be converted into plans of action.

	
	Application
	Management should support the implementation of new ideas through practical actions and existing workflows. Making mistakes may be acceptable as part of the learning process and innovation. 

	
	Protecting
	 The organisation has to implement monitoring systems to protect knowledge from inappropriate use and from knowledge loss due to staff departure. Employee loyalty may be increased by effective reward systems for both knowledge protection and exploitation. 



In the view of SMEs' resource restrictions and considering the inter- and intra-organisational nature of the concept, McAdam et al. (2010) propose the operationalisation of absorptive capacity at the individual, group, and organisational levels and the creation of organisational routines to support the development of different dimensions of absorptive capacity. The rationale for such a proposition is that, in their experience, the usual efforts to apply KM practices – and specifically absorptive capacity – cannot readily drive change and are simply an accumulation of theoretical assessments. As such, applying action-based tools (such as a balanced scorecard) and the Investors in People (IiP) standard leads to a higher degree of operationalisation in SMEs (p. 234-235). This is what Meeus et al. (2001) refer to as 'knowledge-based SMEs', which use relationships and structures to disseminate relevant knowledge. For Therin (2007), acquiring more external knowledge increases a firm's capacity to exploit and transform that knowledge. Kastelli (2006) concludes that the benefits of developing internal resources and capabilities is much greater for smaller firms and consequently encourages SMEs to turn to external sources of knowledge in the face of intensely competitive markets.
Liao et al. (2003), on the other hand, propose a new classification of SMEs as proactive (higher levels of absorptive capacity) and reactive (modest level), affirming that firms' performance tends to remain stable over time. Others have agreed that firms with higher levels of absorptive capacity generally achieve greater competitive advantage and higher levels of innovation (Camison & Forés, 2010; Gebauer et al., 2012). This illustrates how dependent SMEs are on their absorptive capacity as the firm’s fundamental learning process (Lane et al., 2006). Gray (2006) endorses the importance of knowledge sharing for business growth in SMEs, particularly in compact value chains. For him, absorptive capacity in SMEs is a prior condition for the successful adoption of innovation and entrepreneurial growth.
A key characteristic of knowledge is the degree of communality, which refers to the extent to which knowledge is shared between organisational members. The stronger this trait becomes, the better support there is for knowledge exchange. However, as time goes on, SMEs inevitably engage in more specialised activities, which in turn reduces the communality of knowledge held by members across the organisation because they operate in distinct specialised domains. In this regard, Desouza and Awazu (2006) refer to the depth and breadth of common knowledge. The term ‘breadth’ contains the general knowledge that members have about the firm and its operations, whereas ‘depth’ signifies the percentage of technical know-how shared by them. Such common knowledge, when transferred, can facilitate the performance of tasks. 
In addition, Desouza and Awazu (2006) argue that the tacit nature of knowledge in a small firm compels managers/owners to act as a repository in knowledge sharing. Knowledge is often socialised from the manager to the employees as the former are more concerned about KM than other parties, and this is usually done through apprenticeship-based training. 
The socialisation-oriented approaches are centred upon creating and sharing knowledge through social interaction (Hansen et al., 1999; Desouza & Awazu, 2006). Socialisation is emphasised by Nonaka and Takeuchi (1995) in the knowledge-creation cycle. This notes the dominance of socialisation, by which knowledge transfer occurs from owner to employees and between employees (Desouza & Awazu, 2006). Although much of the conversation and communication between employees has nothing to do with the business, it helps to build a friendly environment in which knowledge sharing is easier and more effective (Desouza & Awazu, 2006).
Also, the significance of organisational knowledge memory is increased in the context of SMEs due to the lack of complicated IT infrastructures as the foundations for a KM system. This is why in such contexts, the socialisation dimension of the standard model of SECI (applied in LSEs) is highlighted, with other elements such as internalisation and codification being overshadowed as they can be accomplished through socialisation with the owner/manager of the SMEs (Desouza & Awazu, 2006).
Furthermore, Desouza and Awazu (2006) state that knowledge loss does not pose a serious problem in a small firm because common knowledge compensates for an employee’s absence. In addition, the owner or manager of an SME holds much of the core knowledge, and managers rarely leave their own businesses. In this respect, SMEs can usually cover the knowledge loss by applying a hire-and-train cycle to position a new employee in the vacancy. Also, the process of training a new hire is usually not very long. However, if the top manager leaves the business, the organisation may find it difficult to hire an outsider for the senior position. In these situations, a current employee would normally be promoted to fill the higher position because he has learned from the previous manager over time and is thus ready to take on more responsibilities in the business.
On the other hand, SMEs are at risk of losing touch with their external environment in the absence of appropriate communication mechanisms and poor KM capabilities required to gain access to external knowledge. Such capabilities also require a well-defined motivational system to increase employee engagement in knowledge activities that lay the grounds for the firm's competitive advantage (Nunes et al., 2006). Macneil (2001) emphasises the role of top managers in establishing a knowledge-sharing environment for supporting competitive advantages and encouraging employees to apply their explicit and tacit knowledge to problem-solving (Hicks et al., 2007).
As a result, SMEs create, share, disseminate, and apply knowledge based on a people approach. In this respect, technology is often used in the background of automation or for facilitating transactions. Thus, the most often-addressed KM initiatives in SMEs are methods such as face-to-face meetings, observations, apprenticeships, and training (Desouza & Awazu, 2006). In addition, the lack of potent information technology infrastructure obliges SMEs to apply absorbed knowledge directly, rather than using IT-based databases. However, this scarcity may help them to exploit knowledge immediately, thus enhancing work practices. Nunes et al. (2006) argue that KM in SMEs is rarely supported by IT and IS, so they often follow cultural, behavioural, and organisational strategies to implement an appropriate KM approach before considering any kind of ICT solutions. 
Consequently, Nunes et al. (2006) have cited the following reasons for management resistance to KM initiatives in SMEs: low priority given to KM as a long-term investment and mistrust of the returns of KM investments. Chan and Chao (2008) note that one of the KM problems in SMEs is that managers assume the IT department can handle the KM activities, while they are specialised in technical issues and cannot consider the management aspects of the organisation.
The distinction between knowledge acquisition and effective implementation of this is a very important one. It is true that, due to severe resource constraints, SMEs are obliged to gain access to new sources of knowledge; but this does not guarantee the effective deployment of this knowledge. Thus, SMEs must act intelligently when using such resources if they are to survive and stay competitive (Zhang & Fung, 2006; Desouza & Awazu, 2006). This poses questions regarding factors that affect the success of knowledge endeavours made by SMEs. 
Davenport et al. (1998) conducted an exploratory study of 31 KM projects in 24 companies of different sizes to determine the CSFs associated with their effectiveness. As a result, they were able to identify and classify the following eight common success factors:
· Linking KM to business performance or industry value
· A clear purpose and language
· A standard and flexible knowledge structure
· Multiple channels for knowledge transfer
· A knowledge-friendly culture
· A technical and organisational infrastructure 
· Change in motivational practices 
· Senior management support
Similarly, Wong, and Aspinwall (2005) note a lack of studies characterising a collective set of CSFs for implementing KM in SMEs. Based on previous research, these authors conducted an empirical study to investigate the CSFs for adopting KM in SMEs. They considered the needs and situations of SMEs when developing CSFs and conclude that the most important issues in integrating knowledge in SMEs are as follows: 
· Management leadership and support
· Culture
· Strategy and purpose
· Resources
· Processes and activities
· Training and education
· Human resource management
· Information technology
· Motivational aids
· Organisational infrastructure
· Measurement
Finally, Pillania (2008) argues that, in addition to leadership style, the success of chief knowledge managers in fulfilling their responsibilities and the development of appropriate KM strategies are the most crucial elements of KM initiatives in SMEs. To elaborate, supportive leadership acts as a directing tool that ensures the company is moving in the right direction. It also creates a positive shared space for members that facilitates the knowledge collaborations needed for the fulfilment of knowledge vision. This is done by identifying the knowledge gaps of the firm and developing policies to resolve them. In addition, chief knowledge managers help top executives to handle such issues by encouraging employees to engage in relevant behaviours, fostering ways to facilitate knowledge sharing, and ensuring the firm is performing effectively based on the outputs of such cooperation. A third element is the existence of appropriate KM strategies for a knowledge-based organisation. This is reflected in the organisation's ability to monitor and compete with other firms in ways that create value for different stakeholders (p. 335).
Regarding knowledge management practices within the Iranian insurance industry – and insurance SMEs as an integral part of it-, small insurance firms usually look for short-term benefits due to the strict lack of resources they are faced with. In many cases, the only strategy that these SMEs rely on is price wars- which often results in unethical and destructive competition. Although knowledge management has gained momentum in the Iranian insurance industry during the past two decades, it still seems not to have reached enough maturity. In this respect, Khadivar and Abbasi (2016) evaluated the maturity level of knowledge management in 300 successful companies dispersed over several industries – including insurance- based on the assessment of five criteria, namely knowledge management processes, leadership, culture, technology and evaluation. The results showed that the maturity level in insurance firms is below average (2.8, standing below engineering and petrochemical companies and above manufacturing or other kinds of firms). According to them, one reason for the poor performance of insurance firms in KM activities is the absence of a strategic focus on KM, which is reflected in their excessive engagement in the technological dimension of KM (such as purchasing knowledge sharing technologies). In contrast, little attention has been paid to the evaluation of KM initiatives carried out so far as well as the role of leadership and KM processes at work. These scholars also developed a five-stage model, i.e. initiation, development, standardization, optimization and innovation- to measure the level of maturity of firms with respect to KM practices. Based on the outputs, they concluded that insurance firms are in the third level (standardization) of knowledge management. 
In addition, Ebrahimi Mehrabi and SHajari (2013) maintain that the effectiveness of KM practices in the Iranian insurance firms could be seriously endangered as a result of poor communication, lack of managerial positive perception, inefficient organisational structure, low rate or learning and absence of KM thinking throughout the firm. According to these authors, devotion to these critical success factors (CSFs) could serve as a roadmap for Iranian insurance firms to allocate their limited resources more intelligently. Finally, Taleghani et al. (2012) argue that Iranian insurance firms could implement knowledge management using two approaches. The first approach rests upon optimising the use of existing technologies and expertise within the firm. The second approach, on the other hand, is built around deploying members' innovative ideas to create new products and services. In addition, challenging current procedures should be seen as a sign of learning and openness to change. These researchers also consider knowledge distribution as the most important dimension of knowledge management in Iranian insurance companies, and suggest that encouraging teamwork and effective communication are fundamental in the success of KM practices.
[bookmark: _Toc9852800][bookmark: _Toc24748369]4.5 Summary
Unlike in the 20th century, when LSEs were pioneers of economic growth, in the past few years, SMEs have had a substantial role in the welfare of societies as they have brought good employment potential and extra income. However, this does not mean they are safe from environmental shocks and competitive pressures, as reflected by their surprisingly high mortality rates, especially in their first five years. As such, SMEs are increasingly engaging in KM activities to manage their resource shortages and thus contribute to their survival and growth. Such an orientation is also fostered by their higher adaptability and flexibility in defining strategies in a timely manner in response to external trends and opportunities. 
Due to their different approaches to strategy formulation, market selection, authority delegation, organisational structure, and so on, SMEs and LSEs inevitably adopt different practices to manage their knowledge repositories. However, a review of the literature revealed that most existing studies have focused on larger firms. Thus, a consideration of KM in the context of SMEs seemed appropriate. For instance, it was found that only a small proportion of SMEs adopt formal approaches to KM. In addition, because of their resource limitations, they are more apt to look for alternative sources in the environment. In this regard, some of the preconditions for taking advantage of their explorative capacity include flat structures, technology and IT systems, cooperative organisational culture, and so on. 
A major consideration in this chapter was the networking tendency in the context of SMEs. Through a review of previous research, it was found that SMEs tend to engage in networking activities with other firms, as this brings multiple advantages, including access to a richer pool of knowledge and resources over which they do not direct control, and at much lower costs. It was also emphasised that, for KM management efforts to succeed, SMEs must distinguish between the acquisition of new sources of knowledge and their actual implementation in their daily operations to boost performance. As suggested by numerous scholars, such a goal can be achieved by, for example, developing multiple channels of knowledge transfer, talent management, and support for top executives; promoting clear purposes for members; and designing appropriate motivational systems.
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The rationale for the research assumptions, the strategy implemented, and ultimately the techniques and methods used to collect and analyse data are all represented by how the research is conducted. As Howell (2013, p.4) puts it, 
‘When we undertake a research project, we approach the world with pre-conceptions about the relationship between the mind and the external reality; such will affect the methodological approach, research programme and methods of data collection’.
This chapter aims to provide a comprehensive description of the research design and methodology adopted in the present study. The research objectives are reviewed, followed by an in-depth discussion of the various layers of the research design and its underlying paradigm, with descriptions of its associated ontological and epistemological assumptions. According to Kandadi (2006), ‘an effective paradigm and subsequent methodologies and choices essentially differentiate the everyday haphazard observations from systematic knowledge search’ (p.49). Hence, a critical analysis of these choices is provided in conjunction with the research questions. 
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As previously discussed, the rise of the knowledge-based economy – which necessitates that learning be an organisational mentality, rather than an occasional activity – and the impact of agility and market orientation on improving performance are the main reasons for absorptive capacity having received much scholarly attention in recent decades. In this regard, Vieira et al. (2017) argue that adopting a strategic orientation is the key to success in modern business environments, as it generates a shared vision for the firm that emphasises the continual gaining and implementing of knowledge. It also means that organisations must be perpetually modifying and improving their mechanisms and attitudes to develop the necessary capabilities to avoid inertia and path dependencies (p.115).
Such views are in line with new approaches to knowledge, which consider it a critical source of value creation in environments characterised by intensive competition and increasing difficulty in attaining self-efficacy (Camison & Fores, 2010, p.707). Similarly, Nguyen (2017) sees knowledge as the only reliable source of competitive advantage and states that firms which can obtain and implement fresh knowledge resources, translating these into products and services to serve the ever-changing market demands, are the true survivors (p.1). Development of this ability rests on organisational agility, which refers to the speed at which a firm can respond to the trends and forces in the environment or effectively adapt to external changes. A certain degree of flexibility is required in various aspects, such as identifying customer needs and market trends as they emerge, as well as making the necessary modifications to everyday practices to implement appropriate strategic alternatives. In addition, agility has been seen to reduce the interval between knowledge acquisition and application. This is very important, considering that learning organisations do not settle for the mere absorption of knowledge, but rather transform such knowledge into real actions and seek new ways of meeting rapid market change and growing dynamism to guarantee their survival (Vieira et al., p.118-119). 
Speaking of agility, it should be noted that, despite their structural liabilities, SMEs outperform many of their larger counterparts due to their agile features, such as their less bureaucratic approaches, stronger informal communication channels, and flat organisational hierarchy (Younger, 1990). These characteristics are congruent with the philosophy behind the formation of SMEs and may be their sole competitive advantage over larger firms that equip them with increased market responsiveness in volatile environments.
The rationale for choosing SMEs as the context of this study has its roots in the intrinsic differences between SMEs and large firms. Previous research concerns the significance of having access to new sources of knowledge and of strong and trust-based interactions between various parties (Grandinetti, 2016, p.160). However, as expressed in Chapter 4, SMEs may exhibit entirely different knowledge behaviours to larger firms. Larger firms usually have fewer resource limitations than SMEs and make better use of tools and mechanisms to access new sources of innovation. Thus, they are usually more successful in the acquisition of external knowledge, especially in situations where resource restrictions are strong (Guo & Wang, 2014, p.259).
Despite the intrinsic differences between large and small firms (regarding their respective levels of absorptive capacity and even the settings in which they operate), most existing studies have focused on larger firms in advanced economies (Laursen & Salter, 2006; Leiponen & Helfat, 2010). In the same vein, although the benefits of KM for large enterprises have been emphasised (Nonaka et al., 2000) and seen to have deep roots in organisational practices (Srikantaiah & Koeing, 2000), they not been investigated in the context of SMEs (Nunes et al., 2006). This often results from a lack of managerial insight and awareness, budget limitations (Wong & Aspinwall, 2004; Gourova, 2010), resources, and low technical proficiency, in addition to the absence of a formal IT-based system for the transfer and exploitation of knowledge. In addition to the high costs of adopting and maintaining a KM system, it should be emphasised that KM practices that prove successful in large firms cannot be readily applied in smaller firms (DeSouza & Awazu, 2006); thus no easy solution exists for small firms seeking to tackle their knowledge-based challenges with which they are constantly faced (Dotsika & Patrick, 2013, p.368-369).
As Martins (2016) points out, a firm’s relational tendency and ability to cooperate with other organisations are crucially important, since they facilitate the process of value creation at an inter-organisational level. Such a capability requires a ‘sense-making’ ability in analysing, processing, and applying the knowledge that is not only external but highly dependent on the context in which it originates (p.400). In addition, the ability of knowledge providers to distribute knowledge is equally important. In fact, from a network perspective, knowledge-sharing is a function of network characteristics (Ishihara & Zolkiewski, 2017, p.813). Finally, due to the limited body of research conducted in the field of knowledge diffusion in the SME context, the need to further extend our understanding of this phenomenon is clear (Lin, 2014, p.1416). According to Ishihara and Zolkiewski (2017, p.814), despite the general recognition of the significance of disseminative capacity in relation to knowledge-sharing and distribution by scholars, empirical evidence to support this viewpoint is seriously lacking. 
[bookmark: _Toc502577247][bookmark: _Toc502044258]With these points in mind, this research will investigate the knowledge absorptive and disseminative capacity of SMEs in general, and within the network of small firms in the service sector in Iran (as a developing country). This concerns a very niche area of research, which contributes to the novelty of the research value. Such a viewpoint considers knowledge to originate from a combination of social exchange and action, in as much as each and every knowledge-based activity (acquisition, transfer, and creation of knowledge) is tightly related to the various contexts of the players performing such actions. As such, it could be claimed that these activities are inextricably intertwined with social interactions and co-creation of knowledge. In other words, the gaining, distributing, and using of knowledge in organisations mainly takes place via the reciprocal actions of organisational members (Nahapiet & Ghoshal, 1998; Adler & Kwon, 2002). This means that such social reciprocity plays a critical role in the effectiveness of knowledge-related activities, including knowledge absorption (Aribi & Dupouet, 2016, p.16) and dissemination. In this research, KM processes in general and the absorptive and disseminative capacity of SMEs in Iran will be studied with special consideration to the peculiarities of Iranian society (cultural, economic, and political), as well as the knowledge-based challenges faced by the insurance industry in the country (privatisation, political organisational relations, traditional management approaches, etc.). In addition to the previously discussed gap in the existing literature, this research also recognises the lack of documented insight into the ways in which emergent knowledge is disseminated back into the environment and into the sales network to which these companies belong. Based on the arguments presented above, this study aims to propose a framework to efficiently develop absorptive and disseminative capacity in the inter– and intra-organisational knowledge-sharing practices of small firms. To elaborate, the objectives of the present research include the following:
O1: Identifying major industry trends that necessitate more attention to innovative performance in the context of SMEs
O2: Tracking the knowledge challenges that SMEs face in their efforts to use external sources of knowledge
O3: Discovering the knowledge-based capacities (KBCs) that SMEs require to tackle these challenges
O4: Clarifying the infrastructures and processes associated with absorptive and disseminative capacity at both the intra and inter-organisational levels
[bookmark: _Toc24748373]5.3 Ontological and epistemological foundations of the research: a knowledge-based perspective
Before moving to the details of the research design of the present study, a review of the ontological and epistemological research assumptions will be provided to illustrate the building blocks of the research paradigm. This is useful as the potential variations in the ontological and epistemological positions result in the formation of multiple approaches to a single phenomenon (Scotland, 2012, p.10).
Khan (2014) defines a paradigm as a body of assumptions which serve as an avenue to perceiving the world. In addition, such a structure unveils problems and issues to be comprehended and methods and procedures to be applied (p.298-299). Indeed, such an elaboration justifies the selection of the interpretivist paradigm (discussed later in this chapter) to explore the absorptive and disseminative capacity of SMEs at intra and inter-organisational levels – which, in turn, assists and authenticates the findings of this research.
To be more specific, the term ‘paradigm’, introduced by Thomas Kuhn to refer to an overall historical research framework, can be defined as ‘a loose collection of logically related assumptions, concepts or propositions that orient thinking and research’ (Al Riyami, 2014, p.412). As Scotland (2012) points out, different paradigms are composed of different ontological and epistemological suppositions regarding the meaning of reality and acceptable knowledge, thus different approaches to the same concept may emerge (p.9).
Ontology deals with the meaning of being (Crotty, 1998, p.10), with ontological suppositions focusing on the elements that comprise reality. Interpretivism – the dominant philosophy of the present study – takes a relativist position, in which reality is believed to be subjective and varied from person to person (Guba & Lincoln, 1994, p.110). The human senses influence the perception of reality. In fact, man’s consciousness gives meaning to phenomena (Crotty, 1998, p.43). In the same vein, individuals fabricate their own perceptions of reality (Scotland, 2012, p.11) by combining concepts that carry their own meanings (Crotty, 1998, p.43).
On the other hand, epistemology deals primarily with the nature of knowledge, or the true meaning of knowing (Cohen et al., 2007, p.7). Knowledge development, acquisition, and distribution are among the concepts that can be reviewed from an epistemological perspective. As Guba and Lincon (1994, p.108) mention, epistemological concerns concern how the potential knower and potential knowledge interact (Scotland, 2012, p.9).
The epistemological stance in interpretivism is subjectivism, which concentrates on real-world issues and concepts. Subjectivists argue that our knowledge of the world is what gives meaning to phenomena and that different individuals may have different meanings in their own minds, but reality is constructed as the collective ideas of the participants. Thus, it can be logically concluded that knowledge has its roots in the cultural and historical contexts in which it is created (Crotty, 1998). This also signifies the importance of the viewpoints of the participants in the comprehension of the phenomena. An interpretivist approach, in fact, sees the world through the lens of individuals and the interactions that take place in their specific social and historical settings. More specifically, ‘Individual constructs are elicited and understood through interaction between researchers and participants with participants being relied on as much as possible’ (Creswell, 2012). Furthermore, rather than relying on simplistic interpretations of concepts, the researcher aims to discover hidden layers of cognition. In addition, in this perspective, theories are usually inductive (grounded), meaning that they are developed along with the data being collected, not predetermined and tested (Scotland, 2012, p.11-12).
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The systematic steps taken with the purpose of analysing facts, elaborating principles, or gathering data about a specific topic of interest can be collectively labelled ‘research’. In the same vein, a general picture of how the researcher will try to deal with the research problem and realise the research objectives is the ‘research design’. Having such a design in mind is helpful and even necessary, as it establishes the link between the theory and practical findings of the research (Al Kindy et al., 2016, p.892). Saunders et al. (2012) designed a model, namely a research onion, to help researchers develop a picture of the research process and the steps necessary to reach the research objectives. Because the model is multi-layered, it needs to be ‘peeled-off’ (Figure 5.1). The research onion gives consideration to each aspect of the research and establishes the logical connections between them to guarantee a consistent flow of data and information to meet the research goals. The layers representing the process of research are as follows: philosophies, approaches, methodological choice, strategies, time horizons, and techniques and procedures (Al Kindy et al., 2016, p.892). 
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Research philosophy: Johnson and Clark (2006) argue that it is important for researchers to decide the philosophical assumptions they will adopt throughout their journey. Similarly, Saunders et al. (2009) argue that identifying the research philosophy is important because it reflects how the researcher perceives the world. Issues such as what can be (or cannot be) considered reality and the relationship between human behaviour and reality inevitably affect the approaches and methodologies taken by a researcher (Johnson & Clark, 2006). Additionally, Stiles (2003) proposes that, in any research, the methodology and its associated elaborations are determined through consideration of the understanding and philosophy underpinning them. 
As previously explained, this research takes an interpretivist approach. A major criticism of positivism by interpretivists concerns its effort to develop law-like generalisations that ignore the nuanced differences between cultural, social, and conceptual contexts in which individuals view and experience phenomena. To tackle this problem, interpretivism adopts a subjective stance, where the researcher's value system is integral to the research. However, it remains an arduous task is to get into the minds of the participants and view the world through their cognitive lens (Saunders et al., 2016, p.140). In fact, within this framework, reality is believed to be multiple and social in nature. An interpretivist ontology is that of relativism, based on which no single interpretation is ascribed to a phenomenon and the truth is only determined through the use of various processes. From an epistemological perspective, interpretivists favour a strategy that ‘respects the differences between people and the object of natural science and therefore requires the social scientist to grasp the subjective meaning of social action’. Theory is not a readily available product, but rather emerges gradually as patterns begin to appear (Al Riyami, 2014, p.413). Because knowledge-absorptive capacity is affected by the social interactions of individuals in SMEs, their values and beliefs play an important role in knowledge absorption and dissemination. In other words, knowledge absorption and dissemination are based on social interactions between individuals and are thus context-specific. A unique and complicated feature of the setting in which this research is conducted is that knowledge absorption is in process, not only inside each organisation under study, but also at the inter-organisational level. Due to the diverse cultural backgrounds of the individuals engaged in knowledge absorption and dissemination processes, and the impact of this on their personal beliefs and the meanings they ascribe to such processes, an interpretivist philosophy was required to develop a framework fully depicting the prerequisites, core dimensions, and related processes of knowledge absorptive and disseminative capacity within these organisations.Having said thisHaving
Equally, there are good reasons why the researcher did not choose other philosophies for this work. Firstly, positivism cannot yield insights into absorptive and disseminative capacity as, in this view, organisational concepts are similar to physical objects. As Gill and Johnson (2010) point out, positivists crave rules and generalisations, insisting strongly on the separation of the researcher from the phenomenon under study. Similarly, critical realism fails to guide this research, since this view posits that a prerequisite for comprehending phenomena is a grasp of the underlying mechanisms of social structures and an understanding of the modifications these phenomena may go through (Reed, 2005). 
Additionally, post-modernists are keen to explore issues related to organisations, like their interpretivist counterparts. However, the former also advocate challenging the power relations that may exist between the researcher and the subjects (Saunders et al., 2016, p.142), thus they challenge any generally accepted concepts. However, this research aims to provide a descriptive framework to better illustrate the core dimensions, prerequisites, and processes of absorbing external knowledge and disseminating it within a sales network – not challenging the accepted realities of the context under study. Finally, pragmatism is not appropriate to this research since this philosophy deems that concepts are only valuable when they are accompanied with appropriate measures (Klemen & Rumens, 2008). This research does not intend to take actual measures, but rather to provide a clear picture of knowledge-based challenges with which SMEs are faced, as well as the strategies they may apply to tackle these challenges, giving special attention to absorptive and disseminative capacity at the intra and inter-organisational levels.
Research approach: The researcher’s decision about the theory at the beginning of the research raises an important question concerning the design of the research project. This is traditionally portrayed as two contrasting approaches to the reasoning adopted: deductive or inductive. There is also a third approach to theory development: abductive reasoning. It needs to be mentioned that the choice of the approach depends on the emphasis of the researcher and the nature of the research topic (Saunders et al., 2016, p.149). It can be inferred from previous studies in KM – and specifically knowledge-absorptive capacity – that studies in this field must be interactive and multi-dimensional, since knowledge is socially constructed and knowledge creation within organisations is associated with cultural change (Venters, 2010). As a result, KM and its absorption and functionality in organisations are heavily dependent on social constructs. Data gathering must be rich, open, exploratory, descriptive, and qualitative. As mentioned, the general concept of absorptive capacity, as well as its characteristics and constructs, have been subject to numerous empirical studies. Absorptive capacity is seen as an essential competence for a firm’s long-term performance. However, as discussed, the implementation process of absorptive capacity in small firms is still not well-researched (Aribi & Dupouët, 2016). This is true in comparison to larger firms, despite their intrinsic differences that could lead to different patterns of absorptive and disseminative behaviours. Thus, an inductive approach to the research strategy and design would be appropriate for avoiding excessive pre-determination of the various issues to be explored. Consequently, an inductive approach to the research design is adopted, grounding the research findings in the context of a specific empirical environment; here, SMEs in the Iranian insurance industry. Another reason was the gaps identified in the literature on the SME context. So, the inductive approach was applied to develop a framework consisting of factors that contribute to the development of absorptive capacity within this context. Considering the nature of this research – investigating knowledge development, transfer, and dissemination within SMEs – and its goal of establishing transparent and defensible links between the research objectives and the findings derived from the data, in order to develop a conceptual model, an inductive approach is deemed the best fit. 
Methodological choice: Previous studies in the field of knowledge-absorptive capacity have recommended that such research be designed as interactive and multi-dimensional. Qualitative methods are deemed the most suitable as they can assist the researcher in producing clear thoughts, rich insights, and a deep understanding of cultural values and social constructs relevant to the organisational context. In addition, a large number of models for understanding absorptive and disseminative capacity development within large firms ignore the peculiarities of SMEs and, consequently, the specific patterns affecting and emerging in the development of absorptive and disseminative capacity in their context (Ishihara & Zolkiewski, 2017). This indicates that the characteristics of knowledge absorption and dissemination, as well as many relevant parameters and factors, should be applied to construct hypotheses within this context, rather than testing predetermined ones. It also supports the use of grounded theory as a form of qualitative data analysis approach (Strauss & Corbin, 1998). Thus, unstructured and semi-structured interviews were conducted, followed by a focus group session, to gather rich primary data. The data were analysed using grounded theory (discussed later in this chapter). 
Purpose of the research design: The purpose of a study is determined by whether it is carried out to gain an initial understanding of a phenomenon, reach a deeper insight, identify causal relationships, compare previous studies, or a mixture of these (Saunders et al., 2016, p.176). Based on this notion, the present study can be considered to have combined purposes. First, it aims to provide the basis for a descriptive framework of the core dimensions and prerequisites of absorptive capacity in SMEs. It also identifies how these different prerequisites interact at the organisational and inter-organisational levels, facilitating further development of the disseminative capacity of knowledge within the sales network under study. This study is designed to explore knowledge-absorptive capacity within a specific context of the Iranian insurance industry, through the lens of the key players in the field. It also seeks to make contributions to existing absorptive capacity frameworks. As a result, vigorous attempts are made to identify knowledge-based challenges inside the small firms and in the sales network. In the same vein, taking a descriptive approach, a clear profile of the influential factors dimensions, processes, and preconditions of knowledge-absorptive capacity is developed. This is achieved using unstructured and semi-structured interviews to explore the challenges faced by SME managers when seeking to improve their businesses, as well as investigating the required knowledge capacities for tackling such obstacles. Qualitative interviews were also conducted to investigate knowledge absorptive and disseminative capacity dimensions and processes that would support the realisation of this goal inside small firms. Subsequently, a focus group session was held to identify the pre-requisites of absorptive and disseminative capacity development, as the final step in managing the aforementioned challenges. In the next phase, the interplay among these items is thoroughly studied. This is intended to lead to the formation of an explanatory framework with which to boost knowledge absorptive and disseminative capacity in the sales network. 
Research strategy: In general terms, a ‘strategy’ is a plan of actions required to achieve a goal. A research strategy may therefore be defined as a plan of how researchers will go about answering their research question. It is the methodological link between a philosophy and choice of methods for collecting and analysing data (Saunders et al., 2016, p.177). This research was carried out using a grounded theory strategy, which will be discussed below. Turner (1981) sees grounded theory as an appropriate tool for sorting the data gathered through unstructured and semi-structured interviews, observations, case studies, and documentary reviews. As these techniques often produce large piles of data in non-standard and unpredictable formats, a methodological filter is needed for categorisation and analysis. This is achieved with a grounded theory strategy. It also draws a progress line for the data generated, easing the iterative process of constant comparison in the course of theory development (Lawrence & Tar, 2013, p.35).However, the most prominent function of grounded theory is revealed in areas where little knowledge of the phenomenon exists or where the existing knowledge fails to explain the complexities of the research subject (Lawrence & Tar, 2013, p.35). As such, the paucity of research about knowledge-absorptive capacity means that many of the variables relevant to the concepts of this phenomenon in small firms are yet to be identified.Finally, central to the discussion on grounded theory is its promise to develop an accurate profile of the phenomenon within its specific context, as opposed to unreasonable simplifications. Thus, in this strategy, deeper contextual elements are taken into consideration, in the belief that these fundamental issues significantly influence the subject being investigated and will ultimately result in the development of a better theory (Lawrence & Tar, 2013, p.35). A full explanation of how grounded theory was implemented in this research will be provided in subsequent sections. 
Time horizon: The time horizon in this research is cross-sectional, since the data relating to absorptive and disseminative capacity were gathered over a period of nine months in small firms in the Iranian insurance industry. Moreover, the interrelations between factors affecting absorptive and disseminative capacity and ways of improving them in single small firms and communities are depicted.
Techniques and procedures: The present study adopts a qualitative approach to data collection and analysis to obtain deep explanations of the phenomena. Qualitative data are not valued based on frequency or quantity, but in terms of the insights and meaning that they offer. The methods and procedures used to collect data in the present study are presented in this section, and the details of their application described in subsequent sections. To answer the research question, this study is carried out in three phases. The methods applied in these phases are unstructured and semi-structured interviews and a focus group. Table 5-1 summarises this design.
An interview is defined as ‘a conversation whose purpose is to gather descriptions of the [life-world] of the interviewee with respect to interpretation of the meanings of the described phenomena’ (Alshenqeeti, 2014, p.40). Additionally, Schostak (2006) suggests that an interview helps the researcher to gain deeper information about a topic of interest and interpret it in accordance with the meaning the participants ascribe to it (Alshenqeeti, 2014, p.40). This can be achieved in a variety of ways, three of which are described below (and applied in the present study):
· Unstructured interviews: Also known as ‘open-ended’ or ‘unstandardised’, these interviews are non-directive and used where there is little knowledge about the topic of the research, thus the interviewer uses no particular framework to advance the interview. Rather, he or she has a conversation with the interviewee and asks broad questions, with no predetermined possible responses (Ryan et al., 2009, p.310).
· [bookmark: _Toc12274307]Semi-structured interviews: This type of interview can be rightfully considered a variable of structured interviews, in which the researcher enjoys the chance to explore the interviewee’s words and viewpoints (Alshenqeeti, 2016, p.40). 
· [bookmark: _Toc331885047][bookmark: _Toc333236222]Focus group: Focus group research is ‘a method of collecting data in a safe environment, from more than one individual at a time, regarding a specific area of interrogation’ (Onwuegbuzie et al., 2010, p.711). An advantage of the focus group process is that viewpoints are better clarified than in individual interviews, since the synergy and (even conflicting) ideas are better communicated (Tausch & Menold, 2016, p.1). Similarly, Onwuegbuzie et al. (2017) list several benefits of using this method in place of individual interviews, including economics, increased speed of data collection, ease of access to social data in a social setting, considerable face validity, and conveying a feeling of safety to the participants (p.711). 





Table 5.1 Research design snapshot
	Research philosophy
	Interpretivism

	Research approach
	Inductive

	
	

	Methodological choice and purpose of the research design
	 Qualitative

	Purpose of the research design
	Combined

	Research methodology
	Grounded theory (Glaserian)

	Time horizon
	Cross-sectional

	Techniques and procedures for data collection and analysis
	Unstructured and semi-structured interviews; focus group 



[bookmark: _Toc24748375]5.5 Alternative research strategies
Before moving to a detailed description of the rationale for the choice of methodology, a review of other potentially useful strategies seems appropriate here. Due to the topic and context of the current research, three other alternatives to grounded theory are proposed: action research, case study and ethnography.
[bookmark: _Toc24748376]5.5.1 Action research
For Huang (2010), action research is conceptualised in a practical context. Proponents of this approach give so much credit to knowledge accompanied by actions that they consider a theory without practice to be mere perceptions of a phenomenon (p.93). A central theme in action research is partnership between the researcher and the organisational agents, which means different phases of the research – from research objective development to implementation – take place in a mutual effort between various stakeholders. Another core feature of action research is reflexivity, as an iterative act of developing ideas and putting them into practice to improve the initial solutions (p.99). 
Despite the advantages of action research, this approach was not adopted for several reasons. First, its lengthy nature would pose serious threats to the flow of the research, since SME managers are often busy and lack sufficient commitment to engage in action research. The method requires a wealth of time and other organisational resources because it involves multiple circles of action and improvement, and a key concern are the temporal limitations imposed by the context of the study or the researcher. In addition, action research necessitates the intervention of the research team in current organisational procedures and routines, which in turn calls for a certain degree of authority (which the researcher was not provided with at the time of this study). Finally, the absence of a clear idea of the concepts to be explored and their associated mechanisms is another reason why action research would not be an appropriate choice. In fact, it was due to such conceptual ambiguity that the researcher chose the Glaserian approach and analysed the emerging patterns of data (Saunders et al., 2016, p.191) (Figure 5.2).
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Figure 5.2 The three cycles of the action research spiral (Saunders et al., 2016)
[bookmark: _Toc24748377]5.5.2 Case study
A case study is an in-depth inquiry into a topic or phenomenon in its real-life setting (Yin, 2014). The word ‘case’ may refer to a person, a group or organisation, a change process, an event, and so on. The case study research sets out to understand the dynamics of the topic in its setting or context (Eisenhardt & Graebner, 2007): in effect, the interactions between the subject and its context. It is this characteristic that distinguishes this research strategy from others. In an experimental strategy, contextual variables are highly controlled as they are seen as a potential threat to the validity of the results. In a survey strategy, research is undertaken in real-life settings, but the ability to understand the impact of this context is limited by the number of the variables for which data can be collected. In contrast, case study research is often used when the boundaries between the phenomenon and the context within which it is being studied are not apparent (Yin, 2014). The interaction between a phenomenon and its context is best understood through in-depth case studies. To achieve this, case study research draws on quantitative and/or qualitative research and frequently uses a mixed methods approach to fully understand the dynamics of the case (Saunders et al., 2016, p.185).
The case study method could be used to answer the questions of the present study, due to its methodological similarities with grounded theory. First, it involves developing research question(s) at the initiation of the research for the purpose of theory building – although a study of a priori constructs is also possible. This, of course, does not mean that hypotheses are tested and measured in this type of study. In addition, multiple data collection methods can be used to take advantage of triangulation. Data collection and analysis usually overlap, which in turn facilitates an opportunistic approach to selecting the most appropriate tools during the research. Similarly, when patterns emerge, an extensive literature review is conducted to ensure validity and increase the theoretical soundness of the findings. Finally, the process ends when marginal improvement is hardly made; in effect, theoretical saturation in grounded theory (Eisenhardt, 1989, p.533).
Although a case study strategy could produce a deep understanding of the phenomenon in its specific context, and in spite of the considerable methodological overlap between case study and grounded theory, it was not utilised in the present work due to its approach to analysing data. In case study research, data analysis is carried out through within-case and cross-case analysis. While the former encourages exploration of case-specific patterns before making generalisations across the cases, the latter rests upon choosing pairs of cases to find the similarities and differences between them. It can also involve selecting dimensions and searching for within-group similarities and intergroup differences (Eisenhardt, 1989, p.540), none of which was done in this research – as will be discussed in subsequent sections. The aim here was not to find patterns in specific cases, but rather to explore the knowledge behaviours of the insurance company and the SMEs operating in its sales network at the firm and at the inter-firm level, thus generating a holistic understanding of absorptive and disseminative capacity in the Iranian insurance industry. Case study was not deemed an appropriate strategy with which to achieve this. 
[bookmark: _Toc24748378]5.5.3 Ethnography
Stadler et al. (2014) state that, with its interpretive approach, ethnography enables the researcher to obtain a rich understanding of participants' perspectives by investigating their presumptions of the social world. The researcher makes extensive use of unstructured data obtained from a limited number of cases (or even a single case) (p.91). Ethnography is distinguished from other strategies by its use of participant observation as a major tool for data collection (although other techniques, such as field notes and unstructured interviews, can be used in parallel). Proponents of this strategy believe that behind the decisions and behaviours of a group lie its cultural values. Thus, to capture their motives, the researcher must become a member of the community and fully engage in its practices (Davey & London, 2005, p.1240). To access the cultural world of the participants (as the major promise of ethnography), the researcher must spend time with them, observing them in their daily practices and developing a rich picture of the phenomenon (Stadler et al., 2014, p.92). The researcher participates in everyday rituals and interactions between group members, as this serves as an important learning avenue into the tacit features of the group life. Furthermore, the researcher watches the participants as they perform their tasks in the workplace and meticulously examine their artefacts. This yields several advantages for the researcher, such as illuminating the complexities associated with individual and group attitudes and behaviours, ensuring increased levels of flexibility, and minimising the potential discrepancies between the participants' words and actions due to memory limitations, fear of losing image, and so on. There are also cost benefits for the researcher, compared to more prevalent strategies, such as surveys or interviews (Cook, 2013, p.6). 
Despite the benefits of ethnography, it is not utilised here for several reasons. First, the participants would not welcome the presence of an outside researcher within their firms on a day-to-day basis. On an individual level, such resistance might be traced to the specific cultural norms and more restricted personal space of Iranian people in the workplace. Another problem was that only a small proportion of the participants are located in the headquarters, whereas the SME managers are dispersed throughout the sales network. This would seriously impede the process of data collection due to the length of time to be spent with each of them, as most of the required data originate from the tacit knowledge of the founder/manager of the SMEs, and not the other members. In addition, the vast majority of the founder/manager's time is devoted to meetings with the clients – at times, outside the SME – which would again make the presence of the researcher challenging. Due to issues of confidentiality, the headquarters would not permit the prolonged presence of the researcher in the company. Finally, there were limitations on the researcher's side, the most important of which was the temporal restrictions on gathering and analysing the required data.
[bookmark: _Toc502044267][bookmark: _Toc502577256][bookmark: _Toc24748379]5.6 Grounded Theory
[bookmark: _Toc24748380]5.6.1 Concept and origin
Grounded Theory was developed by Barney Glaser and Anselm Strauss due to their increasing concerns about the dominance of positivism in social sciences. Following Blumer’s (1954) criticism of social theorists for adhering to testing pre-designed hypotheses, Glaser and Strauss tried to distance from the positivist view towards theory generation. To shed more light, Blumer focused on “sensitizing the concepts” as an alternative to “determining the concepts” so as to facilitate subsequent modifications. He argued that while the former determines what specific concepts to focus on, the latter pictures which paths to follow. This, in Blumer’s opinion, would ensure empirical data is connected to the social reality being investigated (Albercht, 2019). In their study of Grounded Theory, Gibson and Hartman (2014) describe the methodology is distinct from other methodologies due to certain features, namely “openness, explanatory power, generation v.s justification, theory structure and the research process”. To elucidate, in generating a grounded theory, the researcher does not limit himself or herself to a predefined theoretical framework and the research questions could be modified when necessary. In addition, a grounded theory is shaped by the local needs and does not endeavour to justify or test previously developed hypotheses in order to gain a deeper insight into the phenomenon under study. Also, to develop such a theory, concepts and categories are linked logically as they emerge. This also incorporates a flexible approach in the research, with iterative processing implemented to collect and analyse the data (Matteucci and Gnoth, 2017). Despite the advantages Grounded Theory offers to social science researchers, it remains by far one of the most ambiguous methodologies (Denzin and Lincoln, 1994; Shah and Corley, 2006; Suddaby, 2006). 
Grounded Theory is not only an inquiry method but also the product of such a method. It is most appropriate when the researcher endeavours to unveil the inherent elements of the area under study in a structured yet flexible manner, leading to the emergence of a theory “grounded in data”, especially when scant knowledge exists about the subject (Tie et al., 2019). To ensure the theory that would be ultimately developed is closely tied with the data, all the different stages that the researcher goes through in Grounded Theory (i.e. data collection, coding, analysis and categorization) are in line with the emerging patterns and themes (Lawrence and Tar, 2013). 
Some critics maintain that such a strategy might lead to unclear and thus impractical description, which is indeed not reliable enough to develop a theory. They further mention that personal biases are possible as the researcher selects how to interpret data based on their value system – while in positivism the researcher is considered to be apart from the subject under study (Evered and Louis, 1991; Easterby-Smith et al., 1991).  In contrast, advocates often claim that Grounded Theory enables the researcher to gain a deeper insight into the phenomenon under study through accessing rich data based on the real perceptions of the participants. As Lawrence and Tar (2013) mention, Grounded Theory is valuable because it gives an accurate profile of how the participants comprehend and view the phenomena. 
[bookmark: _Toc24748381]5.6.2 Approaches to Grounded Theory
The initial version of Grounded Theory introduced by Glaser and Strauss in the 60’s, applied induction as the major tool for theory development. Glaser defined Grounded Theory as “a general methodology of analysis linked with data collection that uses a systematically applied set of methods to generate an inductive theory about a substantive area” (Evans, 2013, p. 37). However, as time went by, Glaser and Strauss as pioneers of the Grounded Theory began to take separate ways, which resulted in the development of different genres of Grounded Theory.
Depending on the supporters for a particular approach, various perspectives about conducting Grounded Theory have been shaped. Creswell (2012) asserts that in this respect, three dominant approaches exist: (1) the emerging approach, introduced by Glaser (1992); (2) the systematic approach, developed by Strauss and Corbin (1998) and Corbin and Strauss (2008); and (3) the constructivist approach designed by Charmaz (1990, 2000, 2006).
1) The Emerging Approach: Glaser (1992) asserted that choosing among different philosophical orientations beforehand was not a top priority in generating a grounded theory as the specific context and research questions would later on show what stance the researcher should take. What he emphasized on was discovering “the reality” of the subject of study, hidden in the research field and independent of the researcher. As such, he advocated an objective and positivist view towards the reality. To shed more light, he believed researchers are only allowed to act as observers to avoid bias- which in his opinion, was quite prevalent in other approaches to Grounded Theory. He also contended that the underlying social processes in each subject of study are discovered in researchers' effort to unveil reality provided that personal biases are controlled to avoid the contamination of data. As such, he introduced the emerging or classical approach to Grounded Theory, where induction is the dominant tool for data analysis (Singh and Estefan, 2018). He criticized Strauss and Corbin (1990) for placing too much emphasis on predetermined categories, a process which he believed was in sharp contrast with theory generation. Instead, he believed a theory must be gradually carved out of the data rather than being forced into such a framework. To do so, he introduced constant comparative coding procedure for the purpose of connecting categories rather than merely describing them. This would consequently enable the researcher to comprehend the relationships among categories without the need to use a schematic approach (Figure 5.3) (Creswell, 2012, p. 429). 
[image: ]
Figure 5.3. Stages of the Constant Comparative Coding (Creswell, 2012)
The emerging (classic) approach to Grounded Theory is built upon multiple presuppositions: Due to its abstract nature, Grounded Theory is basically different from simple visual coding paradigms- which have the least level of abstraction. Second, a Grounded Theory cannot be developed in accordance with predefined categorizations as this seriously violates the philosophy of this methodology and what Larson (1997) terms “theory-in-process” (Creswell, 2012, p. 429). Third, a Grounded Theory meets multiple criteria to be considered as good: fit (being generated from an adequate amount of data to explain the realities experienced by the participant); work (being able to explain various behaviours of various participants); relevance (being workable) and modifiability (changeable in the presence of new data) (Creswell, 2012, p. 429).
2) The Systematic Approach: Through the lens of post-positivism, the systematic approach was developed by Strauss and Corbin (1990) as a means to construct a visual paradigm for data analysis through open, axial and selective coding (Figure 5.4) (Creswell, 2012, p. 424). In open coding, the data gathered through interviews, observations and memos are segmented into groups known as categories. At this stage, categories and subcategories are defined (Creswell, 2012, p. 425). Axial coding mainly concerns detecting a core category as the center of the research and then identifying the relationships among categories, as follows:
1. Causal conditions (factors that have impact on the core category), 
1. Strategies (actions taken in response to the core category), 
1. Context (the situation in which the phenomenon is being studied) 
1. Intervening conditions (specific and general situational factors that impact the strategies), and 
1. Consequences (what is yielded as a result of the implementation of strategies) (Creswell, 2012, p. 425). 
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Figure 5.4. The systematic approach of Grounded Theory (Creswell, 2012)
Finally, in selective coding, a Grounded Theory is generated based on the relationships that exist among categories and identified in the previous stages. In fact, this phase mainly serves to refine the theory through a number of techniques such as story line, in which several contextual, causal and intervening factors- which are believed to impact the core phenomenon- are explored. Also the use of strategies and their subsequent outcomes are portrayed. This would finally result in the formation of hypotheses (called prepositions) (Figure 5.5) (Creswell, 2012).
[image: Image result for stages of grounded theory]
Figure 5.5 Stages of the systematic approach of Grounded Theory
3) The Constructivist Approach: Charmaz (1990, 2000, and 2006) presented the constructivist approach to Grounded Theory, with emphasis on describing the viewpoints, values and beliefs of the participants and their interrelationships with the conditions they experience or have experienced regarding the phenomenon under study. To her, any conclusions derived from the application of the procedures common in Grounded Theory are at best “suggestive, incomplete and inconclusive” (Creswell, 2012, p. 430). Charmaz argued that using conceptual maps, diagrams, specific terms or other tools (such as those used in competing approaches of Grounded Theory) in fact complicates theory generation and should thus be avoided. Instead, she supports the use of a narrative language, one that captures the true feelings of participants as well as the researcher instead of trying to meet preconceived categories (Figure 5.6) (Creswell, 2012, p. 430). As Reiger (2018, p. 2) points out, in the constructivist approach, it is believed that reality should be unveiled subjectively, thus implying the existence of multiple realities, also confirmed by Singh and Estefan (2018, p. 2). 
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Figure 5.6 Stages of the constructivist approach of Grounded Theory
It needs to be mentioned that each of these approaches is in fact an extension to the classic version of Grounded Theory developed by Glaser and Strauss (Tie et al., 2019). Also, Rieger (2018) asserts that the different genres of Grounded Theory display some degree of "family resemblances" that comprise the key attributes of this methodology as follows (Figure 5.7): 
.

Figure 5.7 Different elements of Grounded Theory (Creswell, 2012)
In Grounded Theory methodology, a conception of the phenomenon being investigated is generated in a sequential manner (Creswell, 2012). The first step is data gathering which emerges from a central problem of research related to a substantive topic. This problem orients observation and interviews. The next step is coding and categorization which means the process of breaking data into conceptual components. Once categories are made, the observation would be oriented toward the initial concepts. These concepts which are enriched with memos as a means to create a constant dialogue between the researcher and himself or herself about the theory that is being generated (Creswell, 2012) along with the constant theorizing will end up to the writing of formulation and theories.
A distinctive feature of qualitative research is its strong inclination towards exploring the subjective world of the participants and their perceptions regarding the subject of the research. Glaser (1978) observes that ‘memoing’, as a tool, guarantees the protection of the ideas and contemplations of the researcher, which might otherwise be ignored or lost (Birks et al., 2008, p.69). In fact, the iterative nature of grounded theory methodology and constant comparison ideally position memos as a flexible map to the researcher's endeavours throughout the study, especially as such activities can occur at any of the research stages. Memos are a useful instrument for recording thoughts, plans, and questions that come to the researcher's mind during a study (Kim, 2013, p.95). In this regard, Charmaz (2003) argues that memo writing should become a habit for the researcher because it engages him or her in a continuous process of analysis and leads to better abstraction of his or her thoughts (Priya, 2013, p.3) and facilitates the integration of these elements as the final framework of the research (Kim, 2013, p.95). Sample memos produced in the course of the present study would be presented in the following section.
Among the efforts made so far to describe the procedures of grounded theory, the model represented by Lehmann (2001) is much cited as it depicts the theory in the form of interrelated circles, beginning with data collection, coding, and categorisation in an iterative manner, and finally resulting in theoretical saturation and the emergence of a theory (Figure 5.8) (Fernandez, 2004, p.84). The researcher employed this model here to proceed through the various stages, the details of which are explained below. Using the model presented in Figure 5.8, the researcher initiated his study by defining broad research questions, without any prior theory, so as to follow the grounded theory tradition. The ethical protocols and approval of the ethics committee were also considered at this stage. The potential candidates were then identified and contacted to obtain their consent. The interviews were recorded and transcribed to fulfil the iterative process of data collection and analysis. 
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Figure 5.8 Expanded Lenhmann research model (Fernandez, 2004)
One final important concept to be elaborated in this section is theoretical or data saturation (conceptual density). Glaser and Strauss (1967, p.61) explain that, ‘saturation means that no additional data is being found whereby the sociologist can develop properties of the category. As he sees similar instances over and over again, the researcher becomes empirically confident that a category is saturated’ (Nelson, 2016, p.4). 
[bookmark: _Toc24748382]5.7 Grounded Theory in practice
[bookmark: _Toc24748383]5.7.1 Criteria for selecting the research case
As will be explained in chapter 6, the Iranian insurance market has been highly fragmented since the start of the privatisation wave in the country in 2004. Privatisation promises to increase efficiency and push companies to better meet customer needs through focusing on product quality and innovation. However, it also means insurance companies previously accustomed to operating in a stagnant market with sufficient governmental (financial and non-financial) support have to cope with mounting competitive pressures with sole reliance on their own capabilities. What further complicates the situation is the need to change a long-established mentality of trial-and-error in these companies since the credibility of such an attitude is strongly challenged under the current circumstances. As such, the need to shift to alternative sources of knowledge becomes increasingly important in the market, which is characterized with changing customer needs, low penetration rate, and resource restrictions. 
In addition, the largest insurance company in Iran is still governmental and is thus not basically concerned with KM solutions in practical terms. As such, the present research was carried out in the second largest insurance company in the Iranian market, with an extensive sales network nationwide (i.e. more than 100 branches and 3000 agencies in 275 cities in the country). Such a vast network meant the company was potentially at an advantage in comparison to many of its competitors with respect to gaining deeper insights into different local markets as a result of appropriate knowledge behaviours of the SMEs in the network. However, this would require serious attention to the prerequisites of effective KM implementation. As such, the case for data collection was pertinent to the development of the conceptual framework for absorbing knowledge from the broad environment as well as procedures to distribute new knowledge in the network. Small firms in the sales network represented a single brand in the insurance industry in Iran. Thus, they competed with one another in marketing and attracting customers. They also cooperated in promoting their own brands and exploring the opportunities in the environment for their network. Therefore, they aimed to internally generate/enhance the capacity to absorb and disseminate knowledge at an inter-organisational scale. 
[bookmark: _Toc24748384]5.7.2 Data collection and analysis
For data collection, an executive summary of the research proposal was initially sent to the selected deputies and managers who later participated in the interviews. Once the participants acknowledgement the receipt of the invitation letters and announced their agreement to participate in this study via email, confirmation was made through telephone. (Participation was of course voluntary.) Before the interviews, the participants were provided with a short guide to the purpose of the study and the possible concerns (Appendix A).‌ It needs to be mentioned that no pilot interviews or pilot focus groups were conducted. To provide an initial roadmap of the present study, the phases of the research are presented in Figure 5.9. Meanwhile, a full description of the research findings would be subsequently presented.
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Figure 5.9 Phases of the present study
In the course of the work, there was an emphasis on the continuous interplay between data collection and analysis, by collecting data through interviews with managers of small firms in the insurance industry. Therefore, as Pauleen et al. (2007) predict, a deep understanding of the research questions was gained by closely interacting with participants to determine the emerging conceptual framework from individuals’ experiences in the areas where a rich body of knowledge was lacking. In line with this approach, the interview questions were designed to give as little guidance as possible, thus allowing the interviewees to express their own views regarding absorptive capacity development. The explained phenomena and/or experiences which were dominant in the interviews and seemed to be significant for the interviewees were then extracted by the researcher, who assigned conceptual labels, or ‘codes’. Several codes were grouped into more abstract categories, which eventually formed the basis for the developing framework. 
Although the approach proposed by Strauss and Corbin (1990, 1998) was initially chosen to implement the grounded theory methodology, the researcher ultimately chose to shift to the Glaserian approach after conducting some interviews. From a methodological perspective, this stemmed from the gradual maturity of the data in the interviews, which highlighted the logic of grounding the emerging theory in the data, rather than forcing the data into predetermined categories, as in the Straussian approach. As Onions (2006) explains, taking a Glaserian approach to studying KM-related subjects means that the sociological nature of this phenomenon is better perceived, as it allows codes to evolve and does ‘not affect the assigning of codes or the emergence of new ones’ (p.6). But the decision to use the emerging approach also has roots in the specific objectives of the present study. As already stated, this research moves through multiple phases, starting from the identification of major industry trends and knowledge challenges, followed by knowledge-based capacities that SMEs have to develop to effectively make use of external knowledge. The categorisation of the codes into strategies, core concepts, results, and so on, as proposed in the systematic approach, could bias the originality and reliability of the data and not meet the objectives of the research.
The researcher used his memos as a record of his direction in different phases to track his contemplations throughout the course of the study (from planning to data collection, analysis, and final report generation). This helped him to articulate the rationale for his decisions and plan the actions to be taken in each stage. It also enabled him to critically review his decisions, making revisions where necessary. For example:
I believe the first step in the interviews should provide an introduction to the subject of my research. Identifying major trends that are changing (or will change?) the insurance industry would be a good start. Of course, this will provides valuable information, but I think I need to be more focused on the knowledge challenges which face SMEs in the insurance industry and ways of coping with them. I am not sure if the participants are aware of the importance of external knowledge sources, let alone have any real experience in this regard – especially considering the cultural context of Iran and fears of confidential data spill-overs – but I must wait for the interviews and see how things proceed.
In addition, memoing helped the researcher to extract meaning from the gathered data, which was later verbalised as codes, concepts, and categories. In other words, it facilitated the identification of the relationships and conceptual similarities and differences. For instance, regarding the prerequisites for discovering external knowledge – in effect, extracting knowledge needs and looking for external knowledge based on the output of the interviews – the memos were developed as follows:
Interestingly, many of the participants confirm that their SMEs have so far failed to become familiar with benchmarks – and, in most cases, they are desperate! Some think this is because they do not have good IT systems to search for business trends and get to know the industry's best practices and share them at the firm level. But can IT alone be responsible for a firm's lack of awareness? Or, are there other factors that have not yet been discovered? Well, this is just getting more and more challenging and of course more exciting!
Later:
Patterns are finally emerging! Now that I have proceeded a bit more, I understand that SMEs with better relationships with external entities or those which actively participate in events, seminars, exhibitions, etc., are at an advantage in comparison with their more conservative counterparts. When I talk to the managers of these SMEs, I can see that they have developed a culture receptive to new external ideas and are less opposed to change. This is completely reflected in their behaviour and even their language (e.g., rather than saying ‘competitor’ or ‘another company’, they use the term ‘partner’). The data suggest that such an attitude – when combined with good IT tools – enables an organisation to better understand why it cannot make use of environmental opportunities. Now that I have reviewed the transcripts, I see that openness and cooperativeness equip the firm with a rich source of information about possible agencies, enabling it to collaborate in different situations, thus better decisions are made and resources are more effectively allocated when it comes to searching for alternative sources of innovation. 
As can be seen, these memos were written in a rather informal conversational format. In fact, the researcher preferred to avoid specific classifications of the memos and strictly formal language, as Charmaz (2006) suggests: ‘Do what works for you’ (Birk et al., 2008, p.72). In line with Giske and Artinian (2007), the researcher gave a heading and a date to each memo (p.72). This helped him to better track his thoughts in the course of time. Meanwhile, to avoid confusion between the researcher's personal views and his interpretations of the participants' ideas and comments, he avoided memoing on the original transcripts and instead used paper stickers on the transcripts.
Coding consisted of three stages; namely, open coding, theoretical coding, and selective coding. In open coding, the researcher sought to draw out as many categories as possible (along with their properties), all of which were grounded in the data. This was accomplished by focusing on fundamental concepts, rather than the mere analysis of words. As suggested by Glaser (1978), memo writing was also utilised to facilitate the future analysis of the relationships between codes, as they reflect the contemplations of the researcher in his progress throughout the research. The next stage, theoretical coding, began when relationships between codes and patterns began to appear. Flexibility was important at this stage to provide multiple broad perspectives and avoid the risk of unfounded conceptualisations. This helped the researcher to expand his vision to include multiple viewpoints. The final stage revolved around selective coding, where the main pillars of the theory (here, the main processes and prerequisites) were determined as a guide for further analysis and the development of a parsimonious theory. 
At this stage, the researcher increased his theoretical sensitivity through extensive review of literature, which provided him with a rich basis on which to compare the output of the coding process. (The insights gained from this comparison are detailed in Chapter 7.) An example of the coding process is provided below. Both open coding and theoretical coding were employed in phases 1 and 2 of the data collection, though with different orientations. Open coding served to extract as many codes as possible (344), regardless of their associations with each other; whereas theoretical coding was used to draw relationships between codes, leading to the emergence of different categorisations with logical patterns among them (trends, knowledge challenges, and knowledge-based capabilities). Finally, selective coding was used in the focus group when the participants distinguished pre-requisites from main processes and developed the core dimensions of the explanatory framework.
As an example, in the open coding stage, it was argued by the participants that investment in IT has increased in recent years, becoming a key source of competitive advantage in the insurance industry (Trend 10). According to the interviews, another major trend in the insurance industry is the restructuring of products and processes based on customers' specific needs and the insights gained from exploring best practices, shortening service provision processes, and avoiding over-reliance on trial and error (Trend 9). When asked about the knowledge challenges of SMEs, the participants said that the firms under study suffer from an inability to monitor national and global trends, due to the fast pace of change and the need to understand and predict future alterations (KC1, KC8). They also have serious problems understanding customers’ needs and expectations (KC2) because they fail to establish bi-directional connections with customers. This, according to the interviewees, requires shifting customers into the core of the firm's activities and applying CRM and social media platforms (KBC12). It was also stated that firms should assess their current know-how in parallel with carefully observing environmental changes so as to detect their knowledge gaps (KBC3) and identify opportunities that would help them leverage alternative sources of innovation to fill these shortages (KBC4). Later, the participants asserted that a certain level of openness in the employees’ everyday practices should be considered, as should the strategic approach adopted by the firms, because a determining factor in the success of external sourcing is the degree to which firms are receptive to knowledge inflows from the environment (KBC1). Due to problems such as change resistance and path dependencies, there should be a binding factor that triggers individuals and firms to collectively strive to gain knowledge outside of the firm, which will – at times – be in conflict with the existing know-how (KBC3) (theoretical coding). 
Based on these discussions, the participants decided that openness to the environment, shared vision and goals, and updated IT infrastructures (as prerequisites) would assist firms in better understanding their knowledge gaps and utilising their limited resources to explore external sources of knowledge (as main processes), ultimately leading to more effective new knowledge discovery (selective coding). These were labelled ‘discovering new knowledge’. This reasoning is illustrated in Figure 5.10. The full codes extracted for the industry trends, knowledge challenges, and KBCs are provided in the code book the Appendix C.
The researcher chose to manually analyse the data. Zamawe (2015) argues that, despite the prevalence of data analysis software packages such as NVivo or MAXQDA, computer-assisted data analysis (CAQDA) tools are not developed to carry out data analysis. Rather, they simply help researchers to perform this task (p.13); thus, the decision of whether to use the software is at the discretion of the researcher. Since this research aims to explore absorptive capacity in the context of SMEs in Iran, and the participants are Iranian managers and/or founders of these firms, the interviews and a focus group meeting were conducted in Persian (the researcher's mother tongue). The transcripts were also provided in the same language to reduce the mental burden on the researcher when analysing the codes, concepts, and categories. However, subsequent extraction and analysis of codes was performed in English to speed up the process (rather than translating the codes into English when the coding was done). Luckily, the high frequency of the English equivalents of many technical terms in Farsi (such as ‘outsourcing’, ‘premiums’, etc.) eased this process and the researcher faced no serious problems at this stage.
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Figure 5.10 Sample coding procedure

Using the emerging approach to Grounded Theory, the industry trends and main challenges were extracted at the organisational and inter-organisational levels. The principal challenges were compared and contrasted, and key points of data were gathered and assumed to guide further data collection and theoretical sampling, which determined the type of data to be collected during the next stage. In the second phase, data collection was formed around the research questions to provide an understanding of the key components of absorptive capacity construct and organisational factors that affect absorptive capacity at the organisational and inter-organisational levels. Thus, major concepts emerged based on the collection of codes of similar content, which allowed the data to be grouped and connected.
Data collection and analysis were conducted in three phases. In the initial phase, the researcher selected three of the top managers in the headquarters; namely, the marketing deputy, the planning and development deputy, and the franchising deputy. The purpose was to reach out to individuals who could lead the researcher to particular insights due to their roles in the organisation. The selection of these individuals was based on three criteria:
· As top managers, they are assumed to have a deep insight into the whole company and its activities at a macro level
· They have close strategic ties with the small firms in the sales network
· Such individuals have a considerable impact on the performance of small firms-in fact the success of SMEs largely depend on their strategic relationships with the deputies.
1. Marketing deputy: As the name suggests, the marketing deputy is in charge of all marketing, branding, and market development activities under the company’s brand name. This unit has a direct impact on market penetration and developmental operations, playing a key role in the interactions between the headquarters and these firms in areas such as market research methods, customer feedback, business development, novel advertising and branding activities, and so on.
2. Planning and development deputy: The planning unit is in charge of designing strategies to increase market share and the effective use of resources for business development within the sales network. It is also responsible for the application of innovation within the company’s products and services, as well integrating multiple organisational directions to realise the predetermined goals and objectives.
3. Franchising deputy: In addition to dealing with small firms which are looking for cooperation opportunities within the sales network, the franchising deputy is responsible for activities such as the extension of current franchise licenses and monitoring and evaluating the performance of the sales network.
Clearly, the deputies had a thorough understanding of the sales network due to the nature of their activities. 
Having determined the selection criteria and the most appropriate interviewees, the interviews were conducted. Interview, as a qualitative method, allowed the researcher to take an overall view of the situation, providing rich descriptions of absorptive capacity prerequisites, key preconditions, and processes. The flexibility of the interview tool for use in the selected firms, as well as its ability to produce in-depth data regarding the development of an absorptive capacity framework, were its main advantages in this research. The interviews were useful for collecting both factual information and the opinions of the key players. However, in general, there are concerns about this approach, including problems associated with the author’s inexperience with interview techniques, time and language limitations, and proper understanding and interpretation (Naoum, 2007). As Berry (1999) advises, in-depth interviewing (unstructured interviewing) was used to elicit information and achieve a holistic understanding of the participants’ points of view. Prior to the interviews, appropriate guidelines were provided to the participants (Appendix A). In this respect, open-ended questions were posed to probe for additional information whenever needed, based on the comments of the interviewees. 
Phase 1
The main questions asked at this stage were as follows:
‘In your opinion, what is the big picture of the insurance industry in Iran today? In other words, what are the most important current trends in this sector that might directly or indirectly strengthen the need for access to external sources of ideas and experiences?’
The sampling method took a snowball approach. In this method, initial contacts are made with a small group of informed people. These people are then used as referrals to contact other knowledgeable participants (Rahi, 2017, p.3). The three interviewees were asked to introduce other informed people in their network, based on their professional background in the industry and references from others (signalling their expertise and good understanding of the industry). This led to the participation of seven further managers, with whom unstructured interviews were similarly conducted. The two series of interviews resulted in the identification of major industry trends relating to the firms’ absorptive and disseminative capacity. This marked the end of the first phase of data collection.
Phase 2
In the second phase of interviews (unstructured and semi-structured), the participants were provided with a summary of major industry trends and asked the following questions: 
‘In line with the major trends identified in the industry, what knowledge challenges do you generally face in your efforts to gain, apply, and distribute the knowledge and experience of other firms in your sales network? In addition, how do you deal with these challenges and improve your firm's ability to access and apply external knowledge as well as distributing your knowledge across your sales network? ‘
A list of knowledge challenges was then identified. The participants provided a number of capacities necessary to boost their firms’ absorptive and disseminative capacity at the organisational and inter-organisational scale levels; and this constituted the output of the second phase of data collection and analysis.
Phase 3
As explained previously, in-depth qualitative interviews were conducted first, followed by a focus group session. The rationale for this sequence was the sensitivity of the issues discussed and the limitations associated with the focus group method. To elaborate, the participants in this research were senior managers in a large insurance company and managers operating at the SME level in their sales network, as well as two industry experts. In addition, the research questions were very challenging and frequently related to performance assessments of these firms. Although the interview invitation letter (Appendix A) and the ethical protocol of the research ensured the participants that their identities would not be disclosed, the researcher felt that interviews would enable the parties to build a rapport, which would act as a shield against the cultural and mental barriers the participants might face. Likewise, considering the extent of topics explored at this stage, individual interviews would provide more room for the interviewees to freely express their ideas.
Another important concern when choosing interviews is groupthink. As noted by Boateng (2012), initiating a qualitative data collection process with a focus group discussion may lead to the data being influenced by the effect of groupthink, rather than the participants’ own attitudes and viewpoints (p.54). This is also confirmed by Chioncel et al. (2010), who believe such a phenomenon (‘group polarisation’) could push the participants to conform to collective ideas, rather than articulating their own perspectives (p.503). Since the data collected from this stage serves as the foundation for the final output of the research, it was deemed particularly important to avoid this threat.
Prior to the day of the focus group meeting, the participants were given a guiding letter (Appendix B), which explained the rationale, aims of the focus group, and procedures. In addition, before beginning the focus group session, the participants were asked if they were willing to further cooperate in this stage. To ease the participants' concerns and remove any potential ambiguity, the researcher provided a short letter containing information about the ethics, the purpose, and the required outcome of the focus group (Appendix B). As Onwuegbuzie et al. (2009) proposes, the researcher acted as the moderator, leading the discussion and taking notes where necessary. An assistant moderator, who was an MA student in business management, was responsible for audio recording the session, as well as ensuring the temperature of the room, managing interruptions, and briefing the latecomers. 
In the session, the participants were provided with the list of knowledge capacities extracted from the previous stage and asked to discuss it, adding or removing capacities where necessary. They were also asked to classify the identified concepts and distinguish the pre-requisites from the mechanisms in each category, with discussion of their ideas and reasons. The participants identified six pre-requisites and seven processes in four different dimensions. Table 5.2 shows the number of the participants in each phase of data collection. (Detailed explanations of the output of each phase will be presented in the findings.)




[bookmark: _Toc502653750][bookmark: _Toc502639270][bookmark: _Toc502577797]Table 5.2 Number of participants in each stage of data collection
	
	Headquarters
	Small Firms
	Academia/ Industry experts

	Phase 1
	3
	7
	-

	Phase 2
	5
	16
	-

	Theoretical saturation after the 2nd phase
	Data saturation reached after 16 interviews. To ensure that conceptual density was sufficient to develop the descriptive framework, 5 further interviews were also conducted.

	Phase 3
	2
	8
	2


[bookmark: _Toc24748385]5.8 Ethical considerations in the research
This research was conducted in line with the Ethics Policy Governing Research Involving Human Participants, Personal Data and Human Tissue, and was accordingly approved on ethical grounds (Appendix D). To meet the general requirements of this document, the researcher sought to protect participants' rights regarding the following (p.1):
· The reasons for conducting the qualitative interviews and focus group
· Non-compulsory participation in the data collection phase
· Privacy and confidentiality
· Data security
· Participants' safety
The responsibility for adherence to ethical conduct is on the researcher. In all research – and specifically qualitative studies, as they investigate the minds of the individuals – ensuring the participants’ privacy and safety is of paramount importance (Arifin, 2018, p.30). This can be achieved by sticking to clear ethical principles that guide the researcher through various stages of the research. The researcher received a letter of approval from the information school before embarking on the data collection phase. Below is a list of major guidelines used here to safeguard ethical concerns:
· Voluntary participation: Before giving their approval for the interviews, participants were informed about the purpose of the research. They were told that they could withdraw from further participation or request erasure of their data at any stage of the process, without any impact on their job or position within their respective firms. To familiarise the potential candidates with the research objectives and concerns, participants were given a short report on these issues, with sufficient time (approximately five days) to review.

· Informed consent: The participants were required to provide the researcher with a signed letter of consent to participate in the research, as well as their approval for the recording of their voices during the interviews and focus group session. 
 
· Anonymity and confidentiality: For the purpose of ensuring anonymity and confidentiality, the participants’ identities were not disclosed at any of the research stages. This included protecting the audio and written files of the interviews and focus group session from third party access. Participants were also ensured that their involvement would not pose any threats to their social and organisational status. Finally, in accordance with confidential and ethical codes of conduct, the data collected and analysed were kept in password-protected storage – both physical (e.g., a personal laptop) and virtual (e.g., the email account of the researcher). The participants were informed that the output of the research would be reported and shared with other researchers, supervisors, and so on. 
 
[bookmark: _Toc502577264][bookmark: _Toc502044275][bookmark: _Toc24748386]5.9 Summary
Undoubtedly, competing pre-paradigmatic approaches in research, which vary in basic epistemological and ontological assumptions, influence researchers' engagement in research (Johnson et al., 2006). Philosophical assumptions affect the interpretation and evaluation of management and business research, which in turn require researchers to investigate different data collection methods and methodologies. Thus, attention to research design is essential in any study, ensuring that core data collection techniques and analysis procedures are both appropriate and coherent to the specific work (Saunders & Tosey, 2012-2013, p.59).
Having considered the ontological and epistemological considerations, the philosophical approaches, and the main focus and nature of the present study, an interpretive inductive method based on emerging grounded theory was selected. The process of data gathering began with unstructured and semi-structured interviews to extract major knowledge challenges faced by SMEs at the intra and inter-organisational levels, leading to the identification of knowledge capacities and suggestions for their further development within the organisational context. A focus group session with the managers from the headquarters and SMEs and industry experts was then held to finalise the output of the previous stage and classify them into main processes and pre-requisites of knowledge absorptive and disseminative capacity. This led to the emergence of an explanatory framework. A full description of the research findings is presented in the next chapter.
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6 Findings

[bookmark: _Toc502577266][bookmark: _Toc24748388]6.1 Introduction
In the previous chapters, the significance of absorptive and disseminative capacity within the context of SMEs was explained. In addition, the theoretical gaps identified through the literature review were used as a guide to develop the research objectives. In this chapter, the research case (the Iranian insurance industry in general, and the company under study in particular) are introduced. The research design and methodological aspect are then scrutinised, with consideration of data collection and analysis mechanisms and the contextual nuances of the present study. 
The purpose of this chapter is to elaborate on the output of the interviews and focus group, which serves as the foundation for an explanatory framework of knowledge absorption and dissemination at the intra and inter-organisational levels. 
[bookmark: _Toc502577262][bookmark: _Toc502044273][bookmark: _Toc24748389]6.2 Research case
Due to the use of qualitative research tools, the context of the present study plays an important role in the development of the constructs and subsequent interpretations. As such, the atmosphere of the insurance industry and of the small firms operating under the brand of the mother company are briefly introduced in this section. This is intended to aid understanding of the challenges faced by these firms. 
[bookmark: _Toc24748390]6.2.1 A review of the insurance industry in Iran
The productive capitals of any given country play a pivotal role in the economic development of that country. Thus, increasing such capitals is considered a major national goal and requires certain parameters to be realised. Among the factors to be considered are the dynamism and growth of financial markets; for instance, monetary, capital, and insurance markets. Insurance companies are major financial institutions, due to the nature of their operations, which - together with other financial organisations- help economic units in fund acquisition and allocation. The growth of insurance activities is a natural function of social and economic progress. More specifically, an increase in the volume of economic development leads to an increase in insurance activity.
This is more significant in developing countries, including Iran. At one time, insurance companies had a small margin and insignificant position in the Iranian financial market. But with an increase in the scope of insurance activities over time, as well as a growth in their funds, their position has strengthened. Despite the low penetration rate of both the life and non-life segments of the industry (providing just 0.2% of Iran’s GDP – a rate underdeveloped even by the undemanding standards of the Middle East (BMI Insurance Report, 2017, p.9)), the increase in the volume of the total premiums in 2016 was IR RIs 19,797 billion, representing growth of 9.5% (Bimeh Markazi Annual Report, 2015-2016, p.4). Table 6.1 summarises the trend in rising volumes of direct premiums over the last five years.
Table 6.1 Direct premiums in the Iranian insurance industry (Bimeh Markazi Annual Report, 2015-2016)
	Year
	(Billion IRR)

	
	Amount
	Growth rate

	2011
	86,092
	45.5

	2012
	131,567
	52.8

	2013
	162,056
	23.2

	2014
	208,631
	28.7

	2015
	228,428
	9.5



In 2015, 49.5% of the total paid loss in Iran’s market belonged to motor (TPL and PD). The health insurance market paid loss share was 30.8%, which is notable due to an abnormal competition in this field and the rising reimbursements of healthcare expenses (Bimeh Markazi Annual Report, 2015-2016, p.7). Figure 6.1 shows the percentage of paid loss in different classes in 2015. 
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[bookmark: _Toc502653729][bookmark: _Toc502639249][bookmark: _Toc502577618]Figure 6.1 Insurance market paid loss in % (2015) (Bimeh Markzai Annual Report, 2015-2016)
In the Iranian insurance market, direct premiums of health and life insurance recorded 34.2% and 21% growth in 2015-2016. Insurance classes – except for cargo, motor (PD), motor (TPL), engineering, liability, and credit – all yielded acceptable growth and increased volume of premiums, resulting in overall growth of 9.5% for the total premiums in 2015-2016. Figure 6.2 illustrates the share of direct premiums for different classes in 2015.
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[bookmark: _Toc502653730][bookmark: _Toc502639250][bookmark: _Toc502577619]Figure 6.2 Insurance market direct premium in % (2015) (Bimeh Markzai Annual Report, 2015-2016)
By the end of 2015, the Iranian insurance market comprised 29 insurance companies, 1,043 branches, 30,529 general agents, 628 official brokers, 7,276 life insurance agents, and 265 loss adjusters (Bimeh Markazi Annual Report, 2015-2016). Statistics published by Bimeh Markazi revealed that, in 2016, there were 31 insurance companies (Bimeh Iran being the only public company). Iran’s insurance industry grew by 22% during the year to 20 March  2017, with its penetration rate reaching 2.1%, according to the president of Bimeh Markazi. 
In 2015, the share of insurance industry of Iran from produced premium of global insurance market the insurance market in the global market and zone market were 0.17% and 11.4% respectively (Table 6.2) (Bimeh Markazi Annual Report, 2015-2016, p.13).

[bookmark: _Toc502653752][bookmark: _Toc502639272][bookmark: _Toc502577799]


Table 6.2 Iranian share of direct premium in global insurance market (BMI, 2011; Bimeh Markazi Annual Report, 2015-2016)
	Year
	Share of world market (%)
	Share of zone market* (%)

	2006
	0.08
	10.7

	2007
	0.09
	11.0

	2008
	0.10
	11.1

	2009
	0.12
	12.2

	2010
	0.13
	12.9

	2011
	0.15
	14.1

	2012
	0.23
	19.3

	2013
	0.14
	11.2

	2014
	0.16
	11.6

	2015
	0.17
	11.4


*The zone speciﬁed in Iran’s 20-year outlook document for 1404 (2025) includes 25 countries in the Middle East and North Africa

Insurance companies’ share in this highly fragmented market should also be noted. Since the move towards privatisation in the insurance industry in 2004, the share of non-governmental insurance companies has increased. Accordingly, in 2015, 59.9% of market premiums and 55.2% of market losses belonged to this section (Figure 6.3).
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[bookmark: _Toc502653731][bookmark: _Toc502639251][bookmark: _Toc502577620]Figure 6.3 Private companies’ share of the insurance market in Iran (%) (Bimeh Markazi Annual Report, 2015-2016)
[bookmark: _Toc24748391]6.2.2 The insurance company and its sales network under study
Insurance services in Iran are generally promoted by insurance agents and brokers, both of whom are independent firms and authorised to act in the market after passing the relevant tests and obtaining a license from the regulatory body. During the period of this research project, more than 2,000 small independent firms in more than 380 Iranian cities competed with one another in marketing and providing insurance products to customers. 
The insurance company under study has been a key actor in the development of the Iranian insurance industry since its establishment in 1959. It was nationalised in 1979 after the Islamic Revolution of Iran and privatised in 2005. As one of the most authentic insurers in the market, the company preserves its presence in local and regional markets by applying new technologies, providing new products, reliance on competent human resources (HR), and ongoing improvement of composition of insurance coverages. Currently, the company enjoys a vast sales network throughout Iran, with more than 100 branches and more than 3,000 agencies spread across 275 Iranian towns and cities – one of the largest local sales networks in the country. In addition, the company is licensed by the Central Insurance of Iran to operate in all insurance fields, including life, non-life, and reinsurance, equipping it with a broad service portfolio.
The organisational structure of the mother company was functional, and that of the small firms was flat; and in most cases, the firms were managed by their founder, with fewer than 10 employees. Figure 6.4 is the organisational chart of the mother company and the relationship of the sales network and headquarters with the nominated insurance company. The company has been an active member of the Federation of Afro-Asian Insurers & Reinsurers (F.A.I.R.) since 2005. In addition, during the time of this study, the SMEs in the sales network had membership of the provincial insurance associations, acting as subsidiaries of the national association of the mother company. Furthermore, the SME managers could register in associations, such as the Brokerage Association of Iran or the Professional Insurance Institute, which provided them with access to courses and seminars. However, this was not directly under the supervision of – or done with the support of – the headquarters. 
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[bookmark: _Toc502653727][bookmark: _Toc502639247][bookmark: _Toc502577616]Figure 6.4 Research sample
With this in mind, the next section concerns the data collection and analysis. This phase is of paramount importance, as all the previous efforts of the researcher to move through the layers of research design yield results at this stage. 
[bookmark: _Toc24748392]6.3 Major industry trends
In the first round of interviews, the interviewees were asked to elaborate on the current trends in the insurance industry with direct or indirect impact on the firms' performance. This was intended to help the researcher open up the discussion around the SMEs' knowledge challenges and associated capacity to tackle these issues in subsequent stages of data collection.
During the first phase, the interviewees agreed that the SMEs operating in the insurance industry were in dire need of improvements to their knowledge and skills. They also stated that such knowledge could be gained by making changes in the market landscape, using ideas from customers, gaining insights into the insurance industry, and from competitors' performance. According to the participants, economic circumstances and other emerging trends in the insurance industry – such as privatisation, the removal of state limitations regarding managerial practices in large firms, the entrance of new private rivals into the market, self-insurance, liberalisation of insurance premiums, and so on – have all led to the intensification of competition, forcing insurance companies to compete fiercely to gain and retain customers. Such competition is triggered by constant efforts to lower premiums, offer better services, and develop new products better suited to market needs.
Such an atmosphere reflects the changes in the industry and market structure, in addition to highlighting the necessity of external knowledge absorption for firms. As such, the first phase of the interviews was conducted with a specific focus on describing the industry and business environment. The output of the first round of the interviews was labelled ‘major industry trends’.
[bookmark: _Toc502577268][bookmark: _Toc24748393]6.3.1 Trend 1: Privatisation 
Privatisation is the major theme of the 44th principle in Iran's constitutional law, aimed at decreasing financial and managerial pressures on the government, as well as increasing the efficiency of economic agencies and boosting competitiveness in the national economy. It is one the most significant policies and has an enormous effect on competition in the insurance industry, and in particular on the business environment of active insurance firms in Iran. Within the insurance industry, privatisation primarily occurs in two forms: the entry of new private firms and the privatisation of public companies. This policy, having been pushed by the government over the past two decades as a formal decentralisation process, has resulted in the transfer of some major public sector organisations to the private sector, which, in turn, has enabled new private companies to join the insurance industry. As expected, privatisation has led to an increase in competition, thus highlighting the importance of creativity and innovation in product development and marketing. The emergence of private insurance firms over the last few years – and the diversification of the insurance policies and products – reflect the growing competition and rivalry in the industry.
In addition, the participants stated that privatisation has both advantages and disadvantages – posing threats to public benefits, creating managerial difficulties, weakening the coordination among key players due to segmentation of the industry, leading to greater focus on innovative solutions, and increasing attention to customer needs. For instance: 
‘The presence of private insurance companies over the past two decades has resulted in intense competition and ever-increasing price wars within the industry. This brings both positive impacts and negative consequences. In a sense, due to the lack of awareness of the details of insurance services, some companies decrease their insurance policies by reducing their services and creating a personalised version of the service for individuals’ (Interview SN02, p.5).
‘Privatisation has been accompanied by a sort of deregulation, which has paved the way for new entrants to emerge. The market has grown in size during this time, but not quickly enough, compared to the number of new insurance companies and their sales networks. So, competition has been intensified for us, which is both good and bad. It is good because firms have to reconsider their quality standards and focus more on customer acquisition and retention. It is bad because many firms still lack appropriate levels of innovation, whether in product design or customer relationship management, or other aspects’ (Interview SN 03, p.5).
[bookmark: _Toc24748394]6.3.2. Trend 2: Low growth rate of the industry and unfavourable economic situation
The growth of the insurance industry is usually a function of economic growth in the country as a whole. In recent years, unfavourable economic conditions resulting from political sanctions, high inflation rates, instability in the currency market, foreign debts, budget deficiency, and so on, have partially explained the poor performance of the country’s insurance industry. Such circumstances are worsened by the existence of complicated rules and regulations. In addition, the hazards caused by the lack of economic growth in business enterprises have a direct effect on large insurance companies, which is then passed down to smaller firms. This factor was seen by some managers as one of the most important effective parameters in their business. 
‘Unfortunately, when the economic situation of large companies is not appropriate and macro projects are postponed, insurance projects re not defined and the insurance firms are actually in trouble’ (Interview H01, p.3).
In fact, the low growth rate of the Iranian economy has resulted in a decrease in the number of major national projects and, consequently, lower payment of premiums to insurance firms. The same situation applies to some of the business clients of the insurance firms. The increase in the number of insurance firms, the rising price wars, and the decline in profit margins should also be taken into account.
A different view, however, was that ‘the state of economy as a whole mainly affects large insurance companies and it does not have much impact on small firms, like us, because the insurance products that we sell target individuals and include mainly automobile, home, fire, and so on’ (Interview SN03, p.9). Nevertheless, most of the interviewees stated that the economic situation in the country affects the insurance industry and thus influences their business. This influence is mainly due to the market downturn and the reduction in number of projects that need to be insured in Iran. In addition, the companies’ inability to afford insurance for all their projects as a result of economic downturn and financial hardship is another issue affecting the insurance industry at all levels. For households, covering the necessary living costs has been the main concern for families, due to persistently high inflation, unemployment, and recession.
‘Our customers believe that, in inflationary economic situations, and when they do not have the right job, insurance is not a top priority in their lives’ (Interview SN07, p.2). 
Under such circumstances, higher discounts and price wars cannot guarantee customer attraction and retention. This highlights the importance of innovation in the provision of insurance services and the replacement of price wars with the introduction of new insurance products. It is not surprising, then, that only companies equipped with a deep understanding of market and customer needs, as well as novel ideas to further attract new markets, will succeed. Rather, the interviewees stated that companies should focus on developing innovative mechanisms through which they can market and provide customers with their services. 
‘We have come to realise that there is no end to price wars, and no matter how much you decrease your prices, there is always someone taking it a step further. Surprisingly, some of our competitors sell insurance products at a loss, without even a single consideration of its economic justification’ (Interview SN04, p.7).
[bookmark: _Toc502577270][bookmark: _Toc24748395]6.3.3 Trend 3: Low insurance penetration rates due to cultural issues
A related issue mentioned by the managers in the headquarters and the sales network was the low penetration rate of insurance services among Iranian families. The interviewees stated that, in developed countries, ‘education and employment’, ‘housing and social welfare’, and ‘health services’ are offered to the public with acceptable quality for different social classes. In addition, the decrease in mortality rates associated with illness, road accidents, and so on, in these countries has led to growing life expectancy, all of which contribute to higher penetration rates for insurance services. They argued that the culture of using such services within families, on one hand, and the way in which these services are delivered, on the other, act as major obstacles to the penetration of insurance services in Iran. 
One of the interviewees (Interview H03, p.4) stated that people do not differentiate between insurance firms, finding a lack of distinction between the services these companies offer. Therefore, small firms must make use of new methods and ideas, especially regarding the marketing and sales of insurance products, both to boost the penetration rate of insurance products and become differentiated in the minds of potential customers.
‘Insurance firms are constantly attacking their competitors' customer bases. Additionally, the total customer volume in the insurance industry is radically low, compared to the population of the country, which intensifies the competition among rival firms seeking to grasp their share of this limited number of customers. This has led each and every player in the cycle of competition towards price cuts, which is a false philosophy. Rather, the companies should engage in innovative processes which create new business models and products to attract new customers. Otherwise, no one will win’ (Interview SN02, p.7).
Furthermore, it was said that, from a global perspective, even in lower income deciles, the penetration rate is much higher than in Iran due to educational and cultural efforts in this regard. Individuals in Iran do not welcome the insurance industry, as a result of a lack of awareness of the benefits – as well as the low/average household incomes. Thus, appropriate communication tools could increase customers’ inclinations to use such services.
‘Still many people and even managers are not properly familiar with the importance of insurance in their private life and businesses. The lack of awareness of the insurance value and functionality causes the insurance penetration rate – which is a significant index – to be quite low in Iran’ (Interview H01, p.2). 
One of the interviewees explained that, even now, in many families in Iran, insurance is seen as a luxury item, and households with poor economic status are often not willing to include it in their consumer basket unless the other costs of the family, such as food and accommodation, have been covered. As a result, the insurance penetration rate in Iran – as  compared with that in European countries and even Iran’s neighbours – suggests that Iranian people are not properly aware of the benefits of insurance for their families and their own lives. Similarly,
‘Iranian people are risk-taking. This means that, compared to other nations, such as European countries, they are more willing to take risks. However, part of this is due to the weakness of insurance culture, as they believe insurance is just for rich people’ (Interview SN01, p.10). 
‘…. Actually, those who do not have a stable economic condition are more vulnerable and should care more for insurance, which is not the case’ (Interview H03, p.3). 
The low insurance penetration rate among families and businesses in Iran is due to the fact that most insurance firms are ill-equipped to design and develop attractive and innovative insurance services. The competition between the main insurance firms in the 1980s and 1990s was not particularly intense, as most of the industry was owned by the government, giving it a clear monopoly. This prevented large insurance companies from interacting and exploiting international knowledge and relations, hence a very limited range of insurance products were developed. Moreover, in the last decade, due to the sanctions imposed on Iran and particularly on the country’s insurance industry, the sector has been unable to forge interactions with foreign counterparts; and as a result, there has been very limited knowledge and experience exchange and sharing. The lack of international relations and the absence of the large international insurance companies in the Iranian market have prevented the Iranian insurance companies from assimilating and implementing a knowledge interaction framework among themselves and with international firms. 
‘The insurance industry has a long history in the world, and well-known insurance companies spend billions of dollars annually on their R&D. Lack of proper interactions with these companies has seriously limited the number and scope of opportunities available to the Iranian insurance industry’ (Interview SN05, p.4). 
[bookmark: _Toc502577271][bookmark: _Toc24748396]6.3.4 Trend 4: Sanctions against Iran and its impact on reinsurance
In the modern world, a country's international status is determined largely by its economic growth. Thus, governments seek to improve their development indicators so as to have a more significant role in the global economic cycle. In this regard, the performance of the insurance industry is not only seen as a major index, but also directly supports the functions of key agencies in any country. Unfortunately, as stated in the interviews, one of the first targets of the current sanctions levied against Iran was the insurance industry. Iranian reinsurers, despite their efforts to cover the risk of insurance firms, have not been able to succeed in international fields. Most reinsurance companies are established with the help of bank shareholders and other insurer firms, which ultimately distribute the risk among shareholding/partnering companies. However, it is necessary for the industry as a whole to transfer some of the risks to foreign companies/counterparts, which would create greater benefits to the sector.
‘A portion of the risk is managed by Bimeh Markazi [Central Insurance of Iran], although it is a political institution and cannot take part in risk management. Reinsurance companies are still unable to find their actual position in the insurance industry’ (Interview H02, p.12). 
‘After the sanctions, the share of the risks transferred to foreign partners decreased from 19% to less than 1%, with liabilities shrinking from 30 billion dollars to about 3 billion dollars. The sanctions also caused serious limitations in currency transfers to pay premiums to foreign reinsurance companies, receive shares of foreign coverage, and settle associated transactions’ (Interview H01, p.8).
What is more, exploiting the reinsurance segment could open new opportunities for access to significant markets abroad. As some part of the risk will be transferred to foreign companies, reinsurance companies could enter the insurance markets outside the national borders by accepting part of the risk of the foreign insurance companies – a new and very attractive market. Reinsurance plays a significant role in strengthening the insurance industry and developing domestic insurance firms, as well as encouraging collaboration with foreign counterparts and taking advantage of international markets.
In addition, the participants stated that such sanctions have seriously impeded the export of insurance services, membership in international associations (such as IAIS), use of consultancy services offered by the World Bank, exchange of technical know-how, and encouragement of foreign investments to establish regional re-insurance companies.
[bookmark: _Toc502577272][bookmark: _Toc24748397]6.3.5 Trend 5: Institutionalisation
Based on the expert opinion gathered through the qualitative interviews, the institutionalisation of the insurance industry was found to be an important factor in structuring the industry to improve its performance and increase efficiency within the target market. In this regard, 'privatisation' and 'freeing the insurance premium rates' have been identified as key factors. Developing innovation, especially in the form of new insurance products and innovative marketing and selling strategies, is also the result of these two policies in insurance industry. Therefore, the progress of the insurance industry requires the development of enterprises and complementary institutions. Specialised education providers in the insurance industry are among these requirements. Although academic training in universities is useful and essential for educating the human assets needed in the industry, it seems insufficient. The managers and employees of insurance firms need training in specialised insurance areas and their other business-related scopes. It was stated in the interviews that the developmental trend of the insurance industry is fostered by cooperation with insurance universities to train competent actuary specialists to cover industry gaps. For instance, at the level of SMEs, specialised training (such as designing insurance products and the knowledge related to the details of those products), along with other skills (such as sales and marketing, legal, and human resources management (HRM)) are all important and necessary.
‘As a manager of a small insurance firm who has worked 18 years in this industry, I do not have enough trust in the skills and abilities of insurance graduates. I myself have to teach them the required skills. That is not enough. There should be valid institutions to provide the required skills, practically rather than theoretically’ (Interview SN04, p.8). 
‘The weakness of the management skills in the insurance industry is very significant. Some believe that if they have information about insurance or study the subject academically, they can manage an insurance firm. But in insurance knowledge, managerial skills such as finance, marketing, sales, and HR are actually important’ (Interview H01, p.7). 
Another concerns was the emergence of start-ups, particularly those making use of state-of-the-art technologies. Despite the potential threats such agencies might pose for current players, the interviewees agreed that the rise of start-ups must be accepted as a fact, because developing appropriate regulations and tactful management of the digital space can lead to the creation of new markets. In fact, one of the interviewees mentioned,
‘Start-ups and knowledge firms provide shortcuts to growth for us, although the insurance industry in Iran has not been so far able to effectively deploy such potential’ (Interview SN 02, p.13).
Finally, institutionalisation leads to lower costs and increased clarity in transactions between insurance firms and other organisations, due to structuring of transactional motives. As stated by the participants, a decrease in financial or psychological costs positively influences the possibility of transactions. The benefits of the industry’s growing engagement with institutional measures include the development of insights into market demands in due time, generation of profiles of service providers and customers, comparisons of the quality of services offered by various firms, appropriate implementation of contracts, commitments to the rights of the other party, and so on. It was also emphasised that IT and ICT can facilitate the speed of institutionalisation through omission of redundant intermediaries and creating better access to the information required by customers and insurance firms (Interview H03, p.6 & Interview SN 05, p.9).
[bookmark: _Toc502577273][bookmark: _Toc24748398]6.3.6 Trend 6: Tendency towards self-insurance
One of the other challenges and issues at the macro level of the insurance industry is self-insurance. Large enterprises tend to establish insurance companies of their own, due to their extensive turnover or simply because of the size and extent of their projects, equipment, factories, and so on. These enterprises assume that insurance is a profitable industry, and as a result, they choose to manage a portion of their risk, rather than relying on an insurer, which enables them to make profit on their own premiums. In addition, due to their legal obligation to insure their projects, HR, equipment, and so on, these companies prefer to benefit from the generated profits themselves. By establishing insurance firms, not only do they become their own customer, but they can also explore new business opportunities in a new market by attracting other potential customers. This high propensity for self-insurance by companies with particularly large insurance portfolios has become a new challenge for Iran’s insurance industry. A lack of understanding of risk management has left firms holding considerable risk, without accurate investigations and examinations. In addition, these companies are operating within the insurance sector as specialised insurance companies, but without sufficient expertise to offer tailored insurance services and products to customers. This, in turn, has led to a decrease in the quality of insurance services in general, further reducing the chance of encouraging potential customers to use insurance products.
Insurance companies affiliated with large companies, such as large car factories in Iran, only see the fee and profit part while they are not actually capable of making insurance commitments. The lack of specialised management leaves customers unsatisfied or even cause them to stop using insurance services (Interview H03, p.13).
There seems to be many misunderstandings regarding self-insurance. Growth in the number of insurance companies alone does not lead to higher efficiency in the industry. The statistics reveal that, despite the development of many new rivals, the situation has not changed substantially because a large proportion of these organisations are not professional providers of insurance services. Excessive engagement in reinsurance – which means keeping the risks inside the mother company – is in sharp contrast to the initial philosophy of the industry (Interview SN01, p.10).
[bookmark: _Toc502577274][bookmark: _Toc24748399]6.3.7 Trend 7: Pervasiveness of traditional management approaches
Another major trend in Iranian insurance companies is a traditional management approach. The interviewees stated that the Iranian insurance industry is not growing at the same pace as the banking sector due to structural and management obstacles. One reason is the traditional approaches of top and middle managers in large insurance companies. Major public insurance companies have dominated the market for more than two decades, thus new management approaches tend to be neglected. A lack of innovation in management practices and failure to empower young managers, as well as the presence of long-standing managers who are only displaced to different roles, thus preventing new employees from entering senior managerial level positions, are some of the traditional management features commonly practised within the sector, especially in the 1980s and 1990s. In spite of the imposition of privatisation policies which resulted in upgrading the structure of the industry, along with the entrance to the market of new companies, the managerial structure of large insurance companies has not changed. In fact, the lack of trained and qualified HR on managerial levels means that many of the newly established companies’ managers are selected from previous public positions. This poses a setback to privatisation, as it imposes governmental attitudes and a lack of agility and innovation on the new private companies. Nonetheless, the new surge of younger managers has changed the outlook of the industry. Since 2000 onward, an invisible monopoly within the industry has been broken, though there remains a notable lack of modern and innovative managerial practices.
‘As long as managers rely on old approaches and are not willing to accept changes, insurance companies will not grow. Low insurance penetration in Iran shows that the new insurance companies compete on the former market and have not brought anything new to the market. Instead, by reducing the prices for more competition, a heavy price competition has been developed, while pricing is a skill that unfortunately is ignored’ (Interview SN07, p.11). 
The interviewees also mentioned that, with the advent of new technologies on one hand and growing competition on the other, customers' expectations of insurance companies are increasing, which makes it challenging – if not impossible – to satisfy their needs through traditional approaches.
‘The first step to overcoming the current challenges faced by the insurance industry is to develop new products in accordance with the specific needs of each of the deciles and then present these to target markets through a professional sales network. On the other hand, traditional approaches which mainly stem from the long history of governmental interferences in insurance have somehow solidified managerial practices, resulting in the ignorance of the firms about current and upcoming transformations, which in turn reduces their responsiveness and proactiveness’ (Interview H02, p.4).
Modern customers expect personalised services; but most of the firms operating in the insurance industry in Iran lack such flexibility. Worse than that is their lack of awareness of CRM, KM, and other support infrastructures for designing effective communication platforms. Our firms are also in dire need of a 360-degree view to ensure correct decisions are made and in a timely manner, whereas the traditional thinking often lacks the prerequisites to staying competitive (Interview SN1, p.12).
[bookmark: _Toc502577275][bookmark: _Toc24748400]6.3.8 Trend 8: Customer distrust
As previously mentioned, the emergence of private insurance companies over the past two decades has resulted in intense competition and fierce price wars, instead of pushing the companies towards more innovation in marketing and product development. As a result, the development of effective pricing strategies has become another major challenge for insurance companies. This has resulted in irrational behaviour by some insurers, who are pricing out just to retain existing customers, without proper risk assessment, which is causing difficulties in paying compensation and fulfilling obligations. This policy not only damages the insurance companies, particularly the smaller private firms, but also decimates the clients' trust in the insurance services.
Trust is one of the bases of success for insurance companies, and it is a challenge for most companies to convince their customers of the benefits of using their services. In fact, developing new and localised insurance products has always been a challenge for Iranian insurance providers, due to structural and knowledge weaknesses, as well as the lack of awareness and distrust among customers. 
‘Trust is the major part of the insurance. Unfortunately, insurance companies are willing to lower their prices for short-term gains and fast profitability; however, with these prices there is no justification for accepting the risk which leads to undesirable loss payments’ (Interview H01, p.14). 
In a market like the insurance industry, where the customer is bombarded with advertisements of numerous companies offering similar products and services, the only reason to choose one above the others is trust. Our statistics show that ‘surrender risk’ is above average in the industry. Although part of this churn can be attributed to the worsened economic situations in the country, which cause insurance services to fall down the priority list of the customer, we cannot deny that trust-building initiatives performed by companies have so far been poor. Lack of professionalism among insurers, low quality services, and lack of commitment to solving customers' problems are some of the drivers of distrust for both our customers and non-customers’ (Interview H02, p.12).
It is true that effective sales needs psychological tricks – such as understanding customers’ needs and then customising the way present your core product based on these specific requirements – but this should not lead you ignore ethics in your business. Unfortunately, the headquarters only evaluates the sales network based on number of new or renewed contracts, which pushes us away from ethics or causes us to exaggerate in some cases. This deteriorates trust in our services and brand in the long run’ (Interview SN03, p.9).
[bookmark: _Toc502577276][bookmark: _Toc24748401]6.3.9 Trend 9: Restructuring 
Another reason for the lack of growth is the companies’ structural weaknesses caused by traditional thinking and practice. Administrative bureaucracy is often practised in large insurance firms, with sets of principles created to coordinate work, usually leading to inefficient organisational practice marked by burdensome procedure in decision-making processes. It typically prolongs processes in small firms due to the need for head office permission. This is apparent in large firms in Iran's insurance industry, and the revision of insurance services to provide better experiences for customers is necessary. One interviewee in particular talked about the inefficient decision-making procedures in headquarters – due to replication – which leads to prolonged processes and resource inefficiencies in small firms:
‘Issuing a simple permission, due to the numerous procedures done in the headquarters, takes days…’ (Interview SN02,  p.6).
Therefore, the organisational structure of the headquarters causes complexity in the decision making processes of small firms and decreases their agility. This problem could be solved partly by delegation of some of the responsibilities to small firms. 
Some of the managers of the small firms stated that delegation of some authority for routine activities in damage estimation and policy issuance could improve the customer service. In contrast, the middle managers of the large firms stated that this delegation should be considered within the organisation, thus top managers should delegate some of their authority to them. Large firm managers felt that authority delegation to small firms would reduce their supervision of insurance operations and could be abused. Therefore, they supported delegation for designing insurance policies and services and said that the small firms should have a role in identifying the needs of the customers and designing new policies, as they are directly involved with the customers on a daily basis.
‘Some of the procedures can only be improved or altered by the managers at the headquarters while some of these can be decided by ourselves [small firms]’ (Interview SN05, p.3).
‘Greater delegation of authority to sales network managers [small firms] in issuing policy or indemnifying is not possible and can lead to abuse. It is better to reform the structure, the way that their opinions are used in service development, and customer attraction’ (Interview H01, p.9). 
Therefore, there is a need for appropriate mechanisms to develop innovation, specially those based on partnership of a group of small firms in policy- and decision-making. This partnership can be considered within the scope of product and service development, market expansion, marketing methods, customer attraction, and retention. 
Despite the disagreements between headquarters managers and sales networks (small firms) regarding authority delegation, there was a consensus that reengineering of the main processes within the sector is necessary. Therefore, business process reengineering is one policy which could guarantee a smoother and faster pace for the activities in large and small insurance companies, resulting in better customer service. The main issue is that in reengineering the processes, the main focus will be the needs of the customers, rather than the taste of the managers of the headquarters. In other words, improvement of the existing processes cannot be effective if it consists solely of limited reforms. Old procedures need to be abolished completely and new frameworks designed based on the needs of the customers and increases in sales targets. 
‘Experience shows that, whenever the discussion of the process improvement in insurance companies is considered, the actions are only extended to limited reforms. I think new procedures and patterns for providing customer service need to be designed’ (Interview SN07, p.8).
Applying best practices can be very useful for upgrading performance and activities. One of the main challenges for the insurance industry – in small and large firms – is that many changes are made by trial and error. The instructions and procedures may change over time and become inefficient. The problem is worsened when the managers and staff get used to the existing procedures and do not welcome changes and new approaches.
‘Our problem is that we do not have an appropriate and comprehensive pattern for improving the situation of our company. The staff cannot trust the changes or their effectiveness and do not easily accept the new changes’ (Interview SN01, p.11).
In spite of some minor variations, managers in the headquarters and the sales network agreed that restructuring and redesigning key processes is a prerequisite to growth. To achieve this, benchmarking and reviewing the experiences of foreign companies in their change initiatives can be very helpful. The interviewees asserted that, instead of developing structures or procedures from scratch, it is a good idea to exemplify best practices with sufficient attention to domestic contingencies so as to effectively speed up the transformation and redesign process. This requires the absorption of ideas and successful experiences, as well as fully comprehending customer needs and making use of their feedback.
‘Understanding customers and adapting ourselves accordingly is for sure very important. Undoubtedly, there are ample instances of similar needs and success stories in foreign insurance firms, which we can gain and make use of to reap the benefits’ (Interview SN04, p.10).
[bookmark: _Toc502577277][bookmark: _Toc24748402]6.3.10 Trend 10: Investment in IT and ecommerce 
During the interviews, managers at the headquarters and small firm levels confirmed that investment in IT infrastructure is pivotal, and in fact, the rapid growth of IT and ecommerce is one of the most important global trends in the industry.
‘In my opinion, IT is the sole determinant of the future of the insurance industry. Therefore, companies that can access more integrated IT infrastructures will be the winners’ (Interview SN05, p.11).
In recent years, e-commerce has gained considerable ground in the insurance industry worldwide, becoming a key competitive advantage. The advantages of this business mode include lower costs of insurance service provisions, fewer physical investments, and application of effective yet less expensive marketing methods. In addition, as one of the interviewees pointed out, the use of IT in the insurance industry reduces the time required to enter markets, provide services on a 24/7 basis, and create new channels of distribution (Interview SN 05, p.11). As such, managers and experts in the industry assert that the key to remaining competitive and growing in this field is reducing costs and expanding the market, with the help of IT and ecommerce.
‘In the past, increasing the number of branches and selecting appropriate physical locations for offices was considered to give competitive advantage to insurance companies. Nowadays, however, such an advantage is diminishing with the global trend of ecommerce. In fact, IT is the ultimate salvation of insurance companies’ (Interview H01, p.12).
However, a lack of appropriate systems and IT infrastructure efficiency, as well as the failure to optimise business processes and concentrate the related tasks in large companies, have led to very high overheads in the sector. This means that the final price of insurance services is higher than the actual price, and the efficiency of the headquarters of large insurance companies is lower than the norm. In addition, increasing the size and range of the activities of the headquarters leads to additional complications in the sector, as it diverts attention away from the major mission of strengthening small insurance firms. 
‘Due to low efficiency, large insurance companies simply limit their activities to routine affairs, rather than supporting us in sales and developing the market’ (Interview SN03, p.17). Finally, the implementation of IT infrastructures was said to be seriously impeded in Iran by the lack of a holistic approach in different fields, appropriate mechanisms to access information about other firms, and integrated communication channels, as well as the use of worn-out IT infrastructures due to budget deficiencies, inattention to the development of data centres to facilitate exchange behaviours, and a shortage of skilled HR that could effectively implement technological breakthroughs (Interview H02, p.10; H03, p.8; SN 01, p.7). Table 6.3 details the major trends in the insurance industry of Iran.
Table 6.3 Major industry trends
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[bookmark: _Toc24748403][bookmark: _Toc502577278]6.4 Knowledge challenges at the organisational and inter-organisational levels: the need for absorptive capacity 
The previous section covered the major trends in the Iranian insurance industry. In fact, these trends are an indicator of the growing competition, which in turn underlines the necessity of upgrading skills and capabilities and applying the successful experiences of other players for developing innovative solutions. Having investigated the general characteristics of the Iranian insurance industry and its major influencing factors on it – which called for more attention to absorbing external knowledge, ideas, and experiences – the second round of interviews began. In this process, the main question dealt with the identification of major challenges ahead for small firms in absorbing external knowledge, in addition to the capacities required to manage these challenges and improve knowledge-absorptive capacity. 
These questions were asked in parallel in each interview. Initially, the interviewees were provided with a brief description of the major industry trends affecting the firm's performance (as the output of the previous phase). They were then asked to express their views on the two questions posed. This was based on the premise that co-operation and collaboration between small firms can assist in the fulfilment of their knowledge needs by external sources. As such, knowledge-absorptive capacity was studied at the organisational and inter-organisational levels. 
In this section, the most significant ‘knowledge challenges’ faced by SMEs will be explored using the output of the second round of interviews. The capacities required to effectively manage these challenges and increase a firm’s absorptive capacity from firm and inter-firm perspectives will be fully elaborated.
[bookmark: _Toc502577279][bookmark: _Toc24748404]6.4.1 Knowledge challenge 1: Low rate of learning and unfamiliarity with industry trends and best practices
Top managers in the headquarters stated that the insurance industry is growing rapidly around the world. However, the history of this industry and the competitive atmosphere which has dominated it globally, for decades, has resulted in a considerable knowledge gap on a national scale in Iran. One of the headquarters managers claimed that foreign insurance companies are far ahead of their Iranian counterparts with regard to the development of new products and R&D infrastructure. Similarly, analysis of the most noticeable business trends confirms that applying the external experiences shared by industry players, monitoring competitors, and obtaining feedback from customers are all critical processes for the success of small insurance firms. As such, unfamiliarity with industry trends and best practices has been defined as a key challenge for the sales network in the sample, which could be overcome by attending academic and professional institutes, conferences, training programmes, and fairs to study best practices. 
It was stated by the participants that one of the biggest challenges arising for small firms is their inability to forge links with their environment and apply external ideas. Such a deficiency is clearly evidenced by the low effectiveness and efficiency of training programmes and the inability to develop and foster new procedures. Hence, it is vital for firms to establish an active and sustainable connection with their business environment.
‘One of the most important reasons for the low efficiency of [small] firms is the weakness of learning ability and unfamiliarity with best practices in the industry, because there is a lack of open communication with the external environment’ (Interview H05, p.8).
The participants also emphasised that small firms often fail to build effective relationships with universities and educational centres. From their point of view, the knowledge and skills required within the firms cannot be gained through academia. In other words, although training courses in universities can generate a learning atmosphere and spark a desire to learn, they do not serve the purpose of satisfying firms’ knowledge needs.
‘Insurance programmes at the universities are not in line with industry needs as the designs of those programmes are not based on industry needs’ (Interview H04, p.6).
[bookmark: _Toc502577280][bookmark: _Toc24748405]6.4.2 Knowledge challenge 2: Superficial understanding of customer’s expectation and needs
During the interviews, it was stated that customer orientation should be moved to the centre of the activities and planning because of the growing complexity of the expectations, the behaviour of customers triggered by the pervasiveness of IT, the changing socio-economic conditions, and increasing rivalry. As mentioned by one of the participants, customer orientation enables firms to increase future referrals through positive word of mouth, which can considerably decrease advertising costs and generate extra purchase and repurchase behaviours. Customer relationship management is therefore essential for developing competitive advantages. 
The interviewees suggested that customer relationship management is important for providing sufficient information to customers to teach them about insurance services and the role such services play in their lives. 
‘A good relationship with customers and providing them with information about risk management principles can make a considerable contribution to reducing risks and retaining customers’ (Interview SN15, p.2).
On the other hand, feedback from customers and understanding their expectations and needs are similarly essential for increasing organisational knowledge to correct procedures, offer better services, and develop customised insurance products.
‘The intensified competition has led companies to create better services for customers and provide them with the right solutions to meet their needs and expectations’ (Interview SN03, p.5).
‘If you review reports about new product development, you come to understand that the failure rate is very high, and this poses serious problems for companies seeking to differentiate themselves from competitors through innovative practices. However, it is time to go beyond mere words and really get help from customers. You see, customers can, in many cases, guide you and even save you. So, if you establish appropriate mechanisms to build and maintain relationships with them, you can better understand their requirements or how they prefer to be served, and then modify your offerings and even business model based on a new logic’ (Interview H05, p.5).
‘We, as the sales network, are not normally asked or even expected to share our insights about customers and changes in the market, although we are in direct contact with them. The strategies are developed in the headquarters based on their assumptions, which is not what the customer wants in many cases, and we should follow. This is an old-fashioned approach: after all, how can I expect to succeed without knowing what my customer really wants or just by sitting in my office room and simply imagining what serves the market best?’ (Interview SN011, p.6)
This bilateral connection – providing customers with appropriate information and getting feedback from them – is among the most important knowledge challenges for small firms. The interviewees held that establishing such a connection in accordance with customers’ needs and expectations can lead to competitive advantage.
‘Nowadays, everybody in the insurance industry talks about the importance of customer satisfaction to guarantee the profitability of the company’ (Interview SN10, p.3).
[bookmark: _Toc502577281][bookmark: _Toc24748406]6.4.3 Knowledge challenge 3: Lack of commitment of the personnel to the defined strategies and goals 
A firm’s strategies and goals should be designed based on an analysis of environmental realities and industry trends, as well as the internal capacities of the firm. A key feature of strategy success – especially at the inter-organisational level – is the existence of a unified vision and mission for the firms within the sales network. In the present study, it was found that, when strategies are not developed according to the realities and major trends, the commitment of the personnel to accept and implement such strategies diminishes. As such, insurance firms and their sales networks need to define a shared vision and goals to ensure a common understanding and, ultimately, efficiency in their operations.
Each knowledge-based plan or approach should be defined in line with the vision and goals. Therefore, the vision, strategies, goals, and initiatives must be understood by all employees within the firm. According to the interviews, the vision of the sales network should be shared, accepted, and applied by all firms operating within these borders. For example, the following statement suggests that, if a strategic decision is planned without real belief and commitment, it cannot create value for the member SMEs:
‘Firms in the sales network should understand and believe that cooperation with others is a win-win strategy for improving their ability to create new products, promote those products, and develop new markets. […] It needs common sense and shared belief (Interview H02, p.6).
In this respect, one of the main outcomes of the cooperation of small firms is understanding the importance of sharing the vision with the sales network to motivate them to express and exchange their interests. This is addressed in the following statement: 
‘The sales network […] needs a more clearly shared vision to avoid conflict in marketing and foster new product development. In fact, the firms need to recognise that a culture of trust and cooperation can expand the market and bring benefits for all’ (Interview SN15, p.3).
‘Engaging key members in the decision-making and strategy development processes gives them a sense of personal and organisational value and strengthens their commitment, because this means the organisation really sees them as a whole – as opposed to a Machiavellian approach, where employees are seen as tools to increase sales and profits’ (Interview SN 13, p.4).
Of course, the interviewees also mentioned that the shared vision and goals would not materialise unless these were fully understood by the managers and personnel. One interviewee suggested that, to ensure that members are committed to shared goals and policies, they should be engaged in the process of developing these goals and strategies (Interview SN12, p.6). Such participation should be leveraged at the managerial level of small firms to develop the network’s shared vision and objectives and for the members of each small firm to make use of their partners' useful comments and insights.
‘The situation has changed. Knowledge workers have a higher proportion of employees now compared to a decade ago; and because of their increasing qualifications and complex expectations, they require more attention. This is best provided for them by encouraging them to actively engage in goal setting for their firm so as to utilise their full potentials’ (Interview SN 13, p.2).

[bookmark: _Toc502577282][bookmark: _Toc24748407]6.4.4 Knowledge challenge 4: Low effectiveness of training programmes
Considering the rapid pace of change and innovation in business models in the insurance industry, training has great value. A full comprehension of the existing trends and acquisition of professional skills in general management and technical fields in the industry is pivotal to the success of firms.
‘If I were to name only one critical success factor that would be training, for sure. Of course, practical training can correct and improve organisational methods and procedures’ (Interview SN07, p.6).
Based on the above quote – which was confirmed by other managers – practical training specifically leads to the improvement and refinement of organisational processes. A leading challenge in this respect is assessing the effectiveness of the training courses. In fact, the ineffectiveness of such courses is why many managers believe that spending organisational budgets in this area is a waste of money.
‘Academic courses lack the required effectiveness. Educational workshops cannot fulfil our demands. Therefore, we try to review professional websites in our industry to get a clear picture of emerging trends in other countries, but the content provided on these websites is general in nature, and despite some benefits, it cannot help us much to improve our operations’ (Interview SN09, p.8).
Training plays a key role in creating and sustaining competitive advantages in the insurance industry. However, the interviewees from the sales network claimed that there is little support from top managers for training programmes. This is addressed in the following statement:
‘To be honest, top managers do not strongly believe in the usefulness and importance of training programmes, and their commitment to career development is disappointing. For example, they announce that training is one of the main factors for improving our business performance; but in reality, they have no commitment to support the training programmes’ (Interview SN06 p.8).
The interviewee above also stated that, ‘The training programmes have to be designed based on skills required by the sales network in practice’ (Interview SN06 p.8). 
One top manager from the headquarters stated that, when designing training courses, ‘needs extraction’ should be paramount. The highly competitive and complex modern environment is characterised by rapid change and thus demands constant understanding of educational needs, including training courses, appropriate sources of learning, and effective implementation of the courses, all of which reflect the necessity of establishing external connections and employing best practices. Indeed, taking advantage of international experiences and benchmarks can be very helpful in this regard.
Establishing an appropriate level of cooperation among small firms at the inter-organisational level is useful. Although the headquarters is responsible for designing and conducting such practical courses, small firms should also participate in this process, since they are more aware of their own training needs.
The following statement indicates the way in which small firms can develop effective and efficient training programmes at an inter-firm scale:
‘Individual efforts to learn in the sales network have created significant costs. If the small firms work together to implement common training programmes, they gain better results at lower costs’ (Interview SN15, p.8).
Although individual efforts form a fundamental training ground and consequently improve performance, small firms are hindered by scarce resources, which prevents the firms from attaining their full potential. A collective training programme would not only benefit individuals, but would also create healthier competition within the network of the small firms.
‘We do not have good training sources. I have serious doubts about the effectiveness of many of the training courses or books. For example, marketing and negotiating skills are critical to the success of our firms, but the training is general in nature and not specifically designed for our industry. In my experience, on-the-job training is more reliable, and I believe what members can learn from more experienced colleagues is more worthwhile’ (Interview SN14, p.9).
Needless to say, educational methods are important. The interviewees stated that classic and/or general methods are not necessarily optimal. For example, one participant asserted that specific attention should be paid to the application of effective training techniques and use of appropriate sources, in addition to customised content.
[bookmark: _Toc502577283][bookmark: _Toc24748408]6.4.5 Knowledge challenge 5: Inadequacy in outsourcing non-core activities  
A problem frequently referred to by managers from the headquarters and the small firms was the lack of concentration on performing key operations and outsourcing non-key activities. Managers from the headquarters asserted that this was mainly due to the lack of professional companies in the associated fields. Managers in the small firms, however, said that this mainly stems from the headquarters' interest in exerting direct control over various issues. Indeed, small firms have been similarly unsuccessful in outsourcing for the following reasons:
‘We cannot outsource our activities because they are usually designed on a small scale, which makes them unprofitable for professional agencies to carry out in accordance with our budget limitations’ (Interview SN11, p.4).
In contrast, one of the headquarters managers had a different idea:
‘Managers in small firms do not possess the knowledge and expertise to distinguish core and non-core activities. Therefore, they assume that they should personally do everything in a centralised manner’ (Interview H03, p.12).
However, there was evidence at both levels of poor managerial knowledge regarding interactions with professional agencies, finding the right outsourcing companies, non-core activities, and how these activities are outsourced.
‘This is a challenging task. It is difficult to find the right company and they seldom meet our standards’ (Interview SN06, p.9).
One manager from the headquarters explained that the headquarters must outsource some activities to deliver better services and products to customers, support innovation, and achieve more transparency: 
‘Especially in cases of loss assessment, outsourcing to qualified firms can considerably increase customer satisfaction because they represent independent agencies that consider the benefits of both the insured and insurer equally’ (Interview H05, p.7). 
Outsourcing was also said to improve the efficiency of some of the activities required by the sales network, such as training, loss assessment, and investment. In addition, it was suggested by managers that firms should ask customers to suggest new ideas and develop innovative solutions and products, rather than investing only in R&D activities. 
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Another challenge for managers in both the headquarters and small firms is individuals' unwillingness to share their experiences and know-how with their colleagues or other firms in the sales network. This knowledge challenge has two causes:
‘What worries managers in the headquarters is that if they share their knowledge and experience with others, especially their subordinates, this might turn into a potential threat to them and even lead to the loss of their position. They think that the more they keep their information to themselves, the more the company will need them, thus decreasing the likelihood possibility of their being replaced by another person’ (Interview SN15, p.3).
‘A major concern for managers in small firms is that sharing information and knowledge with their employees or managers in other small firms within the sales network will result in knowledge leakage, and consequently the competitors will have access to it’ (Interview SN07, p.6).
Since managers of small firms are usually also their owners and founders, their managerial experience enables them to maintain complete control over all operational domains of activity. This administration style (controlling and managing different fields) sharply limits their trust in delegating authority to subordinates and sharing their knowledge. The heavy dependence of the organisation on its top managers, and the inadequate knowledge levels of employees in business management and development, are major obstacles to growth in small firms. The interviewees agreed that there is a ceiling of growth for small firms, which is reached a few years after such firms are born, followed by a state of stagnancy.
One interviewee, a manager of a small firm (Interview SN13, p.2), explained that their responsibility is to facilitate the access of employees to the company’s information and knowledge. However, he highlighted that the main barrier in formulating this access is the concern that knowledgeable staff could leave the firm. This concern causes some managers to limit their employees’ access to the organisation’s information and knowledge to ensure that knowledge will stay within the company (Interview SN13, p.2). It was also mentioned that silo mentality infects organisations at varying levels (i.e., individual teams, organisational, and inter-organisational) because knowledge is seen as a source of power. One interviewee said that such an approach might not be troubling at first glance because it increases the competitiveness of small firms; but in fact, it is not in favour of competitiveness, but rather aimed at making individual territories bigger. It also reduces the level of trust among parties (Interview SN12, p.4). 
It was proposed that small firms could gain considerable advantages by improving their learning ability through facilitating knowledge-sharing, as addressed in the following statement: 
‘The sales network should have strong learning capacity. The environment around us is continuously changing, and if we do not adapt to the new changes, we will definitely fall behind. This is why I say that the most critical feature of insurance companies is their ability to learn and adapt to new circumstances’ (Interview SN17, p.10).
Knowledge-sharing is not limited to the interior of the firms, because intra-organisational knowledge flow is also a significant means of obtaining access to external knowledge and to discovering and evaluating knowledge sources. It also supports communication with other small firms by developing trust and cooperation, as explained in the following quote: 
‘Unfortunately, we have not learned how to work together. We assume that if we share what we know with other firms, we will lose our position; but I can also learn from others and it benefits all of us’ (Interview SN13, p.8).
[bookmark: _Toc502577285][bookmark: _Toc24748410]6.4.7 Knowledge challenge 7: Lack of authority delegation and low tolerance of mistakes
Small firms are also faced with managerial distrust of their subordinates and a lack of authority delegation to them. As already stated, managers in small firms are often also founders and owners of the firms, which means that they have personally developed the various business areas. As a result, they do not easily trust the managerial abilities of others. Consequently, employees lose their power (and opportunity) to make organisational decisions and are instead only permitted to perform the tasks decided by the top manager.
‘Managers in small firms want everything to be under their own control and every decision to be made solely by them. In effect, the employees are not encouraged to generate innovative ideas, which means their talent and capacities are wasted’ (Interview SN13, p.10).
Such an approach leads to a considerable decline in both employees' motivation and the firm's capacity to absorb new ideas and patterns. It also means that employees assume that innovation and finding new ways of doing things are beyond their organisational duties. Such a mental paradigm is a major impediment to absorbing and disseminating ideas and experiences. Of course, such a challenge is not limited to the decision-making structure in small firms. In fact, the headquarters and the sales network also suffer from such a knowledge challenge.
The majority of the interviewees from small firms were not satisfied with the structure of decision-making in their linked headquarters, referring to the relationship between them as fragmented and one-sided. They stated that appropriate authority must be allocated to the sales network and to the middle managers in the headquarters. Many of the interviewees argued that the top managers must let their staff learn, make decisions, and contribute to strategy development. They stated that this could be achieved by admitting and tolerating the possible mistakes of middle managers when employing new methods of implementation and innovation: 
‘Sales network managers should not get too involved in executive activities and miss the innovation opportunities. They should think for themselves and find new ideas and solutions; but this is not possible unless they delegate some of their responsibilities to their employees’ (Interview H04, p.6).
It was said that due to their atychiphobia (irrational fear of failure), managers tend to spend huge sums of money seeking to avoid mistakes, without considering that making mistakes is an integral part of organisational life. In fact, as one interviewee said, many innovative activities are born of mistakes, and an organisation that strongly opposes such normal incidents will block creativity and innovation because it will fail to view employees' pitfalls as opportunities to learn (Interview SN11, p5).
[bookmark: _Toc502577286][bookmark: _Toc24748411]6.4.8 Knowledge challenge 8: Poor environmental monitoring
During the interviews, the participants repeatedly emphasised the differences between the current business atmosphere and that of the previous decades. As such, they believed that the speed of change has increased dramatically over the past few years, which is why understanding and predicting environmental change is a prerequisite for firms to succeed.
‘We have to accept that business circumstances have changed. I established my company 20 years ago. At that time, competition was limited, and the situation was almost stable. Nowadays, though, change is constantly taking place and we should all the time expect something new to happen and have a considerable impact on our business’ (Interview SN03, p.3).
‘I read a report in Fortune magazine about the 500 companies that had failed during the past five years; and in that report, it was said the main reason for this was the inability of the companies to process information into knowledge. It was also said that this ability comes from watching the environment carefully and having a knowledge orientation. This makes your firm intelligent, like human beings. So how intelligent are we? Not very, I can say’ (Interview SN14, p.7).
A major challenge for small firms – and even the headquarters, as mentioned in the interviews – is the lack of capacity in monitoring the environment. This often prevents firms taking the decisions to hunt opportunities or manage threats at the right time. One interviewee (Interview H04, p.10) noted that many opportunities are wasted due to the firms' lack of awareness or their unwariness around events on the national scale, which can cause serious problems.
Some firms stated that they had gained benefits from environmental changes, while others had suffered greatly. Therefore, it is crucial for firms to be concerned about the future, about what these changes mean for their business, and about how they can adapt and use them to their own advantage. 
[bookmark: _Toc502577287][bookmark: _Toc24748412]6.4.9 Knowledge challenge 9: Inappropriate human resources (HR) practices 
It is a widely accepted truth that changes originate from individuals in organisations, and that the intentions and beliefs of the managers – as well as the personnel – are a prerequisite of any organisational change and excellence. Hence, a critical issue facing small firms, specifically with regard to absorbing external knowledge, is the individual capabilities in environmental monitoring, identification of appropriate ideas and opportunities, and ensuring the necessary skills to absorb and apply such knowledge. With this in mind, it is clear that preparing organisational members to carry out such demanding tasks is not simply important, but inevitable:
‘Creating competitive advantage stems from preparing individuals to be agile in discovering and/or absorbing creative ideas. If the manager of the small firm – in the first place – and the personnel are not sufficiently skilled at opportunity hunting, the success of that firm is only a dream that never comes true’ (Interview SN16, p.9).
‘Other than routine practices which just serve to show-off, in my opinion, no special mechanism has so far been deployed in our organisation to create an innovative atmosphere. We have an R&D unit in the headquarters which is in charge of developing creative ideas, but assigning creativity as a task to a specific unit does not seem to work because innovation and creativity should become a sort of mentality, a shared behaviour of all members at all levels, and this requires the support and understanding of the organisation, which is missing in ours. At the SME level, the situation is much worse because change-centred and employee-centred leadership styles never exist. Mistakes are fatal and even if you manage to develop something new, it will be simply put aside’ (Interview SN 08, p.14).
One critical challenge proposed by the interviewees was the extent to which firms’ initiatives affect their new product development and innovation. The participants agreed that, as insurance services are considerably knowledge-based products, people play the focal role in developing innovative solutions. Thus, they must be motivated and trained to innovate by improving individuals’ learning capacity. The following statement explains the importance of learning for innovation by small firms:
‘If the learning process does not lead to performance improvements, it is not valuable for the organisation. If we are not able to deliver better services and products to our customers, and if we show less innovation in comparison with our competitors, it means that the learning has not been accomplished in the organisation’ (Interview H05, p.6).

In addition, the motivation for innovation is an important factor which differs in organisations, depending on their HR practice. Pfeffer (1994) and Huselid (1995) argue for a universalistic view in which the effectiveness and motivation of the workforce depend on the use of innovative approaches in the organisation. The contingency view, on the other hand, suggests that the effectiveness of HRM practices is contingent upon other factors, such as organisational culture and competitive strategies (Neal et al., 2005), which could enhance employees’ knowledge, skills, ability, and motivation to be innovative. This was highlighted by some interviewees and is addressed in the following statement:
‘The headquarters managers are not highly motivated and inclined to find new solutions. They prefer to make use of the methods which they have experienced before, but the small firms’ managers have to seek innovations and find new ways to be effective, since they are in close contact with the customers’ (Interview SN16, p.7).

A summary of the identified knowledge challenges described above is presented in Table 6.4
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Table 6.4 Knowledge challenges for the insurance industry
	
Knowledge challenges for the insurance industry

	KC1
	Low rate of learning and unfamiliarity with industry trends and best practices

	KC2
	Superficial understanding of customer expectations and needs

	KC3
	Lack of commitment of the personnel to the defined strategies and goals 

	KC4
	Low effectiveness of training programmes

	KC5
	Inadequacy in outsourcing non-core activities  

	KC6
	Silo mentality 7

	KC7
	Lack of authority delegation and low tolerance of mistakes

	KC8
	Poor environmental monitoring

	KC9
	Inappropriate HR practices



[bookmark: _Toc502577288][bookmark: _Toc24748413]6.5 Knowledge-based capacities (KBCs) 
As previously discussed, the interviews with managers from the headquarters and small firms in the sales network were concerned with the most significant challenges facing these firms in their efforts to absorb knowledge from their external environment. These interviews served to clarify the necessary capacities to tackle these challenges and improve absorptive capacity in the SMEs under study. Data collection and analysis were carried out in parallel, and each participant was required to comment on both issues in a single interview. 
In the previous section, knowledge-based challenges at the intra and inter-organisational levels were explored. In this section, the most important capacities required for small firms to effectively absorb external knowledge will be presented.
Having identified the major challenges insurance firms face in Iran, the codes derived from the interviews were further refined through the second round of interviews. The main intention at this stage was to determine the type of KBCs within the organisations that could support the knowledge challenges. The major KBCs are listed below.
[bookmark: _Toc502577289][bookmark: _Toc24748414]6.5.1 Knowledge-based capacity (KBC) 1: Openness to the environment
According to the participants, a critical factor for small firms was improving competitiveness in various ways, such as communicating with institutes, participating actively in conferences and professional events, developing up-to-date training programmes, and exploring new best practices from the other companies. They stated that the greater the sales networks’ ability to connect to the external agencies – and the more substantial its openness to the environment – the more reliable and sustainable its competitive advantage would be. This enables improvement in extracted challenges, such as having access to knowledge resources and improving knowledge flows to decrease silo mentality (KC6), which enable the firm to establish a network of business partners for outsourcing non-core activities. Since adequate levels of openness mean engaging in more connections with external entities, including competing firms and customers, this improves customer relationship management and increases effective customer relationships (KC2). In addition, by analysing the information gathered from competitors and the trends within the industry, companies are able to develop flexible strategies, increase their agility, and adapt rapidly to changes in the business environment (KC8). This increases the credibility of the firms by improving marketing, after-sale services, knowledge interaction, new product development, connection with academic and professional institutes (KC1), and trust. One manager at the headquarters explained the importance of learning from the environment:
‘One of the most important reasons for the low efficiency of [small] firms is weakness in their learning ability and unfamiliarity with best practices in the industry because there is a lack of open communication with external environment’ (Interview; H05, p.8).
There was a useful example given of successful communication with the environment, as accomplished by a small firm:
‘For determining the loss factor of boats, it is better to ask the experts who own boats and to use their experience and technical knowledge to keep the loss factor constant at between 70-80%’ (Interview H01, p.5).
In this respect, one small-firm manager believed that training programmes (in the form of learning from external environment through collaboration and business links) should be widely implemented and supported by the headquarters:
‘Lack of supportive policies from the headquarters for planning the external learning programmes and communicating with institutes and universities is because of their limited ability to understand the importance of that’ (Interview SN07, p.11).
‘We do not have any managers in our company who have attended a training programme outside Iran’ (Interview; H02, p.4).
The above quote clearly shows the importance of links with the external environment for creating a thriving business prospect. However, culturally, Iranian firms are very reluctant to share information with their rivals and see this as a negative externality, which results directly from a lack of trust and from bureaucratic decision-making processes. One managers at the headquarters explained this sentiment:
‘When I wanted to write my undergraduate thesis, I asked a simple question about the company’s marketing performance. He told me that he needed to ask for the permission of the headquarters to answer my question because the organisational information was not supposed be disclosed. However, this information was not at all confidential, and all of the employees could access it easily... The interesting point was that my research was ultimately ignored by the company although it could help the company improve’ (Interview H02, p.4).
In a similar vein, it was stated that managing the firm’s interactions with customers and integrating all marketing and sales initiatives and activities have been the focus of Iran's insurance industry as competition has grown. Under such circumstances, attracting new clients and retaining existing customers becomes the core of the firms’ business strategies. 
‘The insurers earn the trust of the clients through supporting them and offering after-sales services. A good relationship with customers, providing information about the firm’s risk-management principles, can make a considerable contribution to reducing risks and retaining customers’ (Interview SN15, p.2).
‘Nowadays, everybody in the insurance industry talks about the importance of customer satisfaction for guaranteeing the profitability of the company, but there is no serious policy for establishing good relationships with the customers’ (Interview SN10, p.3).
‘The intensified competition has resulted in better services for customers and the provision of the right solutions to meet their needs and expectations’ (Interview SN3, p.5).
Communicating with the external environment to learn from it can also be considered a challenge. Academic programmes in the universities have been blamed for failing to provide qualified graduates for professional jobs in the insurance industry, and it seems that there is a significant gap between the insurance knowledge of university graduates and that needed in industry:
‘Insurance programmes at the universities are not in line with industry needs as the designs of these programmes are not based on industry needs’ (Interview H05, p.6).
Another issue raised in the interviews was that each small firm in the sales networks was working separately to learn the required skills and knowledge by attending external training programmes or by using other sources, based on its understanding of its knowledge needs. It seems that this could be an opportunity for them as a network to plan for learning together:
‘Individual efforts in the sales network to learn have made significant costs. If the small firms work together to implement common training programmes, they will gain better results at a lower cost’ (Interview SN15, p.8).
Finally, a specific feature common to many small firms is a protectionist approach. Small firms are usually reluctant to share any information about their performance and strategy with the rest of the sales network. This limits the prospect of access to the larger body of information shared by the other members of the network. Thus, it was argued that these firms need to understand the benefits of sharing information and take a more open approach in this regard.
[bookmark: _Toc502577290][bookmark: _Toc24748415]6.5.2 Knowledge-based capacity (KBC) 2: Sharing vision and goals
An shared view of a promising future requires the commitment of all players in the firm and the sales network to creating a foundation to provide focus for the organisation as a whole. The cooperation of small firms operating under a single brand name, as well as the headquarters’ managers, in achieving clear common goals would generate competitive advantage for the sales network. First, a clear and acceptable vision should be designed and promoted throughout the sales network (KC3). As stated previously, one of the knowledge-based challenges at the intra and inter-firm levels is the lack of commitment of the personnel and managers of small firms to the policies and strategies developed by the headquarters (KC3). In contrast, a shared vision and objectives would
‘… contain the collective efforts needed for us as a team, and not competitors, to reach what has been planned based on current and future contingencies. It is not only about describing an ideal picture of our future market position or profitability. It actually alters our mentalities and ways of doing things, literally everything […] and of course, it creates synergy’ (Interview H04, p.16).
Second, knowledge-based strategies should be designed to accomplish the vision in practical terms, such as delegating authority (KC7). 
‘The ways of accomplishing goals should be designed and planned, which is unfortunately not done at present’ (Interview H01, p.2).
‘In my opinion, the managers who are making the business goals should change their approach to this task. It is good to define the vision of the organisation, but as it is defined in a broad scope, it might be far from reality’ (Interview SN01, p.8).
The ability to understand and share the vision and objectives is necessary to form a unified network of firms that are motivated to share their interests. This ability enables extracted challenges, such as R&D cooperation, marketing, new product development, the incentive systems, motivation and overhead costs, and strategic objectives (KC3 and KC9).
‘The sales network in which the firms both compete and cooperate with one another has to share knowledge and create a clear, common vision to avoid conflicts in marketing and to foster new product development. In fact, the firms need to establish a new belief that improving trust and cooperation can expand the market and bring benefits for all’ (Interview SN15, p.3).
The interviewees also believed that a shared vision could create common interests for small firms and motivate them to work as a team. In other words, the benefits of cooperation and knowledge-sharing are increased when firms feel that they need to work collaboratively to achieve a desired vision. 
‘Firms in a sales network should understand and believe that cooperation with others is a win-win strategy for enabling them to create new products, to promote them, and to develop new markets. […] The penetration of insurance products is very low in Iran, so there are many opportunities for developing markets and finding new customers […] However, it requires common sense and a shared belief’ (Interview H05, p.6).
[bookmark: _Toc502577291][bookmark: _Toc24748416]6.5.3 Knowledge-based capacity (KBC) 3: Extracting knowledge needs
The ability to understand and extract knowledge needs should be at the heart of planning for absorbing knowledge and information from the environment. Understanding knowledge needs and being motivated to initiate knowledge absorption are the first and primary steps in knowledge absorption.
‘The problem is that small firms do not know what they want to know and how they can improve their success’ (Interview SN03, p.7).
‘If we are to fully and effectively focus our efforts on gaining knowledge, the first step is to figure out the areas in which do we lack capabilities and resources, prioritise them, and act accordingly. Unfortunately, the managers in the SMEs lack such insight because they are obsessed with everyday practices. Thus, even if any effort is made to get access to new knowledge, it often leads to wasting the time and money of the firm’ (Interview H05, p.17). 
Based on the interviews, one of the most important factors in developing a common vision and common objectives in a sales network is the ability to understand and realise the knowledge gap between current and ideal situations. This ability is also associated with investing in training and encouraging the commitment of top managers to support the training programmes as a strategic goal. For this purpose, managerial attitudes to training should be changed to ensure managers recognise training is a valid investment.
‘Managers think training creates additional costs for the company, and they try to reduce this cost by selecting cheaper training programmes’ (Interview SN03; p.7).
‘Today, we are dealing with the lack of skilled HR in the insurance industry. It is really challenging now to find even 200 experts in this industry in Iran’ (Interview H02, p.3).
‘If the organisation spent more on training, the commitment and loyalty of its employees would increase’ (Interview H01, p.4).
In fact, this capacity affects issues such as managerial attitudes and shared vision improvement (KC3), links to institutes, access to knowledge resources, experts’ skill development (KC4), and delegation (KC7). 
[bookmark: _Toc502577292][bookmark: _Toc24748417]6.5.4 Knowledge-based capacity (KBC) 4: Looking for external knowledge
External knowledge is critical for small firms, specifically in terms of accessing the right sources and having the capacity to absorb and apply it. Each effective effort made by the firm at this stage can save time and reduce costs and enable competitive advantages. The majority of problem-solving efforts in the headquarters focus on internal information and knowledge, although there is also a lack of internal sources of knowledge. On the other hand, small firms in the sales network are more creative in working across boundaries to explore knowledge.
‘In the large insurance companies, the main sources of the information, knowledge, or skills required by the experts can be found in the organisation, but many firms do not know this, which leads to the unnecessary repetition of activities (Interview H01, p.5)
The headquarters managers are not highly motivated and inclined to find new solutions. They prefer to make use of the methods that they have experienced before. In contrast, the small firms’ managers must seek out innovations and find new ways of being effective, since they are in close contact with the customers’ (SN16, p.7).
However, it is said that, in the organisation, the available knowledge is not being used effectively by the headquarters and small firms. This can be a result of not knowing what the knowledge resources are or how they should be accessed. Many of the solutions have been developed again and again in the organisation, but there is no mechanism for sharing this knowledge. This weakness exists as a result of a lack of effective communication between small firms, lack of awareness about the solutions developed by others, lack of cognition about the importance of using available knowledge, and finally, a lack of motivation to find the knowledge.
‘Firms should work on benchmarking. For example, if the activities of a manager in a different department of the headquarters or in the sales network produce good results, this knowledge should be acquired by others as a pattern to improve all’ (Interview SN15, p.7).
Similarly, there is a lack of a precise training system in the insurance industry for supporting careers and upgrading the skills of experts. In addition, managers in the sales network claim that top managers in the headquarters do not believe in the importance of training programmes, with training and developmental plans and budgets not being considered.
‘To be honest, top managers in the centre do not really believe in the usefulness and importance of training programmes, and their commitment to career development is disappointing. For example, they announce that training is one of the main factors for improving our business performance, but in reality, they have no commitment to supporting the training programmes’ (Interview SN07, p.8).
‘The budget for training programmes does not fit the requirements. The position of the training department in the organisation chart is low’ (Interview H04, p.9).
The quality of training programmes is another challenge for small firms and headquarters:
‘The quality of the training programmes is very low and they are not designed based on the skills required by sales network in practice’ (Interview SN07, p.8).
However, a concern with finding solutions and new ideas was emphasised by the interviewees. This approach to exploring the environment is vital, especially under the present circumstances in the insurance industry. As the premiums have been liberated, the competition between the main players has been shifted to a price war, and it is thus critical that the main players are involved in innovation and differentiation in their services. For this purpose, they need to explore the innovative ideas or experiences of international insurance companies.
‘One possible strategy for differentiating the products in our domestic market is studying other countries’ insurance experiences’ (Interview SN01, p.14).
Nevertheless, it was mentioned by the interviewees that there is no systematic approach to exploring the environment to find best practices or new ideas. This is because the managers do not recognise the importance of finding new solutions or practices and there is no proper infrastructure to implement and support this strategy. The small firms’ managers assume this infrastructure should be established and supported by the headquarters or by regulating bodies, such as Bimeh Markazi Iran. However, developing a strategy to support innovation and invention would benefit all stakeholders – including customers, large insurance organisations, and small firms.
‘Actually, there is no systematic solution to finding the ideas and knowledge of the organisation. There is only a recommendation system available, in which whoever has a new idea or solution writes it on a piece of paper and puts it in a box provided for that. This is ineffective because they just verbally acknowledge the recommendations and new solutions and never investigate the feasibility or effects of them’ (Interview H01, p.5).
‘There was a good experience before in the organisation. Bimeh Markazi established a community of practice in which the insurance managers from different organisations took part and discussed their new ideas and solutions for expanding the insurance market. Those discussion meetings were really helpful to me at that time’ (Interview H01, p.2).
In addition to the lack of active approach to knowledge exploration, the managerial culture in the headquarters also resists new ideas, or at best, it seems that the headquarters does not believe in the importance of new ideas or initiatives. 
‘When a new idea or solution is proposed by a small firm, the corresponding manager at the headquarters rejects it without any clear reason, or by saying that it is not for you to tell me what to do, or that this would not help our company, and so on’ (Interview SN01, p.3).
The ability to find the right knowledge in the environment is affected by the structure of the network in which the small firms are engaged. In this respect, one of the highly experienced managers of a small firm (Interview SN15, p.4-5) stated that the headquarters could improve this ability by redesigning the structure of the sales network.
The managers of small firms are too busy to search for new information and skills, but exploring new ideas and solutions should be done by top managers who have been involved in founding the firms and their entrepreneurship activities. Therefore, it is recommended that top managers delegate some of their routine responsibilities to middle managers or employees and focus more on communicating effectively with the external environment. 
‘Managers should trust their employees and help them to actively seek new ideas and solutions. Although if the top manager is the one who should be concerned about finding new ideas and solutions – and he is also the most appropriate one – he should facilitate the ways in which the other employees can take part in this’ (Interview SN05, p.6).
‘Sales network managers should not be too involved in executive activity because they can miss innovation opportunities. They should think and find new ideas and solutions, and this is not possible unless they delegate some of their responsibilities to their employees’ (Interview H04, p.6). 
In addition, IT is important for developing the infrastructure to explore new ideas and information:
‘Information and communication technology strongly need the managers’ attention. Investing in this area would help the organisation to give its customers electronic services and develop its communication with its environment. The managers should recognise that working with the Internet is not a waste of time for employees — in fact, it can help them to benefit from others’ experiences and create new practical ideas’ (Interview H02, p.8).
Based on the discussions above, it can be concluded that the ability to gain access to new sources of knowledge benefits problem-solving and idea-development skills – and thus alleviates knowledge challenges, such as a low rate of learning and unfamiliarity with industry trends and best practices (KC1), outsourcing (KC5), silo mentality (KC6), and environmental monitoring and analysis of trends and competitors (KC8).
[bookmark: _Toc502577293][bookmark: _Toc24748418]6.5.5 Knowledge-based capacity (KBC) 5: Interpreting and understanding external knowledge
Despite the importance of finding new alternative sources of knowledge, it should be noted that developing such a capability is not the last word in KM processes, but marks only the beginning, Similarly, the interviewees argued that, on many occasions, the firm has obtained new knowledge without knowing how to put it into practice. As such, interpretation of best practices and presenting solutions is crucial for making knowledge applicable for firms. Benchmarking and exploiting the experience of others can be successful when it is associated with native creativity which tries to understand the different contexts in which patterns can be tailored and customised.
‘It would be a big mistake to think we can use others’ experiences directly. Some managers think other organisations’ methods and solutions would be beneficial for us because they have been successful elsewhere, but we should consider our own circumstances and requisites’ (Interview H02, p.8).
Similarly, it was argued that knowing other organisations’ experiences and accessing information on best practices cannot guarantee that an organisation will find the best solution. It is the ability to adapt the solutions to one’s own organisation that is most important. This requires analysing the present requirements and realising the differences between contexts, which is unfortunately lacking in the sales network in the Iranian insurance industry.
‘The ability to analyse the present situation and apply others’ experience to it is one of the critical factors for success. Unfortunately, we have not been able to improve this ability in our managers and employees over the last few years’ (Interview H04, p.10).
This problem is what causes some small firm managers to underestimate other organisations’ new experiences and methods.
‘It would be a mistake to assume that the solutions taken successfully by other organisations would necessarily help us. Our experience shows that we cannot rely on others’ information and experiences’ (Interview SN09, p.3).
However, the interviewees stated that, first, sales networks must develop their use of others’ experiences and knowledge in new contexts, which means that they should understand and interpret the solutions and best practices. Second, when this understanding takes place, the results will improve the innovative performance of the company. Nevertheless, one of the main bottlenecks for the Iranian insurance industry is the lack of ability to analyse the circumstances and adopt the best practices based on situational requirements, which requires more attention and investment from the managers' side. The strategy of utilising other organisations’ practices should be taken seriously by small firms to meet their knowledge needs. This capacity supports knowledge challenges, such as silo mentality (KC6), delegation (KC7), and developing appropriate motivational systems to engage members in developing and/or absorbing innovative ideas (KC9).
[bookmark: _Toc502577294][bookmark: _Toc24748419]6.5.6 Knowledge-based capacity (KBC) 6: Giving up the inefficient routines and information
It was emphasised in the interviews that actively getting rid of no-longer-useful routines and practices is essential to admitting new knowledge and initiatives. In fact, as put by one of the participants, current know-how – although valuable – can become ‘sticky’, leaving the firm locked into existing procedures and methods. However, this might not be sufficient to improve innovative performance (Interview SN07, p.6). This, indeed, hinders knowledge absorption. Similarly:
‘The tendency to use the current routines and experiences causes resistance to change. Managers should first forget their preconceptions and give up their old habits and then begin to seek improvement’ (Interview SN11, p.2)
Managers are more inclined to decide based on their own previous experience and to resist changing their approach and using new methods. 
‘The information and skills required for effective management exist in the organisation and the sales network, and we do have valuable experience with regard to providing rules and instructions that would be enough to improve our performance if used correctly. Our main problem is the lack of effective use of our available skills and expertise’ (Interview H03, p 6).
However, many of the industry experts believe that there has not been any innovation in the processes and methods in recent years. This can be considered one the weaknesses for the Iranian insurance industry, because most of the time and energy of the small firms’ managers are consumed by working with archaic and obsolete procedures.
‘I think that 80% of my energy and time is not spent on sales activities, but actually consumed by the administrative and financial activities of headquarters. Most of my time is wasted dealing with problems caused by slow and archaic administrative procedures. I do not have any problem with marketing processes or customers, but I do have serious problems with the procedures of executive managers. I know that I can sell more based on my marketing skills, but I am not motivated to do so, and this is what the headquarters has not given me’ (Interview SN15, p.1-2).
However, even in small firms, innovation in processes is often applied slowly. As it is the manager who should decide and play the role of the entrepreneur, the way in which innovation is applied in the organisation is highly dependent on him. It is unsurprising that some managers do not provide the requirements and facilities needed to change their procedures and methods. 
The archaic and obsolete knowledge acts as a barrier to new and modern knowledge. The absorptive capacity of environmental knowledge is highly dependent on the organisation’s ability to take a new, active approach to revising and evaluating present knowledge and abolish obsolete knowledge, where needed. The interviewees said that this capacity plays a critical role in supporting the knowledge challenges of the sales network, and developing this capacity involves facilitating the inter– and intra-organisational knowledge flows to reduce silo mentality (KC6) and admitting and tolerating the mistakes of middle managers in the implementation of new methods and innovation processes (KC7).
[bookmark: _Toc502577295][bookmark: _Toc24748420]6.5.7 Knowledge-based capacity (KBC) 7: Converting to useful knowledge 
Transforming acquired knowledge into applicable knowledge is critical when integrating current knowledge and newly acquired and customised knowledge. The absorbed knowledge from the environment must be customised and the obsolete procedures abolished. However, what most often happens in organisations is that the present knowledge is combined with the absorbed knowledge to make new applicable knowledge. Entirely discarding the present knowledge is neither practical nor acceptable as there is always some aspects of the present knowledge that are combined with the new knowledge to make new organisational knowledge, which results in new methods, changing work procedures, or changing products.
‘The development of new work procedures is always based on changes made by new findings in the organisation. This gradually improves the organisational knowledge’ (Interview SN15, p.6). 
The combination of present and newly acquired knowledge occurs more easily in small firms. As a consequence, the headquarters benefits from new knowledge provided by the experiences of the small firms. The differences in the knowledge-management aspects of small and large companies mean that small firms have more opportunities to make changes and innovations, as large organisations have more bureaucratic structures.
‘The headquarters often adopts the sales network’s innovations, but they do not apply them in other parts of the organisation unless they are successfully established in one of the small firms’ (Interview H05, p.3).
Another issue in the combining of present and new knowledge is the learning aspect of new knowledge. Such an ability- combining existing and new knowledge. Learning happens when a change in methods or procedures occurs, which means abolishing the old methods or altering them in response to the newly acquired information. Therefore, the organisational learning capacity plays a critical role in absorbing new knowledge, which should be considered in the organisation’s strategies.
‘The sales network should have a high learning capacity. The environment around us is continuously changing, and if we do not adapt to the changes, we will fall behind. This is why I say that the most critical feature of insurance companies is their ability to learn and adapt to new circumstances’ (Interview SN16, p.10).
The most important issue in the learning process is the tacit aspect of the knowledge. In most cases, tacit knowledge should be adopted by the organisation without being codified, with learning taking place through socialisation. Moreover, the industry’s events, which are distributed throughout the organisation and the sales network as reports or news bulletins, should be understood by the company’s staff. In fact, even the explicit knowledge should be transformed to tacit knowledge in the learning process to find its applications in the organisation. For instance, small firms should seek better understanding of procedures, guidelines, and unpublished reports to increase their competitive abilities. Indeed, the capacity to transform explicit knowledge into tacit knowledge is key to learning, and it is one of the most critical capacities in the organisation. 
‘The firms’ managers and the key individuals in the sales network should not only follow a procedure but should also try to find out the spirit and knowledge beyond it. They should know when, under which circumstances, and in response to which requirements these procedures have been developed. If they can recognise this issue, the firms will be more effective in their working processes’ (Interview H02, p.8). 
‘It is true that developing individual learning orientation is very important for encouraging them to put their knowledge into practice. However, learning – and by ‘learning’, I mean learning that leads to effective change – happens when members freely discuss their know-how with colleagues, get feedback, express concerns, and engage in dialogue with each other. Only when such behaviours are observed can you feel confident that your organisation is moving towards real acquisition and the implementation of new knowledge’ (Interview H05, p.11).
 The ability to understand and absorb external knowledge to convert it into applicable knowledge helps to alleviate knowledge challenges in the sales network, such as improving strategies to track trends and competitors and to adapt to environment changes (KC8), motivating and training people to innovate by improving individuals’ learning capacity (KC9), and improving the new-product-development initiatives.
[bookmark: _Toc24748421]6.5.8. Knowledge-based capacity (KBC) 8: Sharing information and knowledge
Circulating information and knowledge inside the firm is the goal of KM. Absorbing knowledge without creating the essential mechanisms to distribute it and make it accessible to those who need it would not be beneficial. As most of the valuable knowledge of small firms is held by the firm’s top manager as tacit knowledge, his managerial viewpoint in facilitating knowledge-sharing is crucial. Some managers believe that employees should not have access to all the information and knowledge of the organisation; and consequently, these managers are too cautious or inactive in knowledge-sharing. 
‘Some of the firms’ managers in the sales network assume that, if their employees have access to the company’s information and knowledge, they may leave the company and use this knowledge to establish their own businesses. This concern leads some managers to institute limitations staff access to organisational information and knowledge’ (Interview SN13, p.2).
This problem, in another form, also exists at the headquarters. There, the managers assume that improving the skills and abilities of the employees could jeopardise their own career positions. 
‘Unfortunately, some managers prefer to work with amateur and unqualified deputies who have less information than themselves. The result is that some of the salespeople have more knowledge than the headquarters managers. However, when an agent or sales person suggests a new idea or solution, the relevant manager resists it and reminds the agent of his position, saying that the agent should not give him orders’ (Interview H01, p.3).
Therefore, one of the main barriers to knowledge distribution in small firms and in the head office is the incorrect perception of managers and their consequent concerns about losing their career positions or their employees. Changing and revising this viewpoint would require cultural and educational efforts.
‘Managers should learn that the knowledge development of their employees can benefit the organisation, and they should abandon the misconception that they should know every little thing about the organisation. They must recognise that the managers should have the knowledge and skills to use and manage the experts’ information and skills, and they do not need to know all the skills required throughout the organisation’ (Interview SN13, p.5).
The other challenge in this field concerns knowledge transmission in the sales network. In fact, as mentioned by one of the interviewees, the lack of a system approach to knowledge and expertise could result in monopolistic behaviours at the inter-firm level (Interview H02, p.9). This means that the small firms’ managers do not trust the other firms and assume that, to retain their competitive advantage, they should not share their knowledge or information. Although this concept might seem acceptable in a competitive environment, it deprives the small firms of the benefits of others’ knowledge for improving the overall sales network and developing the market. Thus, the small firms must spend their own resources on acquiring the necessary knowledge, rather than developing mutual trust with other organisations and thus sharing the costs throughout the entire network.
‘Unfortunately, we have not yet learned how to work together. We assume that if we share what we know with other firms, we will lose our position. In fact, we can learn from others, and it will benefit all of us’ (Interview SN12, p.8).
In addition to the managerial viewpoint and the trust issue that significantly affect the knowledge-sharing process, the personal motivation of those sharing their information and acquired knowledge is critical for successful knowledge distribution. The efforts of managers to involve people in knowledge distribution and the motivating systems are strongly influential.
‘The performance of the employee who is willing to share his information and skills should be evaluated differently. We should not ignore this issue, since the employee who only develops his personal skills and is not inclined to share them does not have the same value for the company as one who donates his skills and knowledge’ (Interview SN14, p.6). 
‘The manager thinks to himself, “The experience I have gained has definitely had its own costs. I have spent time and money. I have worked on it, days and nights. I have failed and tried again until I could reach a good result. So, why should I give it for free to others – my colleagues in the firm, or even worse, other firms – especially when the headquarters or higher ranking managers do not see or value this?” Logical, isn't it?’ (Interview  SN10, p.7).
In summary, the ability to share newly absorbed knowledge is critical for small firms seeking to create value for the organisation. This ability is strongly affected by managerial attitudes, trust, and incentive mechanisms. Knowledge-sharing or transferring seeks to distribute knowledge and ensures its availability for future users. Based on the interviews, it is concluded that this ability enables the development of a shared vision and understanding of the goals within the organisation (KC3), as well as facilitating the knowledge flows at the inter- and intra-organisational levels to overcome the silo mentality (KC6). In addition, the ability to share knowledge affects knowledge challenges, such as the low commitment of top managers to training programmes (KC4). 
[bookmark: _Toc502577297][bookmark: _Toc24748422]6.5.9 Knowledge-based capacity (KBC) 9: Improving performance by new knowledge 
The commercial end of knowledge absorption involves incorporating newly absorbed knowledge into operations to improve the efficiency and effectiveness of the processes in small firms or to create new competencies. Thus, knowledge absorption in small firms is complex, since the application of knowledge involves tacit knowledge, which resides in the minds of organisational members, tools, tasks, and their sub-networks. Therefore, all efforts in this respect are focused on applying absorbed knowledge in daily activities or routines. otherwise, the absorbed knowledge will not create considerable value for the organisation.
‘Honestly, we still do not know how we should involve insights in our decision-making processes. We often gather a large amount of data, but the question is: do we use them appropriately in making our decisions?’ (Interview SN15, p.5).
A critical challenge is the extent to which the absorbed knowledge affects the designing of services and products, developing of new strategies, and enhancing of an organisation’s innovations. This is crucial, as insurance products and services are mainly knowledge-based products, and information and knowledge play an important role in designing and developing them. 
‘If a learning process does not lead to performance improvements, it is not valuable for the organisation. If we are not able to deliver better services and products to the customers – and we show less innovation than our competitors – this means that learning has not been fulfilled in the organisation’ (Interview H05, p.6).
‘New expertise should emerge in the form of improvements to your current practices, help you to serve your existing customers better, open up new markets, or establish better ties with other players in the value chain. Otherwise, it is just a financial and/temporal extra load on your firm’ (Interview H04, p.12).
The interviewees emphasised that the absorbed knowledge should be complemented by changes in organisational behaviour and procedures. A major obstacle in this regard is that many of the lessons learned from the environment tend to fade away over time and are overshadowed by organisational routines, thus failing to increase effectiveness and efficiency. Accordingly, small firms should endeavour to use such knowledge practically. Of course, no universal solution was offered in the interviews to boost such a capability; and despite their consensus on the significance of this capability as complementary to knowledge absorption process, the participants shared no specific views on how to realise this goal. Some, however, referred to such criteria as ‘attention to service innovation’ and/or the optimisation of internal processes to assess this capability within the firms.
‘All the capabilities needed to find and access new sources of knowledge should be accompanied by improvements to organisational processes. If our services are not more innovative – or organisational functions in HR, marketing, or financial department are not fulfilled at lower costs and higher speeds – this means that learning and gaining new knowledge and experience have not yielded any value’ (Interview SN13, p.10).
‘You buy a book and place it in your library. The next day, you buy another book and add it to the library. And this goes on every day. So, after a month or two, you do not even remember the very first book. This also happens in organisations. I mean there are always new things happening, many lessons to learn, but the only way you can secure your knowledge is to constantly implement it in your activities’ (Interview SN 06, p.8). 
In essence, the ability to apply knowledge affects the innovation capacity and new product development, and it is critical for the diversification strategy and competitiveness of small firms. This capacity, based on the results given by the focus group, affects customer relationship management (KC2), outsourcing of non-core activities (KC5), delegation (KC7), and encouragement to innovate (KC9). This knowledge-based capacity supports the effectiveness of training programmes (KC4) and helps to increase organisational and individual learning alike (KC9). 
[bookmark: _Toc502577298][bookmark: _Toc24748423]6.5.10 Knowledge-based capacity (KBC) 10: Contributions to improving external knowledge. 
This capacity was considered by interviewees as a way to improve communication between small firms and to facilitate knowledge-sharing between members of the sales network. As the desires and conditions of the knowledge sender affect the knowledge transfer and learning processes of the receiver, the ability to initiate knowledge flows between members of intra-organisation networks is significant, and this depends on both senders’ and receivers’  organisational features. 
Cooperation in developing the environmental knowledge not only facilitates knowledge communication between the organisation and its environment, but can also empower the company to discover and evaluate knowledge sources and obtain better access to knowledge outside of organisation.
‘For example, if we can work more actively to transfer our experience to the R&D centres or sales network, we can be better prepared to use the experience or knowledge of others provided by those centres’ (Interview H02, p.5).
Moreover, the more knowledge that is shared by the small firms in the sales network, the more trust will be created in the environment, with other firms being more motivated to join and share their knowledge.
‘Trust forms gradually between the firms. For example, when I see that a manager is too cautious to share his knowledge and experience, I am not willing to share mine either. It would be beneficial for both of us to trust one another, and the one who tries to keep his knowledge and not share it will be the loser in this network’ (Interview SN15, p.11).
‘It is all about showing good will. Like, you say, “Hey, I once did what you plan to do now and it was not good, so do not repeat my mistake”. This encourages the other side to reciprocate; and in this way, the knowledge is shared. It is like karma: you are generous with your knowledge, and the network is generous to you’ (interview SN 07, p.4).
‘It reminds me of the story of some people travelling on a ship. One guy was making a hole in the deck and when other objected, he said, “It is none of your business. I am digging my own place”. And of course, the ship sank. Similarly, in our business, we all have one fate: either prosper or lose. So, even if you are not concerned about your colleagues, you cannot be indifferent to their pitfalls when you share the same brand name. You should distribute your know-how’ (Interview SN 02, p.15). 
Thus, the ability to circulate knowledge directly supports the creation of a stable connection with the external environment (KC1). This ability also improves the atmosphere of trust among small firms, which enables the development and sharing of a common vision in the sales network (KC3). Facilitating the knowledge flows at the inter- and intra-organisational levels is thus encouraging (KC6).
[bookmark: _Toc502577299][bookmark: _Toc24748424]6.5.11 Knowledge-based capacity 11: Developing an appropriate appraisal system 
During the interviews, the participants evidenced strong awareness of the significance of evaluation systems in organisations. It was said that the evaluation system should be revised continuously, using best practices from the industry, and applying multiple factors that relate directly to the performance of employees and firms in absorbing external knowledge and distributing knowledge at the intra- and inter-organisational levels so that both individual members and the firms in general are motivated to engage in such behaviours. 
‘We are humans and are naturally inclined to demonstrate behaviours that are seen and formally recognised by the organisation as appropriate. In addition, if such behaviours are not rewarded, why on earth should one bother to transfer his knowledge – as a source of power – to others? If managers are aware of the benefits of knowledge-sharing activities, they should allocate monetary rewards and non-financial compensation to those firms which participate in such co-operation’ (Interview, SN11, p.5).
Similarly:
‘Employees need to know exactly what we expect them to do and how we expect them to do it. If I do not clearly demonstrate with my behaviour what I mean by knowledge-sharing and I do not let them access organisational information, how can I expect them to learn? They should also know the measures on which their performance is going to be assessed, as well as the results of such an evaluation. If they feel that they are not judged fairly (and based on their contribution to the innovative outcomes of the firm), or if they are not informed about the results of the assessment, they will be de-motivated and not take such measurements seriously later on’ (Interview, SN02, p.2).
[bookmark: _Toc502577300][bookmark: _Toc24748425]6.5.12 Knowledge-based capacity 12: Updating IT and information systems (IS) infrastructures 
The advent of the internet marked a new era for businesses, in which technology is pivotal to developing products and services. Organisations must therefore adopt a new approach to technology due to its role in the direct provision of services to customers by eliminating intermediaries. It was stated by the participants that firms which resist updating their technological infrastructures do not last long in the competition, as the future belongs to insurance companies with good processing competencies, flexibility in the face of market changes, valuable use of social networks, and the ability to serve customers in any location and at any time. They further argued that Iranian firms suffers from ineffective IS and IT infrastructure, compared to other developing countries. The participant in following statement explained that IS and IT help firms to develop the infrastructure needed to explore new ideas and information: 
‘Information and communication technology need to be among the managers’ key concerns. Investing in these things helps the organisation to provide customers with electronic services, and it also helps the firm to develop its communication with its environment. The managers should recognise that working with the internet is not a waste of time. Rather, it helps employees to benefit from the experiences of others and develop new practical ideas of their own’ (Interview H05, p.8).
‘In my opinion, if an organisation is to succeed, it has no alternative but to renew its value chain by making use of technology. You have to know the existing and upcoming trends in the field of IT and try to localise them so that you can offer IT-based innovations. This improves the customer experience and results in greater satisfaction’ (Interview SN09, p.4).
In summary, the second round of interviews led to the development of a list of KBCs that were said to be helpful for dealing with knowledge challenges. A summary of these capacities is presented in Table 6.5. 
In the next section, the final round of data collection and analysis in the focus group meeting will be discussed.
[bookmark: _Toc502577802][bookmark: _Toc502639275][bookmark: _Toc502653755]Table 6.5 Knowledge-based capacities (KBCs) identified during the second round of interviews
	Knowledge-based capacities (KBCs) identified during the second round of interviews

	KBC1
	Openness to the environment

	KBC2
	Sharing visions and goals

	KBC3
	Extraction of knowledge needs

	KBC4
	Seeking external knowledge

	KBC5
	Interpreting and understanding external knowledge

	KBC6
	Giving up inefficient routines and information 

	KBC7
	Converting to useful knowledge

	KBC8
	Sharing information and knowledge

	KBC9
	Improving performance by the use of new knowledge

	KBC10
	Contributing to improving external knowledge

	KBC11
	Developing an appropriate appraisal system

	KBC12
	Updating IT and IS infrastructures



[bookmark: _Toc24748426][bookmark: _Toc502577301]6.6 Focus group 
[bookmark: _Toc24748427]6.6.1 Finalising knowledge-based capacities (KBCs)
Following the identification of the KBCs in the second round of interviews, a focus group was conducted to refine and finalise these capacities. The selected participants were 10 interviewees from the previous round of interviews and two industry experts with a deeper insight into KM. Before the session began, all the individuals were asked about their willingness to take part in this stage of the research. 
As Onwuegbuzie et al. (2009) suggest, the researcher acted as the moderator to lead the discussion, taking notes where necessary. An assistant moderator (an MA student in business management) was responsible for audio recording the session, as well as ensuring the appropriateness of the temperature, managing interruptions, and briefing the latecomers. 
The sessions began with the moderator welcoming and thanking the participants, then the purpose of this phase was explained and the reasons given as to why the participants had been selected. In addition, appropriate guidelines were shared (there are no right or wrong answers, only different viewpoints; the session is being tape-recorded; we ask that you turn off your mobile phones, and so on). Most importantly, the research ethics procedure was followed rigorously, and the interviewees were ensured of the confidentiality of their input. Details of the research ethics are included in the final section of this chapter.
The focus group session began in form of an informal discussion board. The participants were provided with the list of knowledge capacities extracted from the previous stage and asked, in an open-ended manner, to discuss the capacities, adding or removing items where necessary. It was argued that the list of capacities was inclusive and correctly identified the key impacts on the firm’s absorptive and disseminative capacity. However, some changes were also suggested and implemented. These will be discussed below. 

· [bookmark: _Toc502577302]Development of an appropriate appraisal system
One knowledge capacity mentioned in the second round of interviews was the development of an evaluation system based on the organisation’s knowledge-sharing performance. However, in the focus group meeting, it was concluded that such a system, although appearing very helpful and even critical for motivating members and firms within the sales network, would not be easy to produce. As the participants explained,
‘One reason why we cannot solve our problems in our firms is that top managers in the headquarters are always playing with language in a very clever way, without thinking about the difficulties that exist in the practical domain. They define impressive projects, but never stop to think about the possibility of carrying out such projects in real situation, in the face of the limitations with which small firms in the network are coping. The result? Numerous meetings, weekly and monthly, waste of financial and non-financial resources, with no practical outcome’ (FG, SN05).
In the same vein: 
‘Indeed, such an appraisal system is ideal in a knowledge-intensive industry like insurance; but for a measurement system to be effective, you need to know exactly what you can measure, not only what you want to measure. Often, managers think that the rate at which firms are introducing new insurance products or entering new markets can represent the effectiveness of their performance in using external knowledge and sharing it with other firms in the sales network, which is of course not the case’ (FG, Ind. Expert 01).
It is very difficult, if not impossible, to determine how much of a firm’s successes result from a specific type of knowledge – in the case, the experiences and ideas of other firms. A firm might share its experiences with other firms, and those firms may not perform very well or even ignore such knowledge. This can become very complicated. In this situation, then, how can one judge a specific firm’s willingness and ability to access and distribute knowledge within the sales network?’ (FG, H02, p.8).
Another viewpoint was that absorptive and disseminative capacity are developed at various levels (individual, inter-departmental, organisational, and inter-organisational); so, the evaluation tool at each level should be inherently different to that at other levels. In addition, not all knowledge absorption and dissemination processes take place via formal communication channels. In fact, informal means of accessing and communicating knowledge are prevalent, which again adds to the complications of absorptive and disseminative performance appraisal. 
‘It is one thing to measure the performance of your personnel in sharing their experience with others and making use of the know-how of others. It is another thing to consider these behaviours on a broader scale as an amalgamation of individual behaviours that shapes the firm’s innovative performance or even the way it collaborates with other firms in the network. What I am trying to say is that there is no complete and law-like procedure to measure the performance of members, departments, the firm, and the sales network simultaneously in this regard. In addition, if you apply a wrong measurement tool at each level, it results in a sense of injustice and reduction of motivation’ (FG, H01).
One challenge that was identified and discussed in the focus group was employee motivation and commitment to the organisation. It was said that, from the employees’ point of view, managers – and in a more general sense, the managerial system – do not have a comprehensive understanding of the personnel's commitment and personal efforts to improve the firm's performance. Accordingly, limiting benefits and rewards to only those efforts made during the working hours would not appropriately compensate such endeavours. Some members are constantly looking for new ways to reach operational excellence and innovate solutions in their free/out-of-office time, which is often ignored and not recognised. This ultimately demotivates the employees and even affects their performance in the organisation.
‘When my colleagues and I are in the firm, we are talking about problems and solutions – even when we are not in a meeting. Elevator pitches and lunch time seminars are very common. How can the organisation detect and reward such collaborations?’ (FG, SN07).
Finally, according to the focus group participants, although providing an appropriate incentive plan supports knowledge exploitation, motivation does not purely involve the financial rewards but is also related to the satisfaction of individuals. In other words, individuals can be motivated if their contribution to the success of the business is seen and appreciated by managers. However, incentives and rewards are also necessary for lasting motivation.
‘After the incentives were cleared in our company, the performance of staff enhanced significantly. Individuals who develop a new feature for our products or a new market which increases income get a percentage of all the income from his/her innovation. Moreover, other staff also get benefits from this profitability’ (FG, SN07).
The main points noted by the participants in this regard were as follows:
· Incentives must be transparent for employees 
· Although the person who develops the innovation should be rewarded, other employees should also benefit from any improvement in the organisational performance and profitability. In addition, it was said in the focus group that the incentives should match the norms in the sales network because the staff compare their incentives with those other small firms. Small firms thus need to cooperate to regulate the standards and appropriate incentive systems.
With these points in mind, it was concluded in the focus group that an appraisal system is not a knowledge-based capacity, but rather should be considered an infrastructure necessary to generate knowledge absorption and dissemination capacity. In other words, such an appraisal system increases the motivation and efforts of the organisational members to absorb external knowledge and disseminate their knowledge throughout the network of small firms.
· [bookmark: _Toc502577303]Updating IT infrastructures
The focus group members made some modifications to the respondents' initial suppositions about using technologies and IS. While they first assumed that computers and IT systems could help them to develop higher levels of absorptive capacity to enter new markets or design new products, they later agreed that IT and IS could not make them innovative. In particular, innovation could be developed by interactions between people. According to the participants, technologies can connect people, reduce the cost of doing work in small firms, and improve their efficiencies. 
‘We definitely need office automation and computer systems to do our job; and without them, we cannot do anything. But we know that they do not evolve our business. We need a new approach and vision more than technologies to update our services and marketing’ (FG, Ind. Expert 02).
In other words, the participants in the focus group agreed that such infrastructures could not be directly considered a knowledge-based capacity, but were rather an organisational capacity that eases communication at various levels, as opposed to being an exclusive facilitator of knowledge absorptive and disseminative behaviours intra- and inter-organisationally:
‘In the modern world, IT is a part of your life – whether you consider it in your everyday routines, in your studies or at your workplace. In fact, I believe IT has become a culture, a prevalent lifestyle, not a technology, and consequently an inseparable part of any organisation – whether you, as the manager, support knowledge-sharing with your employees and other firms or do not. I mean, it is not that a firm does not invest in IT infrastructures before it uses external knowledge. Rather, IT is a prerequisite for many organisational operations; it is not specific to knowledge co-operation’ (FG, SN06).
There were also concerns about important facilitators/impediments to knowledge absorption and dissemination, even in the presence of up-to-date IT systems. For instance, the participants stated, 
‘I have been in this industry for more than 20 years, and I have come to realise that even when you provide the latest technologies in the firm, individuals will not share their information and knowledge with others if they do not want to. That is, there are other parameters that have a more significant role in knowledge-sharing, such as organisational and individual culture, motivation, management support, and so on. So, managers should work on more important issues for encouraging the use of external experiences and sharing their own with other firms in the network. It needs a sense, a spirit of collaboration’ (FG, SN01).
‘I think the most important factor in motivating firms to exchange knowledge with others is a sort of closeness. This can be traced in different areas. For example, firms are more inclined to discuss their experiences in face-to-face meetings or through informal ties they have developed than when using advanced IT platforms. Employees also tend to feel closer to the personnel in other firms with very similar working conditions, organisational standards, structure, or culture. This also applies in ethnic groups. I mean people of the same ethnicity usually trust each other more than others, which in turn encourages knowledge co-operations. So, again, I should emphasise that IT is an organisational capacity, not exactly a knowledge-based capacity like other items we identified previously’ (FG, SN04).
The discussions between the focus group members indicated that developing IT systems and infrastructures does not necessarily result in the generation of knowledge absorptive and disseminative capacity, but it can facilitate intra- and inter-communication and offer more detailed analyses. The group agreed that the development of such systems is a prerequisite for improving knowledge absorption and dissemination, and thus not included among the capacities directly affecting the subject of this study. 
‘In my opinion, IT can better help individuals to look for new ideas and detect opportunities. I mean IT is very important to the flow of communication both inside and outside the firms, but we often use such systems to locate new sources and innovative solutions. Of course, it can be used to transfer our experience and expertise to other firms in the sales network, too. But we have learned by experience that face-to-face meetings are a lot more effective in this regard, while documentation and IT systems normally fall behind’ (FG, SN08).
· [bookmark: _Toc502577304]Managing the organisational paradigm
The most notable change from the individual interviews was the introduction of a new and very important capacity; namely, managing the organisational mental model. The ability to change presumptions and manage the mental paradigm of the managers and key individuals in the organisation guarantees the interpretation of real-world situations with fewer errors. Managers are inclined to interpret the events and facts based on their preconceptions and beliefs. It was frequently addressed by the interviewees that the paradigm of the managers in the insurance industry is a main obstacle to change management. Generally, the effects of managers’ mental paradigms can be seen in both general Issues, such as analysing the environment, and in work details. For instance, the attitude that the organisation should have a comprehensive orientation toward the customers and not be concerned with short-term returns is an example of the managers’ mental paradigm effects. However, the participants focused on challenges, such as persistent use of traditional methods. They believed that sufficient investment in qualified managers in the insurance industry is lacking. Even development of the insurance companies and introduction of new private companies has not attracted managers with novel and modern attitudes to the insurance market.
‘When a new private insurance company gets permission from Bimeh Markazi Iran to be established, the retired managers of older companies join it and keep their own archaic viewpoints’ (FG, H02).
The small firms obey the same rule. Managers in SMEs are not usually willing to be questioned about their managerial viewpoints and methods, and they prefer not to change their attitudes or analyse environmental issues. 
‘Change begins with managers. If managers resist change, the system is unable to accept any kind of innovation or modification. Some managers are simply stuck in their old methods and not willing to try new ones’ (FG, SN06).
The participants argued that changing the attitudes of the managers and the personnel is one of the most demanding tasks in creating a learning culture and preparing an organisation to apply new ideas and experiences from outside.
‘I have come to realise that the more experience my colleagues or other managers have in a specific field for potential cooperation, the more they resist new ideas and knowledge from outside their firms’ (FG, SN02).
It was also agreed that the mental model of top managers affects issues such as the HR practices to be developed to motivate members and the type and amount of knowledge to be shared with other firms in the sales network. This demonstrates that the longer the presence of firms and their managers in the insurance industry, the more inclined they are to use their current knowledge and the less willing they are to put external knowledge into practice. The non-competitive nature of the industry in Iran has resulted in the erroneous belief that the successes of some managers can make it unnecessary for them to learn new methods of business. Such a mentality is a serious barrier to absorbing external knowledge at the inter-organisational level.
‘Some successful managers in small firms take such pride in their professional background that they have not yet recognised that the rapid pace of change in the industry does not allow for the continued use of the old methods’ (FG,  Ind. Expert 01).
What distinguishes this knowledge-based capacity from the previous alternatives is that, at the inter-organisational level, managers’ mental paradigms affect how knowledge challenges are dealt with. Even, this capability can be found to a greater or lesser extent in other capabilities. Other challenges believed to be mediated by this capacity were organisational silos and low level of commitment to the defined strategies and goals at the intra- and inter-organisational levels. 
In summary, the participants asserted that changing an organisation’s mental paradigm is in the hands of its top managers, and that the manager has a seminal role in developing other KBCs and dealing with the identified challenges. Therefore, this capacity was also viewed as a major prerequisite for knowledge absorption and dissemination processes within the sales network. Specifically, the members of the focus group emphasised its significance and claimed that this capacity plays a key role in knowledge dissemination behaviours in small firms.
[bookmark: _Toc502577305][bookmark: _Toc24748428]6.6.2 Separating the prerequisites from the processes
In addition to the three KBCs discussed, the participants also distinguished two major concepts in their debates; namely, the main processes of knowledge absorption and dissemination and the prerequisites for developing such capacities at the intended levels. For instance, it was said,
‘Some of the capacities that you (the researcher) said were extracted from your interviews with our colleagues are different from each other, in that not all of them can be traced in our daily processes. You know, they are more like infrastructures that should be developed if we are to effectively absorb and disseminate knowledge in our own firms and among other firms in our network’ (FG, SN8).
To resolve this problem, the focus group members identified six pre-requisites and seven processes. In this section, sample extracts from the focus group discussion in support of such a distinction will be presented. These will then be more deeply investigated in the upcoming chapter. 
Three of the prerequisites (developing an appropriate appraisal system, updating IT infrastructures, and managing the organisational mental model) have already been discussed. Taken from the discussions in the focus group, other prerequisites include the following:
· Openness to the environment
A common view among the participants was that there was excessive historical reliance by firms on their own capabilities and resources, without real consideration of the trends and forces shaping the future. ‘Organisational autism’ and ‘autistic organisation’ were metaphors used by one member of the focus group, indicating the severe circumstances with which the insurance industry in Iran is faced. This participant said that Iranian insurance firms spend huge sums of money on administrative tools, such as six sigma, ABC, or balanced score cards every year, but they fail to notice that no benefits are produced when such measures are carried out without establishing the logical ties between the ‘hows’ and ‘whats’, through constant monitoring and embracing of the environment (FG, H01).
‘Maybe 20 years ago, you could decide on the different aspects of your company by looking inside, but you do not live in a cave any more. You have to accept you are now part of a whole. You cannot go on only concentrating on your own capabilities. Your goals, your strategies, your products: everything should be defined in accordance with the business environment you are in. For example, you may have the most innovative services for the customers, but they might not be interesting to them at all; maybe they just want something simple. You may use new channels of distribution – online insurance services, for example – but your market may simply reject it because they do not trust e-insurance or because using the internet is not easy for them. However, if you act in harmony with the environment, your chances of success will multiply’ (FG, SN02). 
‘Whether you like it or not, the current business environment is filled with dynamism and rapid change. Firms which do not embrace these circumstances and those with poor network connections or environmental understanding are doomed to perish. The bigger system is changing all the time, and you – as a part of it – have to adapt, or you will be crossed out. It is Darwin’s ‘survival of the fittest’ – at least in business’ (FG, IE2).
‘We have learnt that we cannot compete with others if we are not able to actively communicate with the environment. We realised that it is critical for us to know how to advance by learning from new events and progress in the industry’ (FG, SN07).
· Sharing visions and goals
Based on the output of the data collection and analysis, it is concluded that employees must understand the direction and goals of the company to coordinate their initiatives with organisational objectives. It was even proposed that employees be involved in strategy-making processes in the organisation to improve their commitment and motivation. The interviewees acknowledged that sharing a common vision and strategic goals is an ability of small firms that should be developed to motivate and facilitate knowledge exploration. The data analysis found that sharing visions and goals is a precondition of a network of small firms with appropriate levels of interactions between members. The participants also stated that this leads to the development of trust-based relationships between members, which in turn facilitates knowledge collaborations. The respondents also emphasised that individuals and firms must be encouraged to participate in the development of vision and goals, as this ensures their commitment to the issue, on both an intra- and inter-organisational scale.
‘I admit that staff must be involved in planning and developing strategies to make them more motivated to support the defined strategies’ (FG, SN03).
‘If managers communicate their vision to their personnel, this bridges the gap between different layers of the organisation. It also fosters a sense of unity and closeness, which motivates the personnel to engage more in efforts to find new sources of knowledge and to share their know-how with their colleagues – and even with other member firms in the sales network. Such motivation is a fire that ignites the barrel of gunpowder. Without it, nothing gets started’ (FG, H01).
· Giving up inefficient routines and information
A major impediment to knowledge absorption, which the participants emphasised, was adherence to previous procedures and knowledge. The managers repeatedly stated that both individuals and firms need to develop this capability so that they can actively put aside their obsolete know-how. Similarly, the participants in the focus group highlighted employee resistance as the main challenge to adopting and utilising newly acquired knowledge in their organisations. 
‘Staff prefer to use tested methods and practices, rather than changing their habits based on new knowledge. They do not welcome change in customs or the use of new methods, and there is always resistance to accepting and applying new knowledge in the practices’ (FG, SN08).
‘There is no formal procedure to remove obsolete knowledge and absorb new knowledge inside the firm or at the inter-organisational level. This sounds like a foundation stone, a factor that underlies knowledge absorption, not a daily process. In other words, this capacity takes precedence over knowledge absorption processes’ (FG, SN02).
In addition to the prerequisites, the participants identified other capacities as main processes in knowledge absorption and distribution, as listed below: 
· Extracting knowledge needs
‘A very common and yet unnoticed reason for failure when using external knowledge is that we are unaware of our current knowledge. I mean, how can you know exactly what kind of knowledge to look for if you do not have a good assessment of the knowledge you already have? Such ignorance of the existing knowledge repository may lead to importing external knowledge when it is already available, thus imposing additional and unnecessary costs on the firms. Considering the financial and non-financial limitations with which small firms are faced, this can be very important for the success of the other processes’ (FG, SN02). 
· Looking for external knowledge
‘Knowing your knowledge deficiencies and knowing how and where to cover them are two sides of the same coin. If you already have established good connections with other firms and are familiar with best practices and trends in your industry or know how to surf the net for latest business trends, you are halfway done’ (FG, SN01).
· Understanding external knowledge
‘The other half, however, is the ability of the firm to make sense of the data gathered and to relate them to the current practice of the organisation. For this, the knowledge needs to be refined and the useful parts embedded in the current knowledge base of the organisation’ (FG, SN03).
· Converting to useful knowledge
‘Due to the codified nature of knowledge, you must ensure that you present information in a language with which your members are acquainted. This will also help them to overcome their fear of trying new methods and unlearning ineffective ways’ (FG, H02).


· Sharing information and knowledge
‘One reason that firms avoid using external knowledge is that such knowledge might be possessed by a specific person or group – and not available to everyone, creating a monopolistic atmosphere. However, for knowledge absorption to be effective, the development of a sharing culture at various levels is very important. This should be accompanied by appropriate channels of communication and encouragement for individuals to abandon rigid routines, so that sharing produces the desired effect’ (FG, SN07).
· Improving performance by new knowledge
‘The ultimate goal of knowledge absorption is obvious improvement in performance. If you can reach more customers at lower costs, correctly choose new markets to explore, offer innovative services that better satisfy needs, and so on, as a result of your knowledge collaborations, then you have successfully absorbed external knowledge. Otherwise, it only amounts to a waste of time and money for your firm and piles of documents that will never be used’ (FG, Ind. Expert02).
· Distribution of new knowledge at an inter-organisational level
‘Working in knowledge-intensive industries definitely requires a give-and-take sort of relationship. You have to compete fiercely; and at the same time, you have to collaborate. You can gain knowledge from the environment, but then you have to compensate. Therefore, if a firm really intends to succeed and become sustainable, it should remember to share its experiences with others, resulting in the formation of iterative knowledge flows’ (FG, H01).
The participants in the focus group meeting stated that such a distinction can help them to plan their activities more effectively and develop absorptive and disseminative capacity, as it enables a better grasp of these concepts (Table 6.6).
[bookmark: _Toc502577803][bookmark: _Toc502639276][bookmark: _Toc502653756]Table ‎6.6 Pre-requisites and processes of knowledge absorption and dissemination
	Pre-requisites for knowledge absorptive and disseminative capacities
	Main processes of knowledge absorptive and disseminative capacities

	Openness towards the environment
	Extracting knowledge needs

	Sharing vision and goals
	Looking for external knowledge

	Giving up the inefficient routines and information
	Understanding external knowledge

	Development of an appropriate appraisal system
	Converting to useful knowledge

	Updating IT infrastructures
	Sharing information and knowledge

	Managing the organisational paradigm
	Improving performance by new knowledge

	
	Distributing knowledge 



[bookmark: _Toc502577306][bookmark: _Toc24748429]6.6.3 Categorising the main processes of knowledge absorptive and disseminative capacities
As previously mentioned, the main processes small firms should develop to facilitate knowledge absorption and dissemination capacity were extracted during the interviews and focus group meeting, then separated from their associated prerequisites. Later, a lively debate emerged over the relationships between these elements:
‘Some of these capacities are rooted outside the organisation. A firm should be able to detect useful external knowledge sources via environmental interactions. To do so, it needs an accurate understanding of its internal needs. Our experience shows that these two processes should be carried out in close relation to each other’ (FG, SN7).
Based on the output of this stage, four categories were identified, each comprising main processes and prerequisites (as listed below). Despite the interrelationships between these prerequisites and processes, they are categorised here to ease the development of a conceptual framework at intra and inter-organisational level.
· Category 1: Discovering external knowledge
The first set of capacities generated by the participants focused on uncovering new knowledge. The participants stated that the ability to discover environmental knowledge is of central importance for small firms. In other words, the ability to absorb external knowledge depends on the ability of the company to explore the environment. 
All focus group members said that, to absorb external knowledge, certain preconditions are required to facilitate explorative processes and mechanisms, including openness to the environment, sharing visions and goals, and updating IT infrastructures. Lively debates emerged over these preconditions, and the participants exchanged diverse views, some of which are mentioned below. 
With respect to openness, it was said,
‘Over the last three years, the most important factors in our success were due to our good relationship with other companies and customers and participation in seminars and exhibitions in relation to the insurance industry. Personally, as a company director, I came across marketing ideas and ways of negotiating with customers through conversations with other managers and experts from outside the company. Attending meetings and making contacts in other companies, I have been able to find new areas to sell insurance products which I had no idea about before. I subscribe to the belief that the underlying secret of our company’s success is its warm welcome of new ideas’ (FG, SN08).
A shared vision not only at the firm level, but also on an inter-firm scale was believed to play a critical role in the success of the explorative initiatives of the mother company and its sales network because, in their own words, ‘It is the glue that sticks the pieces together’, resulting in the future implementation of the knowledge gained from the environment. As put by one of the members:
‘Your collective efforts will not yield results if you and other participating firms within the network do not see yourselves as a team. Such unity decreases the possibility of opportunistic behaviours, which, in my opinion, is a major obstacle to knowledge exchange in our industry’ (FG, H01).
Finally, IT systems were seen pivotal because the ability to obtain information about rapidly changing markets is a major ingredient of successful exploration. This can be realised by applying technological means of communication, such as IT systems. For example, one of the participants argued that,
‘Under the current circumstances, IT is a big facilitator in bridging the gap between firms and the macro environment. It enables you to have access to dozens of reports about best practices, market analyses, statistics – whatever you may need, at a click of a mouse’ (FG, Ind. Expert02).
In addition to the prerequisites of explorative behaviours, the participants discussed the main processes at work when practically engaging in such measures. A good grasp of ideas, experiences, and, in short, new knowledge beyond the firm's borders can result in deeper insights into internal needs. In other words, identifying the gap between the existing knowledge and external knowledge initiates knowledge absorption processes. The participants in the focus group cited a connection between extracting knowledge needs and seeking external knowledge.
‘First, we should realise which new skills and experiences we need; then we should develop the ability to locate such knowledge. Of course, the ability to assess the usefulness of the new knowledge is of equal importance, because if the new knowledge lacks sufficient value to improve our performance, it only incurs costs for us’ (FG, H02).
The participants also emphasised on the necessity of developing two infrastructures to be able to run these processes:
‘We should be able to develop infrastructures to actively communicate with our surroundings, and we should recognise the kind of knowledge we need and for what purpose’ (FG, SN02).
‘To connect with the world around us and detect new ideas and opportunities, both socialisation and social media are helpful. No opportunity to embrace the world should be missed’ (FG, H02).
As a result, based on the responses of the participants, two capacities or major processes are grouped as one category: extracting knowledge needs and locating external knowledge and assessing it. This requires active contact with the external environment, an accurate understanding of organisational goals and visions, and IT-based communications (Table 6.7).
[bookmark: _Toc502577804][bookmark: _Toc502639277][bookmark: _Toc502653757]Table 6.7 The first category of knowledge-based capacities (KBCs) based on focus group output
	Category 1
	Main processes
	Pre-requisites

	Discovering new knowledge
	Extracting knowledge needs
	Openness towards the environment

	
	Looking for external knowledge
	Sharing vision and goals

	
	
	Updating IT infrastructures



· Category 2: Converting the newly acquired knowledge
Discussions in the focus group also resulted in recognition of the importance of the assimilation process. It was argued that when staff cannot understand new knowledge and link it to their current business practices, it fails to provide reasonable value for the organisation and may be considered a waste of resources (human, financial, technological, etc.). 
‘We need to learn from others when improving our performance, but the good practice and patterns should be understood really by our employers. The monthly circulars or other similar organisational documents cannot develop any competitive advantage; it must be learned and incorporated in the centre of our practices’ (FG, SN02).
As such, the focus group members said that after finding the new knowledge (the first category), it is vital to comprehend such knowledge correctly and transform it into applicable knowledge within the organisation. It was thus concluded that the new knowledge cannot be put into practice at later stages if it is not first converted to useful knowledge. In fact, knowledge conversion encompasses a process of developing routines and mechanisms that allow for analysis and interpretation of externally absorbed knowledge, as well as refining the facilitators to blend existing knowledge with assimilated knowledge. 
‘New knowledge has to be discovered, so we must be good explorers. But this alone will not suffice. There are various occasions when we gain access to ideas and experiences, but we cannot take advantage of them for two reasons: a lack of understanding and an inability to make such knowledge comprehensible to our colleagues’ (FG, SN01).
‘In my opinion, it is not always possible to group the identified capacities separately because they are well-interconnected. However, after discovering external knowledge, the most important step is to adapt and utilise it within the organisation. Therefore, I think the aforementioned capacities can be categorised in two main categories – the second of which should be importing the external knowledge into the firm’ (FG, SN08).
In addition, the participants asserted that the understanding of the new knowledge and its transformation into to comprehensible and applicable knowledge within the firm should be accompanied by two prerequisites: giving up inefficient routines and information and the proper motivation of individuals to use new skills and know-how. Of paramount importance was the identification of the prerequisites of this capability to be realised within the context of SMEs and their network. Various issues and concerns were explored, mainly centred around organisational inertia and path dependencies, as well as appropriate incentives to help individuals or firms carry the burden of change. For instance:
‘In many cases, the new knowledge is in sharp contrast to our existing know-how. Let me give you an example. In our region, we used to think that the reason for low penetration of collision insurance was the price. But when we talked to the customers and asked them to fill out questionnaires, we learned that discounts alone were not really that attractive. Instead, customers preferred to have the benefits in the form of a service package, and a package with various services – including car insurance, house insurance, mobile theft insurance, and so on, based on their segment. If we had relied on our outdated knowledge, we would not have solved this problem. We abandoned the solution we had always used in similar situations because monetary discounts did not work in this case, and we designed a package covering car and house theft. We had to start from scratch. No one in our network had done or thought about it before’ (FG, SN03). 
‘Of course, it is very important for firms to incorporate new knowledge into their operations and this is why they invest in various mechanisms to increase their knowledge – whether through training courses, seminars, R&D, and so on. But the problem is that, once they get this knowledge, it fades, because it often contains disparate pieces compared to current procedures. Why should I bother to learn a new skill when I have done my tasks for 20 years in this way? You often hear comments like this or see it in behaviours where people are not willing to give up the things they have learned over time’ (FG, SN02).
‘…You do not see it (new knowledge) anymore because change is painful. It has monetary, psychological, and procedural costs for individuals. Path dependencies exist. So, in addition to helping them realise that the true value of knowledge is embodied in its actual implementation, there should be good incentives to encourage employees or the firm in general to change’ (FG, H01).
As such, giving up inefficient routines and obsolete knowledge, in addition to defining appropriate incentives and motivations, were seen as preconditions for transforming new knowledge into applicable knowledge (Table 6.8).
[bookmark: _Toc502577805][bookmark: _Toc502639278][bookmark: _Toc502653758]Table 6.8 Second category of knowledge-based capacities (KBCs) based on focus group output
	Category 2
	Main processes
	Pre-requisites

	Converting the newly acquired knowledge
	Understanding external knowledge
	Giving up the inefficient routines and information

	
	Converting to useful knowledge
	Development of an appropriate appraisal system


· Category 3: Applying the converted knowledge
Another important theme that emerged in the discussions was the application of newly absorbed knowledge. The participants argued that the first step in the conversion of knowledge is the utilisation of such knowledge. In other words, unless such knowledge replaces obsolete routines and practically improves the internal processes and performance of the firm, it is of no value.
‘If it [new knowledge] is not used in tactical and strategic levels, what worth does it have? Based on the SMART model, if improving your performance through knowledge collaborations is intended, then you have to see specific, measurable, attainable, relevant results in a timely manner, and this could be done if you inject such knowledge into your real practices’ (FG, SN06).
‘I think knowledge distribution and application are the major ingredients in this process. This needs to be carried out not only through interactions between individuals inside the firm, but also by facilitating communications and changing methods of doing things’ (FG, SN10).
From this perspective, two main processes of knowledge-sharing and performance improvement by new knowledge are tightly dependent on updating IT infrastructures (Table 6.9). The participants again emphasised the role of IT in providing fertile ground for agile communication and distribution of expertise and ideas. Due to its significance in gaining access to countless knowledge sources, the IT architecture of the firm could also facilitate knowledge renewal and reuse in parallel. It was also noted that, where existing routines contradict the new knowledge, organisations should decide which parts of their know-how are obsolete:
‘You cannot stick to all the processes or expertise you have developed during years. Each stage in the life of the firm has its own contingencies, thus requiring a specific set of actions and know-how, which are not necessarily applicable to other situations. The firm is like a flash memory. How much information can you store on it? 8GB? 16GB? More? You come to the point at which you have to delete some files to free up space for new material. The same is true of firms. Unless you choose to put away archaic methods and viewpoints, you will not have the chance to update your performance with the new skills you have learned’ (FG, SN07).
[bookmark: _Toc502577806][bookmark: _Toc502639279][bookmark: _Toc502653759]Table 6.9 Third category of knowledge-based capacities (KBCs) based on focus group output
	Category 3
	Main processes
	Pre-requisites

	Applying the converted knowledge
	Sharing information and knowledge
	Updating IT infrastructures

	
	Improving performance by new knowledge
	Giving up inefficient routines and information




· Category 4: Distributing knowledge
Finally, knowledge dissemination at the intra- and inter-organisational levels was proposed as a capacity complementary to knowledge absorption. The members said that, potentially, both the new knowledge and the existing know-how should be distributed.
The participants held that small firms should work together to gradually build trusting relationships – as at the intra-organisational level. This helps by providing an effective infrastructure with which to disseminate practices and knowledge to better deal with business challenges. It also enhances their strategic cooperation, such as developing new markets or introducing new products to the market. 
The participants in the focus group agreed that common visions and goals, as well as appropriate tools of communication and knowledge exchange, help firms to develop a shared mental model, which in turn facilitates effective knowledge distribution. This, however, is carried out by developing a shared mental model within the sales network. As confirmed by the respondents, managing mental models or paradigms in small firms (and among their members) to take a positive stand in circulating knowledge back to the environment is the main requirement for developing knowledge dissemination capacity.
‘We need to change – a change in our attitudes. Our way of thinking is of paramount importance in the whole process and infrastructure development. Yet, maybe a fresh point of view regarding collaborations between small firms as an integrated network calls more for such a change’ (FG, SN04).
An obvious impediment to knowledge-sharing and knowledge absorption from the environment, which the members emphasised, was the resistance or unwillingness of individuals to exchange their knowledge and experiences. During the focus group session, it was mentioned that knowledge dissemination efforts are influenced by the perception of individuals regarding sharing their practices and the consequences of this. Managers may assume that they will lose their competitive advantages if they share knowledge with other firms. It should be noted that, while there is a trade-off between sharing information and protecting competitive advantage, the degree of sharing practice and knowledge differs and depends on situations. In spite of this, the focus group participants agreed that their general approach should be open to disseminating knowledge. The managers’ mental model must change and they must believe that sharing their practices with other firms – including their competitors – can generate new sources of advantage for both their respective organisations and the others in the sales network. In this respect, although the findings verify the importance of knowledge-sharing with other companies, the problem remains that it is not easy to recognise what exactly can be disseminated without a loss of competitive advantage. This was discussed by the participants in the focus group, with a diverse set of responses.
‘To be honest, we prefer to share common information that is not related to a way of doing business. We also share challenges for which we are seeking new ideas. We keep confidential our knowledge of business’ (FG, SN05).
‘We share information with companies with which we aim to establish partnerships for developing new markets’ (FG, SN02).
‘It depends on setting up our communication with other companies and their readiness to disseminate knowledge with us as well. My experience shows that communication is developed slightly based on mutual transactions’ (FG, SN07).
[bookmark: _Toc502577807][bookmark: _Toc502639280][bookmark: _Toc502653760]More specifically, the participants stated that such resistance takes place at two levels. First, there are individual concerns about one’s position in the firm, since sharing knowledge with other members may endanger their status by decreasing the firm's dependency on them, thus signifying a lack of job security. Next, other firms having access to their knowledge could lead to the firm’s loss of competitive advantage in marketing or service provision. Indeed, the mental paradigms of individuals (especially managers) lie at the root of both concerns – inside the firm and within the community. Despite these worries, though, the participants asserted that knowledge collaborations at the intra- and inter-firm levels are beneficial for all member firms. However, it was also argued that once the organisational mental paradigm has shifted in support of knowledge exchange, adherence to such a viewpoint is much facilitated by developing a shared vision throughout the network. A third prerequisite in this regard, was the availability of appropriate IT systems and communication tools. As stated in the focus group, such systems not only ease the process of knowledge exchange within the firm, but also tackle the physical distance and temporal limitations of face-to-face meetings, which are prevalent problems in knowledge distribution at the inter-organisational level. The fourth category of KBCs based on focus group output is illustrated below, in Table ‎0.10.
Table 6.10 Fourth category of knowledge-based capacities based on focus group output
	Category 4
	Main process
	Pre-requisites

	Distributing knowledge
	Distributing the existing knowledge
	Managing the organisational paradigm

	
	
	Sharing vision and goals

	
	
	Updating IT infrastructures
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[bookmark: _Toc24748430]6.7 Summary
Data collection and analysis are integral to the research process, smoothing the path to the research objectives and contributing to the development of the current knowledge in the field. For this reason, this chapter aimed to describe the output from the applied qualitative methods; namely, interviews and focus group meetings. Following the Glaserian approach to grounded theory (described in the methodology chapter), the collected data were analysed in three phases. In the first round of interviews, 10 major industry trends (e.g., privatisation and increase in the level of competition, low insurance penetration rate, investment in IT) were extracted through coding to provide a broad picture of the state of the industry. 
In the second round of the interviews, the interviewees were required to elaborate on the major knowledge challenges faced by their firms and affecting their absorptive and disseminative performance. The result was a list of several knowledge challenges, including the low effectiveness of training programmes, silo mentality, and inadequate outsourcing of non-core activities. The participants were also asked to determine solutions, or more specifically ‘KBCs’, that could help small firms tackle such challenges, which led to the generation of 12 capacities (e.g., openness to the environment, sharing visions and goals, developing IT and IS infrastructures). A focus group meeting was then held to finalise these capacities, with the help of 10 managers and two industry experts. Most of the capacities in the previous stage were ratified, though there were some modifications as well. Specifically, the development of an appraisal system based on the absorptive and disseminative performance of individuals and firms at the inter-firm level was emphasised in the individual interviews; while the focus group participants said that such a system would be too complex and subjective to be applied in practice. Investment in IT and IS infrastructures was also considered a general organisational pre-requisite and not a knowledge capability. Finally, a new capacity was proposed by the participants in the focus group; namely, managing the organisational mental model. As stated, this has a seminal role in the development of the previously identified capacities. 
In summary, it was decided in the focus group that the extracted capacities could be divided into two distinct types: pre-requisites and processes. The pre-requisites clearly demonstrate the preconditions for developing knowledge absorptive and disseminative capacities, while the processes are the flows of actions that should take place to put these capacities into practice.
This marked the end of data collection and analysis phase. In the next chapter, the logical relationships between these capacities will be explored, comparing and contrasting the findings with the literature. In addition, the explanatory framework of the research will be presented, as well as the limitations of this study and suggestions for future research.




[bookmark: _Toc24748431]7 Discussion

[bookmark: _Toc502577309][bookmark: _Toc24748432]7.1 Introduction
In response to the increasing complexity of the contemporary business circumstances and changing market expectations, organisations are constantly looking for ways to improve their innovative performance to keep their customers loyal by satisfying their needs. Nonetheless, there are many obstacles to overcome, such as shorter product life cycles, the emergence of new players, increasing customer awareness and bargaining power, and higher R&D costs. Thus, a firm’s performance is largely dependent upon its ability to make use of KM initiatives in its operations. As previously stated, this is even more pivotal in the context of SMEs, due to their tight resource limitations and fierce competition. 
Guilaninia (2016) views knowledge-based activities as the only means by which firms can survive and stay competitive in the face of increasing dynamism and growing environmental change. This calls for a desirable level of balance between organisations’ explorative and exploitative initiatives and makes paramount the distinction between the preconditions of knowledge exchanges in major dimensions and the processes of KM at various levels (here, the intra- and inter-organisational perspectives). 
In Chapter 6, the key findings of the qualitative interviews and the focus group were presented, underpinning the development here of an explanatory framework. The framework consists of major industry trends and their impact on the business environment (Phase 1), knowledge challenges with which the insurance SMEs in the sales network under study are faced, and the associated KBCs that they need to cope with these challenges and more efficiently develop their absorptive and disseminative capacity (Phase 2). 
Finally, distinctions were made by the participants in the focus group between the prerequisites and main processes of absorptive capacity. The aim of this chapter is to provide theoretical support for these findings. As such, sections 7.2 and 7.3 investigate the explanatory framework through the lens of the previous literature. The trends identified in the first phase are identified in other studies within the context of the Iranian insurance industry in section 7.2. These trends were identified with the aim of developing a general picture of the industry (Phase 1) and leading the interviewees to the major concern of this research – efficiently generating absorptive and disseminative capacity in the intra- and inter-organisational knowledge-sharing practices of small firms. Therefore, drawing a one-to-one relationship between these trends and the main dimensions of the framework was not considered. 
The core dimensions of the framework are elaborated in section 7.3, with a specific focus on related knowledge challenges (Phase 2) and distinguishing the pre-requisites and main processes involved in the development of each dimension (phase 3). An important component of this chapter is the contribution of the present research, presented in section 7.4, which also entails a critical comparison of the framework and previous models. Finally, a review of knowledge-absorptive capacity within the Iranian insurance industry, as the specific context of this study, is presented in section 7.5.
[bookmark: _Toc24748433][bookmark: _Toc502577310][bookmark: _Toc502577312]7.2 Major industry trends 
A review of the literature confirms that some of the trends extracted from the interviews are in line with the findings of previous studies, which will be presented in this section. However, unlike the knowledge challenges or KBCs extracted in the second round of interviews, these trends were not mapped with the core dimensions of the framework on a one-to-one basis, and they are presented in a separate section. However, this does not mean that their impact on the SMEs’ absorptive and disseminative capacity is marginal. Rather, as emphasised previously, the trends identified during the initial phase of data collection helped the researcher to gain a deeper understanding of the forces that underpin the rising significance of such capacities at intra- and inter-firm levels. 
7.2.1 Privatisation
One of the most prominent trends in many Iranian industries, and especially banking and insurance, is privatisation. Scholarly attention to privatisation in Iran has been on the increase in recent years as a result of governmental pressure on state-owned firms. In the interviews, it was emphasised that privatisation has had both positive and negative impacts on the industry. Karimi et al. (2010) argue that, historically, the Iranian insurance industry performed poorly due to factors such as low indices, an insignificant share of the national savings, cumbersome regulations, monopolistic climate of the industry, and the subsequently underdeveloped market structures (p.79). Sedighikamal and Talebinia (2014) state that privatisation is thus a top priority in Iran because of its positive impact on efficiency, increase in control on inflation, improvement of the capital market, introduction of new methods of competition, enabling of better understanding of the costs associated with service provision, and yielding of additional income for the country as a whole (p.81). Similarly, in recent studies on the effects of privatisation in the Iranian insurance industry, numerous opportunities and threats are identified (Table 7.1). 
[bookmark: _Toc502653753][bookmark: _Toc502639273][bookmark: _Toc502577800]Table 7.1 Opportunities and threats in the Iranian insurance market (Gilaninia, 2014; BMI Report, 2017)
	Opportunities
	Threats

	· Optimal investment by the government
· The use of potential capital
· Increased competition
· Deregulation
· Strengthening the principle of accountability against performance
· Transparency of information
· Product diversification
· Driving insurance segments due to the stabilisation of inflation because of governmental macroeconomic reform

	· Claims rising at higher rates than premiums in some subsectors
· Political interference
· Polarising the industry and creating monopolies
· The cost of corporate overhead
· Unhealthy competition and corruption
· Fading of management moral issues
· Redundancies and HR adjustment



7.2.2 Low growth rate of the industry and unfavourable economic situation
According to Karimi et al. (2010), Iran's insurance industry is far behind its regional counterparts in terms of performance standards, as indicated by the low industry performance indices, poor combination of received premiums, inefficient managerial structure, and the very low share of the industry in the national savings. A recent report by BMI (2017) indicates that the partial easing of economic sanctions against Iran in early 2016 has not had a significant impact on the country’s insurance industry. Various challenges remain unchanged, constraining the development of both the life segment (high inflation and low household income) and the non-life segment (lack of access by insurers to capital, reinsurance, and know-how from outside the country) (p. 5). This is also due to the lack of development in Iran's insurance industry, which is a direct result of poor economic growth on the national level in recent years.
7.2.3 Low penetration rate
In addition to its low growth rate, the Iranian insurance industry also suffers from a low penetration rate, as noted by the interviewees and confirmed by previous research. In this regard, Sardar and Shiri (2016) adopted a conceptual model in which the demand for life insurance – one of the worst hit categories by specific cultural practices in Iran – was found to be affected by three main variables: 'human capital', 'financial assets', and 'social interactions'. The first two are clearly reflected in the behaviour of Iranian households. The weak insurance culture among families in the country is replicated in the behaviour of firms and businesses. As a result, insurance is often overlooked by managers within the manufacturing and retail sector. For personnel, projects, buildings, and fleets, companies opt for only the minimum level of insurance cover to fulfil their legal requirements. However, this fragile insurance culture pushes the managers to consider the legal requirements in insurance as a compulsion, choosing only the minimum insurance services, which in turn forces them to take more risks in their enterprise activities. All these factors contributed to the country’s low insurance penetration rate in 2015, which reached just 2.08% (Bimeh Markzai Annual Report, 2016, p.13), one of the lowest compared to the global average. Such a low penetration rate is despite the growth of the industry over the past two decades due to privatisation, which freed the insurance rate and generated competition in the industry, far below the penetration rate in neighbouring and developing countries.
As Aarabi and Bromideh (2005) state, insurance coverage expenses in Iran are very low compared to those of other developing countries. Bromideh and Amani (2004) cite low intention and lack of public acceptance of insurance services in general as the main reasons for the negligible share of insurance in individuals’ and organisations' overall expenditure. Hassanzadeh and Khoshsima (2015) refer to 'the absence of proper acculturalisation' of the insurance industry in Iran, as it provides a combination of new things with which people are unfamiliar and thus reluctant to consider. Mahdavi and Majed (2011) studied the life insurance demand in Iran and found that it has a negative relationship with individuals’ expected health, premiums, positive inflation expectations, degree of risk aversion, assessment of mental health, income, and tendency to share personal beliefs in public. They highlight that cultural barriers and people's willingness to take risks are as the main reasons for the low demand for life insurance in Iran.
7.2.4 Political sanctions against Iran
From a political perspective, it should be noted that sanctions against Iran have affected the Iranian economy and weakened many of its major industries, including insurance. As Amouzegar and Ghaiyoomi (2015) note, after the development of the Iranian nuclear programme, sanctions were imposed on Iran by the EU and the UN. These were followed by further sanctions on the banking and insurance industries, leading to the weakening (and then suspension) of international ties, and ultimately the isolation of different industries, including insurance. The weakness in international relations not only restricts the use of knowledge and innovation in the insurance industry, but also has a direct impact on reinsurance. The situation has intensified over the past decade. As a result, the majority of the risk involved in providing insurance to clients must be taken within the country, which exposes the insurance companies to greater risks and thus limits their capacity (p.441).
7.2.5 Tendency towards self-insurance
In a similar vein, the tendency towards self-insurance can have a negative impact on customer retention rates in the industry, as it results in the reduced quality of the services provided and a decrease in customer satisfaction. In their study of an Iranian insurance firm, Abtin and Pouramiri (2016) found that customer satisfaction was meaningfully correlated with customer retention and loyalty. The researchers also realised that the respondents emphasised the significance of product quality in their decisions to become loyal customers (p.48). Likewise, Daneshfar et al. (2016) confirm that improved customer satisfaction eventually yields higher rates of customer retention and customer loyalty (p.1).

7.2.6 Customer trust
Ajami (2016) states that customer satisfaction and trust are major concerns for larger and competitive insurance companies which maximise loyalty by emphasising customers' expectations to create trust and satisfaction. This, in turn, results in increased business. In a recent study, Sanayei at al. (2016) highlight the need for Iranian insurance firms to adopt e-commerce and e-insurance platforms and the associated benefits of doing so. Table 7.2 summarises the trends explored in previous studies in the context of the Iranian insurance industry.
Table 7.2 Related literature on the major industry trends identified in this research
	Major Industry Trends
	Researcher(s) (Year)

	Trend 1. Privatisation
	Gilaninia (2014); Bimeh Markazi Report (2017)

	Trend 2. Low growth rate of the industry and unfavourable economic situation
	Karimi et al. (2010); Bimeh Markazi Report (2017)

	Trend 3. Low penetration rate
	Sardar & Shiri (2016); Bimeh Markzai Annual Report (2016); Aarabi & Bromideh (2005); Bromideh & Amani (2004); Hassanzadeh & Khoshsima (2015); Mahdavi & Majed (2011)

	Trend 4. Sanctions against Iran
	Amouzegar & Ghaiyoomi (2015)

	Trend 6. Tendency towards self-insurance
	Abtin & Pouramiri (2016); Daneshfar et al. (2016)

	Trend 8. Customer distrust
	Ajami (2016); Sanayei at al. (2016)



7.3 Knowledge challenges, prerequisites, and main processes
The second phase of the data collection and analysis revolved around investigating the knowledge challenges for SMEs seeking to use external sources of knowledge and the capacities required to do so in a more effective manner (Phase 2). These elements were finalised and classified as prerequisites or main processes in the focus group (Phase 3). Due to the intertwined nature of these two phases, their final output are presented together in this section, with literature support for each case. In addition, where the previous studies are not entirely in line with the findings of this research, these contradictions are elaborated. As such, the theoretical analysis of the knowledge challenges and the prerequisites for addressing them are presented, followed by a thorough literature review related to the core dimensions of the framework and its components. The rationale for this separation is the existing commonalities that would otherwise lead to unnecessary repetition of the references explored. Each dimension – as well as main processes and prerequisites – are then analysed, with the existing studies cited where appropriate. In the researcher's opinion, this will provide a comprehensive view of the core dimensions explanatory framework, with minimised risk of confusion.
7.3.1 Prerequisites and associated knowledge challenges
· Openness to the environment
Fried at al. (1999) stress the influence of the external environment on firms’ ability to transform input into output. Similarly, Huanga and Elingb (2013) refer to the positive and negative effects of the external environment on the firm's performance. According to them, despite a lack of control over the external issues, firms must interact and absorb the relevant knowledge and experience of the external environment, while filtering out the unsolicited and adverse effects. 
From a different perspective, Alipour et al. (2010) state that organisations need flexible yet sturdy strategies to sustain their advantages over the long-term in competitive arenas. KM should be pivotal in organisational strategy, as it facilitates the actualisation of the intended strategies. Furthermore, strategic decisions should be made with an awareness of the external environment, specifically competitors and their strategies, as this is a good indicator of the overall trends in the industry that would ultimately affect individual firms. 
With this in mind, it is no surprise that, in recent decades, firms have sought to open up their processes to the external environment. This can assist firms in not only using their internal capacities to perform their core operations, but also in leveraging external knowledge. Such a shift enables firms to complement their inbound R&D activities with knowledge shared in the environment (Mothe & Nguyen-Thi, 2016, p.1). In a similar view, the interviewees emphasised this feature as an important pre-requisite of knowledge absorption, particularly for developing the exploration capacity of the firm.
According to Roohi et al. (2016), organisations are heavily influenced by their surroundings, and their sustainability and survival depends very much on the control they exert over external factors. As Love et al. (2014) point out, openness includes various concepts and issues, such as locating and communicating appropriate knowledge partners through the design of required mechanisms and the systems to manage such external ties. They further state that innovation cannot take place solely from an inward approach. Rather, openness to external linkages should be considered by firms to improve their innovative performance (p.1703-1704). Irajpour and Zabihi (2015) highlight the importance of the capacity to utilise external opportunities and reduce the effects of threats for the organisations by establishing clear links with the external environment. Due to the risks and uncertainty associated with external knowledge partnerships, firms tend to develop multiple linkages in parallel. Simply put, this increases the chance of successfully gaining useful knowledge from external agents, which in turn can increase the possibility of improving the existing knowledge and performance of the organisation. This also benefits the potential complementarity of external linkages and internal R&D (Love et al., 2014, p.1704). 
The evidence suggests that firms increase the effectiveness of their knowledge partner selection over time, as they learn from their experiences. In other words, openness to the environment can improve a firm’s knowledge acquisition as a sub-dimension of absorptive capacity. There is also the possibility of strong payoffs as a result of combining internal and external knowledge (Cassiman & Veugelers, 2002) and using external knowledge (Love et al., 2014, p.1705), which indicate other dimensions of a firm’s absorptive capacity. In a similar view, Sun et al. (2015) examined the links between openness, absorptive capacity, and innovation performance (Figure 7.1) and conclude that openness has two dimensions; namely, breadth and depth. Whereas scope includes the number of external ties with suppliers, customers, government, research hubs, and so on, depth signifies the frequency and strength of these relationships. They also state that despite the positive correlation between absorptive capacity and the innovation performance of firms, different degrees of openness affect this relationship. In addition, knowledge acquisition is directly tied to the scope of openness, since it involves the identification and selection of new knowledge resources based on their value. On the other hand, the depth of openness is related to knowledge assimilation, transformation, and exploitation. Although a greater scope of openness increases the chances of a firm acquiring knowledge from external partners, this does not necessarily mean that external knowledge is appropriately transferred into the strategies of the firm. For this, openness must also contain adequate depth to guarantee a positive impact on knowledge-absorptive capacity and innovative performance (p.142). 
 Absorptive capacity

 Openness
Scope of openness
Depth of openness
Knowledge acquisition
Knowledge assimilation
Knowledge transformation
Knowledge exploitation
Innovation performance






[bookmark: _Toc502577621][bookmark: _Toc502639252][bookmark: _Toc502653732]Figure 7.1 The relationship between openness, absorptive capacity, and innovation performance (Sun et al., 2015)

A review of the literature confirms the participants’ perceptions that openness to the environment is a major prerequisite of absorbing external ideas, experiences, and knowledge of improving firms' absorptive and disseminative capacities (especially knowledge exploration), though details of the concept were not referred to. Also, during the interviews, it was stated that this capacity covered several knowledge challenges, including low learning rate (KC1), the need for constant environmental monitoring (KC8), superficial understanding of customers’ expectations (KC2), inadequacy in outsourcing non-core activities (KC5), and silo mentality (KC6). 
Imamoglu et al. (2015) argue that, like human beings, organisations should develop their learning capabilities to better adapt to environmental dynamism (KC1). For them, learning is a process that starts with knowledge acquisition from internal and external sources and evolves into understanding, sharing, application, and storage practices. They also state that firms must engage in collaborative measures, interaction with external entities, and risk-taking to increase their learning capability. The authors adopt the categorisation of the sub-dimensions of organisational learning proposed by Gerez-Gomez et al. (2005), which include the commitment of top executives, system perspectives, openness, and knowledge transfer. They conclude that, to ensure appropriate levels of learning, firms must develop a culture based on openness, dialogue, and interaction with the external environment (p.114-115). In addition, Nemeh (2002) holds that openness helps firms to better identify alternative sources of knowledge and leverage external opportunities by establishing formal and informal relationships (p.77), which in turn highlights the need to maintain constant monitoring of environmental forces and players (KC8).
With respect to poor customer insight (KC2), Olszak and Bartus (2013) reason that modern customers expect an active and open dialogue with firms so as to have an impact on their strategies (p.372). In addition, Esmaeilpour et al. (2014) emphasise the importance of customer relationship management in maintaining firms' positions in a competitive field, and they highlight the failings of Iranian companies in this regard. Other authors also indicate the importance of customer satisfaction in creating perceived value and quality and customer loyalty and satisfaction (Ansaria & Riasib, 2016; Delafrooz & Farzanfar, 2016; Kesalkheh & Heydari, 2015). Customer relationship management is thus essential for generating a competitive advantage in the insurance industry. In this regard, the degree of organisational openness again plays a pivotal role. 
Openness is not only limited to the soft features of the firm, such as culture or individual attitudes towards collaborative measures, but also entails hard aspects, such as organisational architecture. For instance, Hanic and Domazet (2011) state that, with the advent of new technologies, communication between firms and their customers has changed considerably, thanks to the prevalence of open architectures that encourage the active engagement of customers. Adopting an open approach to customer relationships enables organisations to offer more personalised products in a timely manner. In fact, modern companies have reached new horizons in this field, such as CRM2.0, which rests upon interactive communication with customers to better grasp their needs (p.162-163). 
Openness is also believed to enable a firm to establish a network of business partners to whom it can outsource non-core activities (KC5). This improves the firm’s performance by creating well-established links with a wide range of competitors and partners in the same sector (Karimi et al., 2010). Furthermore, openness is associated with strengthening knowledge flows to decrease silo mentality (KC6). Under the current volatile circumstances, knowledge is the major source of competitive advantage, and KM processes are thus considered a strategic opportunity. Finally, successful organisations create competitive advantage through reducing control and increasing learning, which can be achieved through the continual creation and sharing of new knowledge (Alipour et al. 2010) – in effect, the avoidance of monopolistic attitudes to knowledge that shape a silo mentality. 
While there was agreement among the participants here about the positive effects of openness, Moretti and Biancardi (2018) express concern about the heterogeneity in the findings of previous research. While many authors see openness as positively correlated with performance, some argue that there is a non-linear or even negative relationship between the two (p.2). According to these scholars, some of the studies that support the positive role of openness in performance include Chen et al. (2011), Pullen et al. (2012), and Rass et al. (2013). Likewise, Egbetokun (2015) says that the more a firm engages in external relationships, the greater the increases it will see in its innovative performance and product innovation. Nitzsche et al. (2016) argue that absorptive capacity, openness, and strategic adaptability directly influence the success of innovative initiatives. In contrast, Moretti and Biancardi (2018) reviewed the works of scholars such as Suh and Kim (2012), who conducted a study on four different innovative measures: traditional R&D, licensing, collaborative R&D, and networking. The results indicate that the latter was found to yield the lowest output, based on the number of innovations regarding products, processes, and patents. In addition, Martinez et al. (2017) claim that the relationship between openness and innovation performance takes the form of an inverted U; while Love et al. (2014) view the relationship between openness and innovation as non-significant (p.13). 
· Sharing vision and goals
The notion of shared vision has been widely considered in organisational studies. Initially related to the older concept of goal orientation and consensus-building in strategic management and leadership, ‘shared vision’ is now seen as a transformational pivot in learning organisations. In simple terms, the notion can be defined as collective organisational values that improve overall organisational and/or network member engagement in generating, transferring, distributing, and utilising organisational resources. (Exposito-Langa et al., 2015b, p.294).
According to Tsai and Ghoshal (1998), a shared vision and its associated concepts (common values, goals, culture, etc.) are a manifestation of the cognitive and social capital that generate trust-based relationships. Such common ground, in turn, facilitates the development of shared values among members, both inside and across firms. Such shared goals enable network actors to share an understanding of their interactions with others, which improves their relationships and facilitates knowledge exchange (Exposito-Langa et al., 2015b).
Exposito-Langa et al. (2015b) extend the notion of a shared vision to the external inter-organisational relationships, arguing that organisations in a network can be partly considered a single organisation. Thus, a shared vision at the network level eases knowledge-sharing as an effective tool and helps them to perceive and assess the phenomena in a similar way (p.294). Similarly, Torkestani et al. (2014) endorse that sharing results or business processes through a communication channel (such as an information system) will materialise a shared vision and ease communication, which ultimately improves performance.
It was mentioned in the interviews that the development of a shared vision can have a positive impact on the commitment of personnel to defined strategies and goals (KC3). In line with this viewpoint, Exposito-Langa et al. (2015 b) assert that a shared vision and goals within the sales network of small firms are critical because they reduce the possibility of misunderstanding between member firms and increase the effectiveness of communication, which ultimately results in more exchange opportunities. It is important to note that a shared vision is seen to be a prerequisite to gain external knowledge. In fact, it is often viewed as a relational tool that facilitates acquisition, integration, and dissemination of knowledge resources, which consequently improve the innovative performance of small firms (p.295).
In her research on mental models, Garrison (2014) explains that individuals opt to fulfil their self-connectedness by working in organisations with values and objectives congruent with their own. Such congruence results in higher levels of commitment and organisational satisfaction and decreases the churn rate of employees. Kantabutra and Avery (2009) state that a shared vision generates interest in the goals and creates a strong bond between members that encourages them to think of issues beyond their personal benefits. In other words, the effective implementation of strategies requires a set of motivational values that form the shared vision of the firm (p.11). Another challenge discussed by the participants was the lack of authority delegation and low tolerance of mistakes (KC7). Chhotray et al. (2017) say that, under the current circumstances, managers are faced with difficulties arising from the need to coordinate scarce resources with growing customer needs. As such, it is more important than ever that they transfer their attitudes to their employees, taking a transformational leadership approach based on a supportive culture. To do so, special attention must be paid to building trust between employees and managers through appropriate HR strategies, as this affects the long-term performance of the firm. These authors investigated the concepts of shared vision and empowerment in two companies and conclude that delegating to employees the power to make decisions has a strong influence on the cooperative pursuit of organisational goals (p 14). This paves the way for a shared vision (p.4) and the future success of the organisation. Finally, the low commitment of employees to the defined goals is believed to be a result of inappropriate HR practices (KC9). In this regard, Fathollahi et al. (2014) note a significant relationship between the empowerment of agencies and customer satisfaction in Iran's insurance industry, which is in turn facilitated by a common vision at intra- and inter-organisational levels in the context of SMEs. 
Despite the significance attributed by the participants to the concept of a shared vision (a stance confirmed by many previous studies), there are contradictions regarding the relationship between shared vision and improvement in overall innovative performance. For example, Lynn and Kalay (2015) carried out research into 12 knowledge-intensive companies and found that, although the clarity and stability of a common vision could increase firm's performance, vision support was not significantly influential in this respect (p.744). These authors also highlighted other studies that supported their own findings. For example, Akgol (2001) found that the source of support (i.e., who the vision is shared with and supported by) can affect the success of future related actions. In the case of new product development, for instance, the support of the team manager is more important than that of the team members or even top managers. They also refer to research by Reid and Brentani (2010), which concludes this might be due to the deeper market knowledge of the team manager, in comparison with that of the other two groups (p.759). 
· Giving up the inefficient routines and information
As McAdam et al. (2014) attest, knowledge absorption and integration impose considerable changes on organisational current practices, which need to be managed to ensure a smooth transition. This requires the ability to give up outdated know-how – in effect, forgetting outdated practices and approaches. Huang et al. (undated) define organisational forgetting as a means of abandoning obsolete knowledge and challenging pre-determined values in order to facilitate environmental adaptation (p.2). Similarly, Eryilmaz (2016) proposes that, to capture the notion of organisational learning and forgetting, it is helpful to understand ‘organisational memory’ as a collection of mechanisms that gather, store, and retain the experiences of organisations. Various scholars, such as de Holan and Martin (2004) and Akgun et al. (2007), argue that both organisational learning and forgetting are necessary for the success of an organisation (Eryilmaz, 2016, p.66).
The results of this study indicate that, as a prerequisite to developing competitive advantage, firms must move away from parts of their previous knowledge and innovate. Likewise, prior research suggests that organisational forgetting and absorptive capacity are correlated (Huang et al., undated, p.2). Organisational forgetting results in better insights into externally absorbed knowledge and eases knowledge transformation by eliminating provincial thinking, which ultimately improves external knowledge application. As such, organisational forgetting can be deemed conducive to absorptive capacity (Huang et al., undated, p.6).
As de Holan and Philips (2011) point out, to learn new knowledge, organisations must first unlearn their existing routines. In fact, learning is not only a matter of gaining new knowledge, but also a process of active forgetting, especially when the knowledge inflows contrast sharply with the current organisational procedures and the existing knowledge hinders the ability of the organisation to adapt to environmental changes. These scholars also note that ‘unlearning’ is distinct from – but complementary to – learning new knowledge, as it enables firms to discard obsolete knowledge. They argue that there are occasions when organisational memory is more of an obstacle than a facilitator of learning. Therefore, firms may have to clear and reconstruct their knowledge repositories to reduce the conflicts between new knowledge assimilation (feed forward) and their current knowledge (feedback) (p.438). Hunag et al. (undated) conclude that organisational forgetting sets the foundation for absorptive capacity, which in turn leads to continuous innovation. To elucidate, firms discard parts of their current knowledge by failing to provide space for knowledge absorption. In other words, organisational forgetting reshapes organisational memory and improves organisational learning through increased levels of absorptive capacity (p.6).
The participants stated that abandoning inefficient routines is positively related to overcoming silo mentality (KC6). In support of this view, many authors have indicated the value of knowledge-sharing between workers as a means of avoiding possessive attitudes to knowledge (Chowdhury, 2005), thus improving the firm's capacity to innovate, produce quality solutions, and abandon its old practices (Daellenbach & Davenport, 2004). Ultimately, this increases the competitiveness of the firm in the market. It may be concluded that, when existing know-how does not meet the rapidly changing needs and expectations of customers, and it is thus no longer identified as a source of competitive power within or outside the firm, individuals and firms are more inclined to replace it with new sources of expertise. 
In addition, the participants held that abandoning obsolete knowledge increases organisational tolerance for mistakes and fosters authority delegation (KC7). Hassanzadeh (2014) investigated the knowledge-sharing approach in Iranian insurance companies to address the emphasis of Nonaka and Toyama (2005) on the importance of leadership in motivating staff to share knowledge. Her findings indicate that management support and empowering leadership enable knowledge-sharing. As access to new knowledge opens up new horizons for the receiver (whether an individual or a firm), old-fashioned methods and practices are more likely to be discarded. The process of new knowledge acquisition is complete when such knowledge is practically implemented, which allows for new experiences and the creation of an atmosphere that is more receptive to innovation and more tolerant of possible pitfalls. She also argues that Iranian firms often suffer from a lack of management support for embedding knowledge-sharing in the organisational context, due to an excessive emphasis on the ownership of knowledge. 
· Development of an appropriate appraisal system
Another finding of this research was the role of individuals in developing knowledge absorptive and disseminative capacity inside firms, and more importantly within the sales network of the small firms. In this respect, individual motivation and willingness are very important. In other words, to put knowledge absorption and dissemination processes into practice on an ongoing basis, firms must plan how they can motivate their members to take an active role in such activities. Two viewpoints in this respect are worth considering; namely, universalistic and contingency approaches. Authors such as Pfeffer (1994) and Huselid (1995) propose a universalistic view in which the effectiveness and motivation of the workforce depend on the application of innovative approaches in the organisation. The contingency view, on the other hand, suggests that the effectiveness of HRM practices is contingent upon other factors, such as organisational culture and competitive strategies (Neal et al., 2005), which enhance the knowledge, skills, abilities, and motivation of employees to be innovative. 
The participants in the present study emphasised the effectiveness of the latter view in the context of SMEs in the Iranian insurance industry, focusing on the specifications of firms when developing HR practices (KC9). Mollel et al. (2017) state that performance appraisal is critical for organisations, defining it as a process in which members are evaluated and receive feedback on their performance, which consequently helps them to fulfil organisational requirements. They further argue that, due to the significant role of individuals in a firm’s success or failure, organisations must track their contribution to productivity, as well as determining their strengths and weaknesses. A review of the literature indicates that in recent years, performance appraisal has been viewed as a strategic tool that positively affects performance. In addition, performance evaluation is an essential component of career development and professional growth, comprising the continuous monitoring of employees and the provision of feedback to them (p.61-62). 
The participants stated that, in situations where personal willingness to share knowledge was low (which was often the case within the context of the present study), the existence of appropriate incentives could, to some extent, decrease monopolistic views about knowledge and break silos (KC6). It was argued, during the data collection phase, that knowledge exploitation could be accomplished by sharing the integrated knowledge within the organisation, based on interactions among individuals. Thus, the staff must be motivated to share new knowledge and incorporate it into their operations. Motivation systems thus play an important role in knowledge-sharing and utilisation. It was also stated that knowledge was retained by individuals as a competitive advantage over others, as the most valuable knowledge in small firms is tacit and exists in the minds of people. As such, both the literature and research findings highlight the importance of establishing an appropriate appraisal system to develop firms’ absorptive and disseminative capacity. Similarly, Lee and Wu (2010) explain that the motivation to acquire knowledge is positively related to knowledge inflows. They also refer to employees’ ability and motivation and HRM practices, including performance-related pay (p.124), as key requirements for improving knowledge-absorptive capacity. It has been argued by various scholars that the right motivational tools can encourage members to more efficiently use and transfer knowledge. Likewise, the members’ capability and motivation have been referred to as key aspects of innovation performance (Popaitoon & Popaitoon, 2016, p.4). Moreover, Aquino and de Castro (2017) state that, while potential absorptive capacity is influenced by employees’ skills, the individual motivation of members affects the realised absorptive capacity of the firm (p.88) and thus their real knowledge-sharing behaviours. In terms of knowledge dissemination, Easterby-Smith et al. (2008) argue that, for a firm to share knowledge, it should be sufficiently motivated and have the ability to undertake the task (p.89).
According to the participants, organisational learning can be improved and a learning culture fostered by motivating individuals. This, in their opinion, would lead to increased familiarity with industry trends and deeper knowledge of the industry and environment (KC1). Popaitoon and Popaitoon (2016) refer to the research conducted by Kalling (2003), in which absorptive capacity was found to be affected by both short-term and long-term incentives, with these inspiring the motivation to learn, even in the absence of natural desire among the members to do so. Kalling (2003) highlights a strong and positive correlation between the level of incentives and the efforts individuals exert to learn new knowledge. Similarly, incentives increase motivation to learn and exchange knowledge. Likewise, allocating appropriate incentives can reduce the effect of ‘not invented here’ syndrome. In their research on new product development performance, Popaitoon and Popaitoon (2016) conclude that extrinsic and intrinsic motivation moderates the relationship between realised and potential absorptive capacity in the short- and long-run, respectively (p.4). 
HR practices were also considered to affect members' commitment to shared vision and goals (KC3). In support of this claim, Pervaiz et al. (2016) state that a well-defined appraisal system will have a positive impact on employees' knowledge behaviours – such as knowledge creation, dissemination, and use. Meanwhile, optimum conditions arise when such systems are designed in accordance with common goals and visions, since the employees see those with the same objectives thriving and gaining the same rewards (p.16). Furthermore, Tabouli et al. (2017) conclude that commitment is seen not only as the private inclination of the employees to perform organisational tasks, but also as a sense of welcoming the goals set by the firm and encouraging workers to endeavour on behalf of the firm to ensure its survival (p.180). In this respect, HRM is crucial for generating and boosting employee commitment. In a broader sense, this prerequisite was seen as a sub-dimension of HR practices, which would make up for the low effectiveness of training programmes (KC4). The participants argued that strategic HRM should not be limited to evaluation of the current performance of employees and the organisation. Rather, it should induce a constant thirst for investing in the training of personnel as a major tool to improve performance. In this respect, effective training is said to be composed of three stages; namely, needs assessment, motivation, and reinforcement. Regarding motivation, multiple factors should be considered: social interactions between members, external expectations, personal progress, cognitive interest, and stimulation when work is uninspiring and employees need variety (Westover, 2008, p.3). 
· Updating IT infrastructures
IS and IT are among the most important elements of the infrastructure for increasing efficiency and effectiveness in the insurance industry. Hoseinpoor et al. (2013) found that effective IT could have multiple benefits for Iranian insurance companies, by increasing the insurance penetration rate, reducing the organisational costs of the firms, decreasing non-productive activities, and increasing the speed and reliability of their operation. Haji Heydari et al. (2013) measured the maturity level of e-insurance in Iran and validated the previous claim. Using the Gartner IT Maturity Model, the results indicated a high maturity level (an estimated 70%) in the first level. Furthermore, Sanayei at al. (2016) highlight the need for Iranian insurance firms to adopt e-commerce and e-insurance platforms, as well as the associated benefits of doing so. 
Regarding the role of IT in knowledge absorption in the context of SMEs, the focus group members made some modifications to the respondents' initial expectations around using technologies and IS. While the latter had assumed that computers and IT systems could help them develop new markets or new products, they came to realise that such tools could not make them innovative. Although technologies such as the internet are used to browse new events and external knowledge, they support innovation only when combined with interactions between people. Nooshinfard and Nemati-Anaraki (2012) propose that distrust, the parties’ lack of commitment, and cultural clashes are some of the common barriers to knowledge dissemination, both at organisational and inter-organisational levels (p.250), even in the presence of appropriate IT infrastructures. As such, SMEs employ technology and systems for two purposes: first, work automation, which improves efficiency; and second, facilitating communication between people. The latter application supports knowledge-sharing and innovative approaches. 
However, this does not justify the neglect of IT-based communication. Some of the managers who participated in the interviews and/or the focus group discussed the necessity of easy access to the internet, search engines, and online sources of knowledge. Thus, it can be concluded that IT systems facilitate communication among individuals and access to knowledge sources. Some participants referred to the use of IT in the documentation of organisational explicit knowledge. But as previously mentioned, in most cases, there was an emphasis on the role of IT in seeking new ideas, opportunities, and knowledge, as well as disseminating firms' knowledge within the sales network. A final issue considered by the participants was the integration of IT systems, which mainly dealt with increasing the efficiency of internal processes of firms.
Wang et al. (2017) view IT as comprising the internet, the intranet and extranet, browsers, data storage and data mining technologies, and cloud platforms, emphasising its role in the successful implementation of knowledge, collection, storage, conversion, and sharing to support KM behaviours (p.295). According to Kaewchur and Phusavat (2013), in recent years, IT tools have been shown to increase organisational performance and innovation. Yang and Chen (2007) refer to four factors that affect the success of knowledge-sharing; namely, culture, structure, people, and technology. IT infrastructure, IT know-how, and IT support are defined as the most important items in this respect (p.181). 
Gonzalez and Martins (2017) state that there are two basic perspectives on KM: the flow-based perspective and the process-based flow perspective. Unlike the former approach towards KM (with its focus on methods and organisational values that promote knowledge-sharing among members), the latter concentrates on the role of IT in stimulating individuals to engage in knowledge initiatives. In this approach, organisations provide the prerequisites to facilitate knowledge circulation and practical use in their operations (p.249). Likewise, Kaewchur and Phusavat (2013) refer to two basic approaches to KM, where IT is viewed to have a major supporting role. The approaches, first mentioned by Hansen et al. (1999), are codification and personalisation. Codification mainly involves codifying explicit knowledge and storing it in databases. In this approach, IT makes it possible to share and reuse knowledge by creating a common storage. The second approach deals with sharing tacit knowledge through personal and direct communication tools, such as expert directories and video conferencing (p.181), which again indicates the role of IT as a prerequisite.
Similarly, as examples of influential factors in tacit KM, Wang et al. (2017) name ICT support along with personality traits, trust, level of teams, and so on (p.290). In addition, Aribi and Dupouet (2016) explain that information and communication tools (such as groupware, organisational social networks, shared workspaces, intranet forums, etc.) ease knowledge-sharing within firms (p.102). Gonzalez and Martins (2017) argue that there are multiple models in the literature that treat KM as a topic restricted to IT. However, these models ignore that it is difficult (if not impossible) to store in a database the tacit knowledge that lies in members’ minds. To effectively create (tacit) knowledge, the relationships between members should be strengthened through organisational structures, culture, and reward systems, so that implicit knowledge is expressed and distributed (p.251). They further state that, despite numerous studies that emphasise the role of IS in KM implementation, such systems cannot be considered a physical library in which to store information. Rather, they are applied to connect people, encouraging them to think and behave in a collaborative manner. Similarly, these scholars believe that IT-based models of KM ignore the role of individuals in KM processes (p.252).
The findings of the present study and the previous research together indicate that IT systems play several basic roles in the knowledge-absorptive and -disseminative capacities of small firms: 1) facilitating the interactions of knowledge exchange (knowledge absorption and dissemination) among individuals, especially through social networks; 2) easing the search processes and access to external knowledge; 3) increasing the effectiveness and efficiency of internal IT-based processes and communication; 4) and documenting tacit knowledge or transforming it into explicit knowledge, with the aim of improving knowledge storage. Of these four areas, the first two are considered the most important in the generation of knowledge-absorptive and -disseminative capacities. In summary, IT can be viewed as an infrastructure and a prerequisite of developing these capacities.
A major knowledge challenge which the participants believed could be dealt with through IT infrastructures was the low rate of learning and unfamiliarity with industry trends and best practices (KC1). Mousavi and Badr Abady (2008) investigated the effect of IT on learning rates in an Iranian organisation. The authors conclude that IT systems, accompanied by face-to-face interactions, improved organisational learning because technological networking infrastructures are a reliable means of distributing knowledge, as well as knowledge documentation and standardisation of processes (p.57). This is in line with the March (1991, 1995) exploitative approach to learning, in which one fundamental task of IT systems is to assist firms in developing new knowledge through extensive search in industry trends (Hunter, 2003, p.6). Furthermore, Quresh et al. (2008) state that, although the human side of the organisation plays a pivotal role in fostering organisational learning, one cannot deny the significance of IT in managing tacit and explicit knowledge of firms – in the form of knowledge repositories, IT-based communication, and so on. More specifically, these scholars refer to previous research in which IT is viewed as an important enabler of organisational learning by means of ‘extending the human capacity of creating knowledge through the speed, memory extension and communication facilities of technology’ (p.15). 
The participants stated that updating IT infrastructures played a significant role in empowering SMEs to monitor the environment (KC8). According to Vrien (2004), organisations must be constantly obtaining information about their environment (including the government, customers, suppliers, and competitors) and processing it to develop effective strategies. The intelligence lifecycle is composed of multiple phases, including direction, collection, analysis, and dissemination of the processed information – in effect, knowledge. To ensure these phases are carried out smoothly, ICT infrastructures are necessary, as are structural and HR contingencies (p.3). In a similar vein, Mahdavipoya (2015) argues that appropriate investment in – and use of – IT systems has resulted in strategic differentiation of firms, through greater agility in adapting to environmental changes (p.29) and increased information-processing capabilities, which ultimately result in more integrated organisational processes. Likewise, in their study of Turkish SMEs, Wright et al. (2013) conclude that gathering, converting, and sharing information about the immediate and potential environment contributes to developing competitive advantage, thus the implementation of IT infrastructures could help SMEs to establish a better market position and support their operational and strategic intentions (p.6).
Finally, IT systems are believed to improve company-customer relationships by enabling better understanding of customers' explicit and latent needs (KC2). Although individual relationships with customers have been overshadowed by firms' concerns about mass production, technological breakthroughs now enable organisations to provide customised products and services to meet customers' specific needs. In fact, IT infrastructures – and, above all, CRM systems – are implemented to collect, analyse, and use customer information to design services finely tuned to each segment's specifications (Jayaganesh et al., 2004, p.2). Improved relationships with customers can lead to greater customer satisfaction and loyalty. CRM systems are considered a transformational element in the way companies interact with their customers – with IT-based systems a pivot, along with KM and data mining tools, DSS, ERP, and so on (Farzin & Rostam Abadi, 2014, p.160).
· Managing the organisational paradigm
Lord (2012) defines mental models as deeply rooted presuppositions about phenomena that limit one’s cognition to the familiar methods of doing things. However, such beliefs may lose efficacy over time and need to be questioned and altered (p.14). An issue of particular interest in the focus group was the mental paradigms (especially those of managers) regarding knowledge absorption and dissemination, and this was discussed from two angles: 1) managers' perceptions of the need to absorb new knowledge, especially external knowledge, and the necessity of detaching from obsolete knowledge in addition to organisational forgetting; and 2) individual mental paradigms regarding the distribution of know-how to other firms in the sales network and the belief that such knowledge collaborations also improve one’s own knowledge base. Since the present study highlights the importance of giving parallel attention to knowledge-absorptive and -disseminative capacity, managing mental paradigms can be considered an important prerequisite.
Taking a similar view, Celadon and Sbragia (2015) explain that absorptive capacity and open innovation affect one another interchangeably because culture (language, mental models, and learning) affects how an organisation can use external and internal sources of knowledge. In their definition of absorptive capacity, these authors focus on cognitive aspects of knowledge absorption and refer to them as a function of not only R&D, but also experiences, problem-solving, and current mental models within the firm (p.334). Furthermore, in their study on the relationship between absorptive capacity and radical innovation, Le Masson et al. (2011) refer to a model presented by Lane (2006), in which firm members’ mental models – along with processes, structures, and strategies to manage prior knowledge – are considered to impact the effectiveness of a firm’s knowledge exchanges (Figure 7.2). They also explain that, although these issues might be regarded as static by members, such design rules should be inevitably changed in the face of incremental innovations so as to increase absorptive capacity (p.4).
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Figure 7.2 The relationship between mental models and absorptive capacity (Le Masson et al., 2011)
The participants in the focus group stated that such shared cognition could have a positive impact on many of the knowledge challenges that required change measures to tackle them. Taking a similar view, Santos and Garcia (2006) argue that the individual who embarks on change initiatives plays a key role in change management. In the organisational context, it is usually top managers who are responsible for such decisions, hence the significance of their attitudes and mental models (p.306). As such, these authors conclude that favourable mental models regarding any organisational change programme (OCP) are key to the implementation stage and a function of managers’ perceptions of the short-term or long-term effects of such initiatives. As the previously identified knowledge challenges are areas in which change is necessary, the perspectives proposed by focus group members are certainly well justified. To give an example, the participants referred to the challenges of silo mentality (KC6) and low commitment of personnel to the defined goals and strategies (KC3). According to Xiang et al. (2013), developing a shared cognition – including task-relevant issues, information, and recommendations to other members – results in a better understanding of the goals and behaviours of other members. It also calls for a sense of integration of disparate knowledge held by each member into a unified body (p.1026), thus weakening silos. In fact, such shared mental models can trigger further sharing behaviours among members. In addition, Garrison (2014) explains that individuals opt to fulfil their self-connectedness by working in organisations with values and objectives congruent with their own. Such congruence results in higher levels of commitment and organisational satisfaction and a decreased churn rate of employees. 
Other challenges discussed include the low rate of learning and unfamiliarity with best practices due to the low degree of openness (KC1). In line with the distinction made between potential and realised absorptive capacity proposed by Zahra and George (2002), Cepada-Carrion et al. (undated) explain that potential absorptive capacity (acquisition and assimilation) deals with individuals’ internal cognitive processes, whereas realised absorptive capacity (transformation and exploitation) reflects the firm’s effectiveness in taking advantage of new knowledge in practice. As such, it can be concluded that potential absorptive capacity entails stereotypes, mental models, and mind sets. In contrast, realised absorptive capacity focuses on how to combine existing and new knowledge. According to these researchers, realised absorptive capacity is driven by potential capacity. Thus, if the organisational paradigm is positive for knowledge collaborations and change management, its absorptive and disseminative capacities are likely to increase. The authors also state that distorted mental models can negatively impact decision-making processes regarding change initiatives. To elucidate, it is burdensome for individuals – and organisations – to change their existing routines, due to lack of awareness of alternatives, mental shortcuts, and so on. In fact, potential absorptive capacity is path-dependent as a function of the prior experiences of members that are internalised as organisational mental models (p.7).
Due to the points mentioned above, organisational paradigms – or mental models – can be viewed as a major precondition to developing the knowledge-absorptive and -disseminative capacities of small firms at the inter-organisational level. Of course, some scholars consider mental models a part of – or tightly related to – organisational culture (e.g., Avnet, 2015; Glisson, 2015; Asci et al., 2016). Meanwhile, improving firms' capabilities in this regard positively affects both knowledge absorption and dissemination. Table 7.3 summarises the above discussions, referencing previous studies in each respect.

Table 7.3. Summary of the previous studies related to the prerequisites and knowledge challenges
	Pre-requisite 
	Associated knowledge challenges

	1. Openness towards the environment
Fried et al. (1999); Huanga and Elingb (2013); Alipour  et al. (2010); Mothe & Nguyen-Thi (2016); Roohi et al. (2016); Irajpour & Zabihi (2015); Sun et al. (2015)

* Moretti & Biancardi (2018)
	· Low rate of learning and unfamiliarity with industry trends and best practices (KC1)
Imamoglu et al. (2015)
· Superficial understanding of customer’s expectation and needs (KC2)
Olszak & Bartus (2013); Esmaeilpour et al. (2014); Ansaria & Riasib (2016); Delafrooz & Farzanfar (2016); Kesalkheh & Heydari (2015); Hanic & Domazet (2011)
· Inadequacy in outsourcing non-core activities (KC5)
Karimi et al. (2010)
· Silo mentality (KC6)
Alipour et al. 2010
· Poor environmental monitoring (KC8)
Nemeh (2002)

	2. Sharing vision and goals
Exposito-Langa et al. (2015b); Torkestani et al. (2014)


* Lynn and Kalay (2015)
	· Lack of commitment of the personnel to the defined strategies and goals (KC3)
Exposito-Langa et al. (2015 b); Kantabutra & Avery (2009)
· Lack of authority delegation and low tolerance of mistakes (KC7)
Chhotray et al. (2017)
· Inappropriate HR practices (KC9)
Fathollahi et al. (2014)

	3. Giving up inefficient routines and information
McAdam et al. (2014); Huang et al. (undated); Eryilmaz (2016); de Holan and Philips (2011)
	· Silo mentality (KC6)
Chowdhury (2005); Daellenbach & Davenport (2004)
· Lack of authority delegation and low tolerance of mistakes (KC7)
Hassanzadeh (2014)


	4. Development of an appropriate appraisal system
Neal et al. (2005); Lee & Wu (2010); Popaitoon & Popaitoon (2016); Aquino & de Castro (2017)


	· Low rate of learning and unfamiliarity with industry trends and best practices (KC1)
Popaitoon & Popaitoon (2016)
· Lack of commitment of personnel to defined strategies and goals (KC3)
Pervaiz et al. (2016); Tabouli et al. (2017)
· Low effectiveness of training programmes (KC4)
Westover (2008)
· Silo mentality (KC6)
Lee & Wu (2010); Popaitoon & Popaitoon (2016); Aquino & de Castro (2017); Easterby-Smith et al. (2008)
· Inappropriate HR practices (KC9)
Mollel et al. (2017)

	5. Updating IT infrastructures
Hoseinpoor et al. (2013); Sanayei at al. (2016); Wang et al. (2017); Kaewchur & Phusavat (2013); Gonzalez & Martins (2017); Aribi & Dupouet (2016); Nooshinfard & Nemati-Anaraki (2012)
	· Low rate of learning and unfamiliarity with industry trends and best practices (KC1)
Mousavi & Badr Abady (2008); Hunter (2003); Quresh et al. (2008);
· Superficial understanding of customers’ expectations and needs (KC2)
Jayaganesh et al. (2004); Farzin & Rostam Abadi (2014)
· Poor environmental monitoring (KC8)
Vrien (2004); Mahdavipoya (2015); Wright et al. (2013)

	6.Managing the organisational paradigm
Lord (2012); Celadon & Sbragia (2015); Le Masson et al. (2011); Avnet (2015); Glisson (2015); Asci et al. (2016)
	· Multiple aspects of organisations including: 
Santos & Garcia (2006)
· Low rate of learning and unfamiliarity with industry trends and best practices 
Cepada-Carrion et al. (undated)
· Low commitment of personnel to defined goals and strategies (KC3)
Garrison (2014)
Silo mentality (KC6)
Xiang et al. (2013)



7.3.2 Dimensions of the explanatory framework

· Dimension 1: Discovering external knowledge
 The first category identified by the participants in the focus group was the discovery of external knowledge, or, as referred to in the literature, knowledge exploration. Being a sub-dimension of potential absorptive capacity (introduced by Zahra & George, 2002), Luo et al. (2016) define knowledge exploration as an external quest for new knowledge beyond the existing expertise of the firm. They argue that many scholars have recently developed an interest in the concept, since engaging in external knowledge sourcing can potentially increase the innovation input of a firm (p.1). 
The respondents said that for the explorative dimension to be realised, two major practices must take place: the extraction of knowledge needs and the search for external knowledge. One manager argued that not all exploration actions should be purposeful, as exploring the environment alone could be a source of innovation, without necessarily identifying any purpose or need. In other words, although understanding knowledge needs is important and exploration initiatives could be commenced and guided by these needs, exploration of the environment should not aim solely to meet the specified needs or adhere to a predefined plan.
However, explorative measures impose costs on firms. In addition to the financial burden, a pool of HR and a large amount of time must be allocated to these activities. While such assets could be applied in an exploitation approach with short-term effects and a better chance of success for the firm, exploration is accompanied by more risks and a higher failure rate. This becomes critical in the case of SMEs, which are obliged to act with much sagacity in leveraging their limited resources. Hence, it is important to detect areas where the existing knowledge of the firm is insufficient (extracting knowledge needs) and accordingly choose appropriate knowledge sources beyond organisational borders (seeking external knowledge), before engaging in any explorative activity. This requires comprehension of the current knowledge repository, an understanding of the environmental trends that may possibly affect the firm’s performance, and updated means of communication and information-gathering to speed up explorative activities of the firm. 
Bessant and Trifilova (2017) explain that although knowledge was previously thought to be static in nature and thus capable of being stocked for later use, the emergence of a paradigm such as open innovation ‘redefines the boundary of the firm and its surrounding environment, making the firm more porous and embedded in loosely coupled networks of different actors, collectively and individually working towards commercializing new knowledge’ (p.1095). 
As noted in the findings chapter, the participants argued that, to discover new knowledge, organisations must first identify their knowledge needs and decide where and how to seek alternative sources of knowledge. To achieve this, a certain level of openness in the everyday practices of the employees is required, as well as in the strategic approaches adopted by the firms. Similarly, it is argued that a determining factor in the success of external sourcing is how receptive firms are to knowledge inflows from the environment. Due to the increasing significance of innovation, firms have sought to open up their processes to the environment, not only making use of their internal capacities to perform their core operations, but also leveraging external knowledge. Such a shift enables firms to complement their inbound R&D activities with the knowledge gathered from the environment (Mothe & Nguyen-Thi, 2016, p.1).
The participants emphasised that the development of a shared vision at the intra and inter-organisational levels contributes to the effectiveness of external knowledge sourcing. Likewise, Paliszkiewicz et al. (2017) state that despite its numerous advantages, acquiring external knowledge can be very costly for firms, since it does not necessarily lead to effective sharing and implementation of new valuable knowledge, having a failure rate of 60-80%. This highlights the significance of a shared vision that triggers members and firms to engage in explorative activities. In fact, collectively striving to explore knowledge outside the firm requires a binding factor among members at an intra-organisational level (and among firms within the sales network of small firms). 
For the participants, updating IT infrastructures was critical to the process of locating external knowledge. The ability to gain access to information about rapidly changing markets is a major ingredient of exploration. This can be achieved through the application of technological means of communication, such as IT systems. In this regard, different dimensions of IT (IT KM, IT infrastructures (IT objects), IT operations, etc.) are considered an indication of a firm’s ability to absorb, comprehend, and process the information derived from external sources of knowledge (customers, markets, suppliers, etc.) (Perez-Arostegui et al., 2013, p.5). Drosos et al. (2016) assign equal weight to KM practices and KM systems (technology and IT tools) in the process of knowledge exploration and creation, stating that while the transfer of explicit knowledge is highly accelerated through the use of technology, tacit knowledge – which deals with the interpretation of information – resides in the ability of individuals to use such systems (p.400). 
Similarly, Gonzales and de Melo (2018) state that IT cannot independently lead to effective KM and should be considered a facilitator of knowledge activities in parallel with the degree of autonomy, the development of a learning culture, the existence of a collaborative leadership style, and the implementation of appropriate HR practices (p.5). In their review of other studies, these authors conclude that various IT tools and techniques (ranging from data warehousing and data mining to internet, intranet, video conferences, etc.) provide better chances of access to new sources of knowledge that are not affected by traditional organisational barriers. However, successful KM initiatives depend largely on the intent and skills of individuals to expand the knowledge base of their firms as well as their ability to gain insight from such new knowledge (p.6). 
· [bookmark: _Toc24748434]Dimension 2: Converting the newly absorbed knowledge
The second category of knowledge capacities identified in the focus group was ‘converting the newly absorbed knowledge’ – known as ‘knowledge integration’ in previous research. The discussions in the focus group suggested that converting the newly absorbed knowledge is not only critical, but also acts as a bottleneck for knowledge absorption due to various factors. (1) Although it was emphasised that this step is significant, it is not often considered by managers and staff and is usually missed in learning and knowledge-absorption initiatives. In practice, small firms explore the environment for new ideas and knowledge and seek to identify and extract their knowledge needs; but problems occur when integrating new knowledge with their needs. The ability of small firms to transform new knowledge is thus the weak point in learning processes. (2) Small firms struggle to abandon old methods due to their staff’s lack of motivation to support change programmes. This is another reason for their weakness in transforming new knowledge in their practices. 
Javanmardi and Mohannak (2017) note that knowledge integration has attracted the attention of scholars in recent years, due particularly to its significant role in the development of competitive advantage. From a knowledge-based perspective, integrating individuals' know-how at affordable costs is very important because, this theory proposes, the success of a firm is closely tied to its ability to integrate such individual knowledge at various levels. Similarly, in the theory of knowledge integration, despite the specialist knowledge of individuals bringing economic value, an organisation cannot survive and be competitive if it lacks the necessary capabilities to effectively integrate such knowledge. In fact, knowledge integration is paramount, such that it is seen as a key organisational capability for creating value (p.2).
Hussain (2017) states that the rationale for the existence of firms is the integration of individuals’ specialist knowledge regarding the production of goods and services with the ultimate results in the form of an ongoing process (p.42). Knowledge integration is not confined within the boundaries of a team. Rather, the study of its dynamics within or even outside the organisations is equally crucial. As such, knowledge integration is a combination of the capacity of firms to create and exchange knowledge. At an inter-organisational level, knowledge integration is the mechanisms a firm uses to identify and utilise internal and external knowledge resources (Javanmardi & Mohannak, 2017, p.3).
Heterogeneity is a certain characteristic of the knowledge of organisational members. However, integrative mechanisms are necessary if the identification of required knowledge is to result in coordinating and utilising current and new knowledge. Hussain (2017) explains that knowledge integration takes two different modes: vertical integration (among current knowledge resources) and horizontal (between externally acquired knowledge and the existing knowledge of the firm). Meanwhile, in coping with increased environmental uncertainty and competition, both forms are necessary to add to the dynamism of organisations. In fact, firms – regardless of their size – today have no alternative but to be constantly acting as learning entities, sharing knowledge and collectively increasing their abilities (p.43).
With this in mind, the second set of capacities generated by the participants (knowledge conversion) included understanding external knowledge and converting it to useful knowledge as main processes, and abandoning inefficient routines and developing an appropriate appraisal system as the prerequisites. Huange and Newell (2003) define knowledge integration as ‘an ongoing collective process of constructing, articulating and redefining shared beliefs through social interaction of organizational members’ (Javanmardi & Mohannak, 2017, p.3). Jin and Kotlarsky (2012) believe poor understanding of new knowledge and organisational rigidity, among other factors, can strongly impede knowledge conversion (p.13). As such, the conversion of newly absorbed knowledge requires firms to break the inertia and accept that some portions of their status quo hinder (or even impede) the assimilation and transformation of new knowledge. Such a conceptualisation of knowledge integration highlights the need for the motivation to share knowledge as well. In other words, members should not only be able, but also willing to exchange their knowledge meaningfully and create new knowledge (Javanmardi & Mohannak, 2017, p.3). 
In the same vein, knowledge integration obliges a shift in the daily routines and habits of the firms. This can create a psychological switching cost for the firms and their members, as well as the need to update their current knowledge before they can adapt to the new procedures. Additionally, Gonzalez and de Melo (2017) state that organisational learning necessitates changes in the cognition of the firms. To transform the culture of an organisation into a collaborative one, the behavioural patterns, values, and beliefs of the members, as well as organisational procedures, must undergo specific modifications (p.5) to facilitate knowledge integration. This explains the necessity of applying motivational practices and assessing employees’ performance based on their participation in this regard. 
When the current knowledge of a firm is not sufficient to meet increasing complexities, the organisation’s responsiveness to environmental ambiguity can  be improved by an extension to the existing knowledge repository (internal development of the firm's knowledge) or the addition of a matching line of knowledge (gaining access to and understanding external knowledge). This can be achieved by effectively combining the two modules. In fact, the higher the integration rate of knowledge, the better the performance of the firm. It should also be noted that taking advantage of both internal and external sources of knowledge and integrating them into new knowledge decreases the risk of imitation by competitors (Hussain, 2017, p.43). 
A distinctive aspect of this terminology in the literature is that what is here considered converting the newly absorbed knowledge is in many previous studies referred to by two separate and sequential constructs; namely, ‘knowledge assimilation’ (as a sub-dimension of potential absorptive capacity) and ‘knowledge transformation’ (a sub-dimension of realised absorptive capacity). This is in line with the mechanisms identified by the participants for knowledge integration (i.e., understanding external knowledge and converting it to useful knowledge). Onwizuligbo (2017) states that such a division (Figure 7.3) reflects the interrelation between potential and realised absorptive capacity, meaning that in order to successfully implement the new knowledge, firms must first acquire such knowledge (p.13). However, it is logical to construe these two constructs as complementary; thus, in the absence of either of the two, the other capability is a pointless effort that leads to the waste of organisational resources. As such, in this research, knowledge assimilation and knowledge transformation are jointly labelled as knowledge conversion. 
Previous scholars have emphasised the need to ‘unlearn’ or forget obsolete knowledge before new knowledge is appropriately converted for future use. For instance, Fernandez and Sune (2009) quote Nystrom and Starbuck (1984), saying that, ‘Before organisations will try new ideas, they must unlearn old ones by discovering their inadequacies and then discarding them’. According to these scholars, forgetting takes place in two different formats, depending on the level of intentionality of the forgetting: knowledge depreciation (with an unconscious nature) and active forgetting (which includes the deliberate actions of the organisation before engaging in learning). The significance of the second stream is clear when we consider that learning cannot happen before unlearning takes place and is, in fact, a prerequisite for learning (p.622). However, since abandoning previously used practices requires fighting inertia at both the individual and organisational levels and creating distance from the status quo, appropriate incentives should be developed so that members are more inclined to take on the burden of change. 
Kaplan and Henderson (1995) refer to organisational rigidities and inertia and state that, in addition to concerns about the tasks to be done, attention should be paid to the rewards of change taking place (509). Similarly, Galan et al. (undated) argue that, for change to be made to organisational routines, incentive systems should be defined that allow for explorative and exploitative measures to co-evolve. Meanwhile, the degree of the innovativeness in the environment determines the weight given to each of these dimensions (p.1).

[bookmark: _Toc502577623][bookmark: _Toc502639254][bookmark: _Toc502653734]Figure 7.3 Absorptive capacity (Onwizuligbo, 2017)
· [bookmark: _Toc24748435]Dimension 3: Applying the converted knowledge
The practical application of the converted knowledge was the most important dimension of the explanatory framework, from the participants' point of view, since the commercial end of knowledge absorption is realised by exploiting integrated knowledge. During the interviews and the focus group session, the integration capacity was not considered in depth and, in some interviews, it was described as part of knowledge exploitation. However, the difference between these two dimensions is important because different abilities should be developed to improve them. Knowledge integration emphasises the ability to understand external knowledge and add it to the current knowledge. In contrast, exploitation focuses on commercialisation of the newly converted knowledge. In this respect, the respondents also stated that learning processes and knowledge absorption initiatives deliver measurable value for small firms.
In support of an exploitative approach which emphasises the use of internal capabilities to gain competitive advantage, March (1991) concludes that exploitation is usually preferred because it leads to clear results in much shorter periods of time. In addition, the concept of path-dependency means lower costs, fewer risks, and a shorter time to reach customers, in comparison with the exploration of new areas of expertise. As such, exploitation has long been regarded as a safe alternative with which to achieve desirable performance (Hammady et al., 2013, p.198). 
Cohen and Levinthal (1990) demonstrate that effective knowledge absorption requires previous successful learning in a relevant field. Also, the provision of knowledge serves as a means to enhance absorptive capacity. Similarly, it is argued that repeating successful experiences can enhance a firm’s absorptive capacity. Such path-dependent learning ties absorptive capacity with an organisation’s exploitative activities (Hammady et al., 2013, p.196). 
Two major processes in this dimension (sharing knowledge and information (sharing) and improving performance by using knowledge (application)) were tangible for the managers. With respect to the role of sharing new knowledge in the practice of the firms, Zalk et al. (2011) conclude that the true aim of all KM initiatives within firms is improving organisational performance. For this to happen, knowledge exchanges between members should be strengthened. In fact, as suggested by the previous literature, the effectiveness of firms is largely a function of their success in encouraging employees to share and use their knowledge (p.4). Likewise, Shaghaei and Turgay (2013) point out that sharing knowledge is an integral part of the KM activities that enable firms to respond to environmental changes and make better decisions (p.143). 
Larraneta et al. (2016) propose a model of the firm lifecycle, in which dimensions of absorptive capacity (potential and realised) are transferred into the organisational knowledge base or memory, such that they are implemented in everyday operations and strategic decision-making processes with recognisable impact on overall performance (p.4). Similarly, Liu et al. (2018) state that access to new sources of knowledge should be translated into real advantages for firms. This is accomplished by using new ideas and skills to develop specific capabilities aimed at performance improvement (p.1788). In the interim, successful implementation of these mechanisms requires the provision of certain prerequisites at the firm and/or inter-organisational level of small firms; namely, updating IT and IS infrastructures to facilitate interactions between members and optimal conduct of working procedures, as well as discarding obsolete knowledge and routines so that new knowledge can be properly injected into key activities and operations.
Hammady et al. (2013) argue that experience and success are interdependent. Appropriate storage of positive experiences – through IT-based capabilities or as the firm’s tacit knowledge – to avoid mistakes and use valuable parts of the existing knowledge is helpful in this regard. This also calls for an evaluative system to distinguish useful knowledge from that which is outdated or inapplicable. In a similar vein, previous researchers have observed that embedded knowledge can have significant impact on a firm’s later activities. Due to the path-dependency inherent in the concept of organisational performance, firms prefer to reuse and reconfigure their current resources, rather than creating entirely new sets of knowledge. Another aspect of exploitation that distinguishes it from exploration is its significance in incremental innovation; in effect, improvements made to existing products and services, based on the organisation’s current knowledge (p.198). 
The importance of knowledge exploitation was thus stressed by interviewees, more so than that of other dimensions and capacities. The participants also argued that abandoning inefficient routines and updating IT structures are of paramount importance for easing knowledge-sharing and ultimately improving the performance of the firm. 
Previous studies suggest that what is dangerous in exploitation is overemphasis on routines and mechanisms that, after some time, fail to match the rapid changes in the environment, but are nevertheless preferred by the members due to their previous successes. A related concept in this regard is the ‘competency trap’. In a figurative way, Liu (2006) describes firms that are trapped by their existing and yet not-any-more-effective competencies as ‘a lobster that works its way into the inner chamber chasing the bait only to discover that they can eat but cannot escape’ (p.147).
The unrealistic perceptions of managers regarding the continuation of their achievements were also discussed in the interviews and focus group meeting as a serious problem. It was asserted that, in many cases, managers believe their current knowledge and processes are infallible and will suffice to deal with rapid changes and external dynamism – a belief which is wrong, but triggered by their success in previous marketing and sales activities.
Indeed, a firm’s exploitative capability is crucial for improving performance. However, as discussed by the participants in this research, firms need to identify which processes and practices should be abolished for current or future activities. In fact, to effectively exploit the internal capabilities and resources of a firm in its current and upcoming operations, such resources need to be filtered and reconfigured. This includes concepts such as organisational forgetting and unlearning. Huang et al. (undated) define organisational forgetting as a means by which organisations may remove their obsolete knowledge and challenge pre-determined values to facilitate environmental adaptation (p.2). 
In a similar vein, Eryilmaz (2016) states to capture the notion of organisational learning and forgetting, a clear definition of organisational memory is helpful. Organisational memory consists of a collection of mechanisms that gather, store, and retain the experiences of organisations. He defines organisational forgetting as ‘the loss, voluntary or otherwise, of organisational knowledge’. Various scholars argue that both organisational learning and forgetting are deemed necessary for the success of organisations in exploiting their resources (p.66). When firms actively engage in organisational forgetting, they free up space into which they can absorb and assimilate new knowledge. This enables the firms to achieve higher levels of performance through the removal of outdated routines, and consequently motivates the firm to take practical advantage of the newly absorbed knowledge through subsequent improvements in performance. 
In addition, the provision of user-friendly tools (such as IT-based technologies) that serve the timely accumulation and amalgamation of individual knowledge in a knowledge pool at the firm, or even on the inter-firm level, can support a sharing atmosphere in and among organisations. Updating IT infrastructures is a priority for managers to ensure effective exploitation of their knowledge assets, as this enables members to access the current knowledge repository of the firm. According to Kaewchur and Phusavat (2013), in recent years, IT has been mentioned as an important supporting element that can increase organisational performance and innovation. They also propose four factors that affect knowledge-sharing and usage: culture, structure, people, and technology. IT infrastructure, IT know-how, and IT-support are the most important in this respect (p.181). Furthermore, in their study of the relationship between IT systems and the ambidexterity of firms, Revilla et al. (2011) found that IT infrastructures serve a dual purpose. On one hand, such systems automate organisational routines and activities, such as knowledge-sharing and storage, which provides members with access to more knowledge at lower costs – both from a financial and psychological perspective. On the other hand, they act as supporting technologies for decision-making, as they connect and integrate knowledge collaborations at different levels (p.4).

· [bookmark: _Toc24748436]Dimension 4: Distributing knowledge
The last set of capabilities identified by the participants concerned the distribution of the existing knowledge at the inter-firm level – in effect, knowledge dissemination, as suggested by many previous scholars. Although, historically, organisations were encouraged to rely on their unique internal competencies to gain competitive advantage, Cohen (1998) states that even minor knowledge collaboration between firms can assist them in achieving this objective, which is why the investigation of knowledge dissemination at an inter-organisational level is on the increase (Lobbecke, 2016, p.4). In a related approach, Mariotti (2012) considers inter-firm learning a key factor in ensuring the survival and competitiveness of firms, emphasising learning through collaborating, observing, and importing their ways of doing things, which reflects the significance of knowledge dissemination among different players.
Simply put, knowledge dissemination demonstrates a firm's knowledge-based interactions with the environment. Reviewing the configuration of inter-organisational knowledge dissemination, Lobbeck et al. (2016) claim that bilateral sharing of tacit knowledge mainly rests upon the equal participation of firms in knowledge collaborations. However, the quality and practicality of the knowledge being disseminated and the possibility of conflicting interests may shorten the life of such co-operations. They further argue that the formation of strong harmonious ties and commitment to the common objectives of the group engaged in knowledge-sharing can be helpful, since it injects a sense of union among member firms to exchange their know-how (p.7). It is thus logical to assume that dissemination has two-fold effects: (1) it improves interactions beyond the boundaries of small firms and supports the formation of their network; and (2) it supports the effectiveness of knowledge exploration, integration, and exploitation.
Despite its increasing prevalence, inter-organisational knowledge dissemination raises contradictory concerns for firms. On one hand, such an approach can help firms to access scarce resources and leverage business opportunities in a more cost-effective manner. On the other hand, there is a risk of opportunistic behaviours by the parties, which could turn the cooperation into conflict. As such, knowledge dissemination has become a competitive paradox, which means that the possibility of reaping the rewards of such knowledge exchanges is accompanied by the risk of losing one's own benefits (Lobbecke et al., 2016, p.5).
In a similar vein, Cernaite and Sudintaite (2012) view interorganisational networks as catalysts for effective knowledge dissemination through collaboration. However, they refer to the dark side of knowledge-sharing, stating that in many cases, organisations view such processes as time-consuming and costly, without the timely production of tangible results (p.14). 
Likewise, in their study of R&D alliances, Feller et al. (2013) explain that knowledge collaboration can assist firms with the problem of constant renewal. However, they also refer to barriers that hamper the emergence of learning communities. The barriers in this regard are the physical distance between the firms, resulting in reduced face-to-face communication, and a lack of commitment by firms or their members to the multiplicity of the projects and issues they handle simultaneously (p.318). 
With these points in mind, one can conclude that, at both the intra- and inter-organisational levels, knowledge dissemination can be supported by updating IT structures to solve the physical distance problem and facilitate communication. In accordance with the structural dimension of social capital theory proposed by Tsai and Ghoshal (1998), one basic sub-dimension can be considered in effective knowledge dissemination; namely, a systematic approach towards the issue, in which knowledge-sharing is studied by focusing on virtual or IT (Cernaite & Sudintaite, 2012, p.15). Using IT systems as a means of communication not only speeds up knowledge exchanges among members and within the sales network, but also tackles the problems caused by the physical distance between parties. In addition, one might reason that such a shared vision would increase the sense of unity within firms, reducing the possibility of unethical behaviours by members and firms and solving the paradoxes discussed above (Lobbecke et al., 2016, p.7; Feller et al., 2013, p.318). This is very close to the creation of a shared mental model. 
A shared mental model can be defined as ‘a framework or schema of a particular environment or domain held by members of the same group’ (Matteson, 2015, 57). While the notion of a shared mental model has been studied predominantly in the context of teams and groups, it is inferred that such models can also benefit firms' performance in knowledge collaborations, taking each single firm as a member of a bigger team (i.e., the sales network of small firms in this research). According to Scheutz et al. (2017), behavioural research indicates that team members can better coordinate and perform their activities when they take into account each other's goals and values (p.203). Indeed, successfully applying such a mechanism will ease the previously mentioned burdens of knowledge dissemination not only within small firms but also at the inter-organisational level.
One final remark about the present study is that the participants in this research did not distinguish between potential and realised absorptive capacity. In the same vein, the discussions in the focus group showed that although different dimensions and processes of knowledge-absorptive capacity can be seen as a cycle, in practice they do not occur consecutively as distinct phases. In other words, the four dimensions mentioned in the literature cannot be categorised into two separate dimensions; namely, potential and realised absorptive capacity. Additionally, the output of the research did not differentiate between assimilation and transformation, referring to the capability of ‘converting the newly absorbed knowledge’. Table 7.4 summarises the previous studies related to the discussions presented in this sub-section.


Table 7.4 Previous studies related to the dimensions of the research framework
	Dimension
	Main processes
	Pre-requisites

	1.Discovering external knowledge

	Extracting knowledge needs
Bessant & Trifilova (2017)


Looking for external knowledge
Mothe & Nguyen-Thi (2016)
	· Openness towards the environment 
Mothe & Nguyen-Thi (2016); Bessant & Trifilova (2017)

	
	
	· Developing shared vision and goals 
Paliszkiewicz et al. (2017)

	
	
	· Updating IT infrastructures
Arostegui et al. (2013); Drosos et al. (2016); Gonzales & de Melo (2018)

	2. Converting the newly absorbed knowledge
	Understanding external knowledge
Hussain (2017); Jin & Kotlarsky (2012)

Converting to useful knowledge 
Javanmardi & Mohannak (2017); Hussain (2017)
	· Giving up the inefficient routines and information
Fernandez & Sune (2009); Lei et al. (2009)

	
	
	· Development of an appropriate appraisal system
Galan et al. (undated); Kaplan & Henderson (1995)

	3. Applying the converted knowledge
	Sharing information and knowledge
Zalk et al. (2011); Shaghaei & Turgay (2013)

Improving performance by new knowledge 
Larraneta et al. (2016); Liu et al. (2018)
	· Updating IT infrastructures
Kaewchur & Phusavat (2013); Revilla et al. (2011)

	
	
	· Giving up inefficient routines and information
Hammady et al. (2013); Liu (2006); Huang et al. (undated); Eryilmaz (2016)

	4. Distributing knowledge
	Distributing the existing knowledge
Lobbecke (2016); Mariotti (2012); Cernaite & Sudintaite; Feller et al. (2013)
	· Managing the organisational paradigm
Matteson (2015)

	
	
	· Sharing vision and goals 
Scheutz et al. (2017)

	
	
	· Updating IT infrastructures
Feller et al. (2013); Lobbecke (2016)



[bookmark: _Toc24748437]7.4 Distinctive features of the explanatory framework
This research is distinct from other studies in this area due to its concurrent focus on knowledge absorption and knowledge dissemination. The results reveal that, at the inter-organisational level of small firms, these two capacities cannot be separated and that knowledge absorption in such firms will fail to materialise unless both capacities are nurtured. 
Interestingly, there are both similarities and differences between the above-mentioned output (presented in three layers) and the literature. In most of the previous frameworks of knowledge-absorption capacity (Camison & Forés, 2010), four major capacities are proposed. In contrast, the data analysis in this research has led to the identification of three dimensions. More importantly, it highlights that disseminating and absorbing knowledge are inseparable concepts. In other words, where the literature assumes knowledge disseminative is an independent capacity, the findings of this research suggest that it is actually the fourth dimension of knowledge absorption at the inter-organisational level of small firms. Finally, while the current literature mostly adopts a linear order for these capacities, this research identifies the inter-dependencies among the elements that generate absorptive capacity at intra- and inter-organisational levels (Table 7.5).
[bookmark: _Toc502577813][bookmark: _Toc502639286][bookmark: _Toc502653766]Table 7.5 Theoretical correspondence between research findings and previous models (similarities and differences)
	Dimensions of knowledge-absorptive capacity

	Based on the literature
	Based on the findings of this research
	Description

	Acquisition: Rowley (2001); Freeze & Kulkami (2007); King (2008a)
	Discovering external knowledge
	A firm’s capability to identify and acquire external knowledge

	Assimilation: Zack (1999); Lane & Lubatkin (1998)
	Converting the newly acquired knowledge
	The processes of a firm that allow it to analyse, process, interpret, and understand the acquired external knowledge and to combine existing and assimilated knowledge

	Transformation: Alavi & Leidner (2001); Nonaka & Takeuchi (1995); Wong & Aspinwall (2004)
	
	

	Exploitation (Application or Utilisation)
Rich (1997); Wong & Aspinwall (2004); Lee et al. (2005)
	Applying converted knowledge
	The processes of a firm that enhance existing competencies or develop new ones by incorporating the transformed knowledge into its operations

	
	Distributing knowledge 
	A firm’s ability to contextualise, format, adapt, translate, and diffuse knowledge through different networks


[bookmark: _Toc502577625][bookmark: _Toc502639256][bookmark: _Toc502653736]Taking a process perspective of these main dimensions, the movement from knowledge exploration to knowledge integration and subsequently knowledge exploitation is well supported by the findings of this study and the existing literature. However, this research also reveals that the knowledge developed as a result of the firm's operations not only acts as a driver to absorb further knowledge, but can also be disseminated at the inter-organisational level of small firms. In other words, in addition to the knowledge-absorption process and knowledge exploitation, its dissemination on a constant basis within the sales network is paramount. Such deliberate dissemination of knowledge at the inter-organisational level is another driver of further knowledge exploration. Of particular significance is the categorisation of each dimension, developing one or two processes in each case, ranging from extracting knowledge needs and looking for external knowledge to improving performance by applying new knowledge and sharing it with other firms within the network. In addition, there are preconditions for facilitating the knowledge absorption and dissemination development in small firms and their sales network. Indeed, these are the capabilities that small firms should strengthen to support the processes and implement the necessary knowledge capacities. Finally, Figure 7.4 depicts this framework, including the relationship between dimensions (capacities), processes, and preconditions of knowledge-absorptive and -disseminative capacities in the sales network of small firms. 
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Figure ‎7.4 The explanatory framework of knowledge-absorptive and -disseminative capacity
Unlike the RBV approach, which focuses on improving the existing capabilities of organisations to respond to environmental changes, the proposed framework in this study centres around absorbing new knowledge from the environment and the constant interaction with alternative sources of knowledge outside the firm's borders. KM models often adopt an RBV approach, with an emphasis on storage, sharing, and implementation of current knowledge. In contrast, the framework developed in this research focuses on the future capabilities of firms, as well as absorbing new knowledge. Thus, dissemination of the firm's capabilities and knowledge back into the environment is welcomed. To elaborate, no knowledge could provide sustainable competitive advantage for the organisation, considering the high volatility and dynamism of the current business world. Thus, absorbing and implementing knowledge should be seen as a never-ending process. This highlights the significance of organisational capacity to engage in knowledge distribution. As elucidated in the framework, this capacity not only facilitates the identification of new knowledge through environmental interactions, but also supports the organisation in the face of the short-lived competitive advantages resulting from knowledge acquisition. In fact, distributing knowledge at the inter-firm level shields firms from becoming trapped into habits, as well as focusing on their current knowledge and ignoring rapid environmental changes.
In contrast to the RBV approach, the dynamic capability (DC) approach has more conceptual overlap with knowledge absorption. Sensitivity to environmental changes and identification of opportunities, the ability to gain new knowledge, learn the absorbed knowledge or integrate it with existing knowledge, and finally to implement such knowledge into working procedures are the main components of the notion of dynamic capabilities. Despite the similarities between the models in this realm and the proposed framework, the bilateral interaction with the environment seems to have received little attention DC. For instance, Wang and Ahmed (2007), Noblet et al. (2011), Wang and Li (2013), and (Zhou et al., 2017) focus on the dynamic nature of the capabilities of firms, as well as the on-going learning and absorbing of new knowledge. In contrast, the findings of this research underline the equal weight that should be assigned to knowledge absorption and distribution into the environment – which is not supported by previous studies. 
In many previous studies – including Lichtenthaler (2016), Cohen and Levinthal (1990), Camisón and Forés (2010), and Le Masson et al. (2011) – prior knowledge is a prerequisite for effective knowledge absorption, a presumption challenged in the present research. In other words, discovering new knowledge should not be limited to current areas of expertise, which in turn overshadows the significance of prior knowledge in comparison with existing models. Of course, as Gupta et al. (2000) and Cohen and Levinthal (1990) argue, attention to prior knowledge is a precondition for effective identification, assessment, and assimilation of new knowledge. However, the results of this research suggest that prior knowledge is not necessarily a precondition for absorbing new knowledge, considering the rate of environmental change. 
Cohen and Levinthal (1990), Zahra and George (2002), and Camisón and Forés (2010) emphasise the importance of improving internal processes to facilitate knowledge absorption. Although some of these processes are categorised in this research as absorption or distribution mechanisms, the findings do not support the view that absorbing or distributing knowledge occurs as a predetermined flow of processes. While knowledge absorption and distribution can be realised through the identified processes in the framework, they are not limited in nature and can take place spontaneously. In this regard, many of the decisions made in small firms are not based on collecting and analysing data but rather originate from the managerial insight and preliminary comprehension of environmental opportunities and ideas. As such, the processes identified within the framework do not necessarily follow a specific order for absorbing and implementing new knowledge. In many cases, the manager does not incorporate into the firm's procedures the new knowledge to which he has been exposed, although such knowledge is used in the decision-making process. 
Another differentiating point of this research relates to potential and realised absorptive capacity. These concepts are treated as distinct in many of the existing studies. The potential dimension includes acquisition and assimilation, without necessarily putting the new knowledge into practice. In contrast, the realised dimension deals with how to implement prior and absorbed knowledge resources in daily routines and processes by restricting efforts. However, the findings of this research indicate that drawing a clear distinction between these two is not an easy task. This is due primarily to the increasing speed of external change and the growing complexity of knowledge interactions, which means that knowledge absorption and implementation can potentially happen simultaneously. Specifically, in this research, organisational borders are not considered as strong as they are in previous models, and internal processes fail to fully reflect the capacities presented in this framework.
As discussed, knowledge absorption and distribution on an inter-organisational level are considered independent capacities. However, the results of this study suggest that they are components of a single phenomenon. This implies that separating these dimensions into complex environments within the context of SMEs may lead to misconceptions. In addition, scholars such as Oukes (2013) propose that firms engage in knowledge-sharing activities to reduce costs and risks or to improve their access to knowledge resources in order to develop markets and innovate. Previous authors conclude that sharing knowledge resources and using the infrastructures of other firms are good motivators for participation in knowledge collaborations. Although these reasons are acknowledged in the present research, it is emphasised that main motive for doing so is that knowledge-absorptive capacity cannot be boosted in the absence of well-developed knowledge-distribution capacity.

[bookmark: _Toc24748438][bookmark: _Toc502577314]7.5 Exploring absorptive capacity in the Iranian insurance industry
To further evaluate the output of the present research, previous studies of knowledge absorption in the Iranian insurance industry were explored. Although knowledge absorption has long been discussed in the literature, few studies have explored it within the specified context. This may be, in large part, due to the macro conditions of the country (political sanctions, economic instability, cultural barriers, and so on), as well as the long history of governmental interference in this field, which has imposed traditional management approaches on firms and failed to respect the importance of innovation and alternative sources of knowledge in the development of insurance products and services. It should also be mentioned that, during the period in which this study was being conducted, to the best of the researcher's knowledge, no other research was conducted to explore knowledge absorption at the intra- and inter-organisational levels and based on the contextual specifications of the insurance industry in Iran, using a qualitative approach.
Atighi and Golrad (2016) investigated the role of KM processes in innovation improvement in ‘Parsian’, a privately-owned insurance firm in Iran. The authors developed a questionnaire, comprising 24 items on KM and 15 on organisational innovation, the output of which were analysed using SPSS and LISREL. The results showed that KM processes (including acquisition, generation, storage, distribution, and application) are meaningfully correlated with the innovative performance of the firm. With the existing and/or emerging trends in the insurance industry in Iran urging increasing corporate attention to innovative performance, the significance of absorptive capacity and its components is highlighted in this research, thus supporting the rationale for the objectives of the present study. 
Due to the significant role of middle managers in the organisational hierarchy, and their extensive communication with top managers and employees, Ahmadi et al. (2016) conducted research on the factors influencing the knowledge-sharing behaviours of these managers in the Iranian insurance industry. The study aimed to identify the obstacles to knowledge dissemination throughout the firm, as well as the individual and organisational capabilities required for effective distribution of know-how. Through a review of the literature, these researchers identified several challenges in this regard, such as a lack of managerial support for knowledge-sharing at the individual and organisational levels, excessive focus on hierarchy, formal communication which limits flexibility, the absence of formal and informal spaces to exchange knowledge, poor incentives, an extremely competitive atmosphere within the firm that encourages individuals to view knowledge as a source of power, and the physical distance between units. In addition, this study investigated the significance of differences in functional areas, years of experience, and age of employees as individual factors affecting one's tendency to share knowledge. It was also stated that organisational type (public or private), type of activity (service or product-oriented), and the complexity and dynamism of customers' needs can influence the degree to which middle managers engage in such initiatives. 
Despite the insights provided by this study, major methodological and theoretical questions arise. For example, while they claim their sample consists only of middle managers in the insurance industry (as a service context), they argue that the findings indicate knowledge behaviours are different in manufacturing and service firms. In addition, no explanation is provided of the criteria for selecting the participants or how they were categorised based on their experience or age, while the findings emphasise the influence of these factors in knowledge exchanges. 
In their study of Bimeh Asia (an Asian insurance company), Rahmati Nodehi et al. (2015) argue that HR, IT and ICT tools, and managerial support can significantly affect the success of KM. However, their findings indicate that organisational structure does not have a meaningful relationship with the effectiveness of KM. Similar to the present study, the work of these scholars also concludes that creating a trust-based atmosphere can facilitate team-building and collaboration in this respect.
In a more comprehensive effort, Refoua et al. (2013) studied the infrastructures required to implement knowledge collaborations at various levels and assessed the maturity of the Iranian insurance industry. Through an extensive literature review, the authors identified 68 factors, grouped into eight categories. The Delphi method was applied to finalise the categories and sub-categories. They found HR to be the most important infrastructure in knowledge-sharing. Although knowledge can be disseminated at the individual, group, or organisational levels, the first is the basis for the two others. In fact, if individual knowledge is not accessible by others, it will not improve overall performance. In addition to HR, organisational infrastructures including knowledge-dissemination facilities, culture, managerial attitudes, knowledge-sharing strategies, organisational hierarchy, rewards, and corporate strategy should be considered. Referring to current literature, they state that the success of knowledge-sharing initiatives is deeply tied to the support of top managers who view knowledge as a source of competitive advantage. Flexibility in the firm's architecture facilitates communication, both inside and outside the organisational borders, as well as speeding up the decision-making process. Similarly, the existence of an open culture can significantly increase knowledge-sharing effectiveness since knowledge is applied only when it is in line with the norms and values of the firm. In this regard, appropriate incentives (financial and non-financial) are very helpful. Incorporating knowledge activities into the strategy of the firm was found to be another important element in the success of KM practices, as this crystallises the organisation’s expectations of its employees. Finally, IT systems were found to positively influence knowledge-sharing behaviours. A major contribution of this research is its measurement of the maturity level of the Iranian insurance industry with respect to these elements. The results indicate that organisational infrastructures were the most prepared (3.207), followed by IT (3.124), knowledge-sharing infrastructures (3.066), and HR (2.868). 
Despite the congruence between the findings of their research and the present study, some points require further consideration. For instance, Refoua et al. (2013) limit their work to the intra-organisational context; while, as part of an ecosystem, SMEs need to engage in knowledge collaborations on a broader scale, which is a pivotal ingredient of this study. In fact, if knowledge is not accessible at an inter-organisational scale, such collaborations will soon fade away. The researchers also undermine the role of active forgetting as a prerequisite to knowledge absorption and state that only knowledge that is congruent with the current know-how of the firm can be applied. In contrast, the participants in the present research emphasise that, in many cases, firms must forget their obsolete processes and knowledge. Furthermore, while Refoua et al. (2013) conclude that IT systems have a direct impact on knowledge-sharing, the focus group stated that such systems are more general in nature and cannot directly influence knowledge-sharing effectiveness. This viewpoint is in line with the flow-based approach to KM proposed by Gonzales and Martins (2017, p.249). 
Taking a more technological perspective, Safarzadeh et al. (2011) explored the impact of IT on KM practices, including achieving, coding and storing, transferring, and applying knowledge in the Iranian insurance industry. Through analysis of the data gathered from 285 questionnaires, using Pearson correlation and multiple regression tests, these scholars found the relationship between technology and KM to be meaningful. However, their study focused only on IT-related factors as independent variables (i.e., network, software, and hardware facilities and under-web services). Although indicating the significance of IT systems in knowledge collaborations, this study also failed to determine IT as a knowledge-based or organisational capacity; while in the present research, IT is viewed as an infrastructure for facilitating knowledge behaviours of a firm at various levels – and not as a knowledge-based capability. 
Finally, in quantitative research on Iranian medical and insurance firms, Moradi et al. (2011) gathered data from 151 questionnaires completed by experts in the two industries (16 medical companies and three insurance companies listed in the Iranian stock market) to run a regression analysis, with a specific focus on the mediating effect of organisational absorptive capacity in the relationship between individual absorptive capacity and innovative performance. They conclude that the innovative performance of a firm is a function of both individual and organisational absorptive capacity, with the latter serving as a mediating variable in the relationship between the two other concepts. This research was, of course, carried out on a more limited scale and in a non-SME context, which challenges the generalisability of its findings to SMEs operating in a sales network of insurance firms, due to the inherently different knowledge behaviours of large and small firms. In addition, no reference is made to the constructs used to measure the variables or the prerequisites needed to develop such capacities at the intended levels.
[bookmark: _Toc502577315][bookmark: _Toc24748439]7.6 Summary
To provide a deeper understanding of the research findings, this chapter will elaborate on the output of the qualitative interviews and focus group by comparing and contrasting the findings with those in the existing literature. As such, the rationale for the categorisation of the major prerequisites and mechanisms identified during data collection and analysis are supported by contributions from the literature. Similarly, the main dimensions (major processes and preconditions) of the framework – as well as the industry trends in the context of the study – are compared and contrasted. 
An important output of this research – which was also supported in previous studies- was the prerequisites for developing knowledge absorptive and disseminative capacity at inter-organisational level. These prerequisites must be developed on an on-going basis within SMEs to ensure continuous absorption of external opportunities and renewal of knowledge management (KM) processes. According to the findings, these prerequisites are openness to the environment, sharing of visions and goals, abandoning inefficient routines and information, developing an appropriate appraisal system, updating IT infrastructures, and managing the organisational paradigm. The aforementioned preconditions were categorised along with knowledge absorption and dissemination processes, and some were prerequisites to several processes. In other words, the six prerequisites extracted from the outputs were found to be required for the effective and efficient implementation of the seven knowledge absorption and dissemination processes in the final framework of this research (i.e., extracting knowledge needs, looking for external knowledge, understanding external knowledge, converting to useful knowledge, sharing information and knowledge, improving performance by new knowledge, and distributing existing knowledge). 
Furthermore, the framework in this research comprises three levels, distinguishing between the dimensions, main processes, and prerequisites of absorptive capacity, respectively. This enables managers to follow their KM initiatives and make efforts to develop absorptive and disseminative capacity through a more systematic approach. To adopt a more holistic view, the framework emphasises that distributing knowledge – as the fourth dimension of absorptive capacity – should be considered in integration with knowledge exploration and exploitation. In fact, considering the high speed of environmental changes, it is not possible for SMEs to separately develop and implement knowledge absorption and dissemination. Unlike previous models in the literature, the framework in this research does not view potential and realised absorptive capacity as distinct capabilities. 
In addition to introducing distributing knowledge as a dimension of knowledge absorptive capacity, two prerequisites, i.e. giving up inefficient routines and information and managing the organisational paradigm, received more attention in this research compared to previous studies. These two concepts highlight the critical role of organisational culture in developing absorptive and disseminative capacity. 
Another distinctive feature of this research is it demonstration of the relationships between knowledge challenges and the prerequisites for knowledge absorptive and disseminative capacity, based on a literature review (Table 7.3). To avoid confusion, such relationships were not included in the framework. It is also worth noting that these findings could be generalised to other businesses and industries, given sufficient awareness of the relative differences in the nature of the knowledge challenges with which these entities might be faced. 
Finally, the insights gained through data analysis in this study were compared and contrasted with those of other studies of the insurance industry in Iran. To the best of the researcher's knowledge, no other studies have focused on investigating knowledge absorptive and disseminative capacity at the intra- and inter-organisational levels. One reason for such scant scholarly attention might be the dominance of the governmental mindset among managers and top executives, despite the growing trend of privatisation in the industry. As previously explained, those few studies carried out so far in this context failed to demonstrate a comprehensive understanding of the underlying factors influencing the absorptive capacity of insurance firms (and their sales networks) or the general atmosphere of the industry. In addition, the focus of these studies has been limited to the intra-firm level. Therefore, the findings of the present research are worth reflecting upon from two perspectives. First, the industry trends of the past two decades could serve as a guide for other researchers in this field. In addition, previous studies of the specified context have been mostly built upon general KM models, with little attention to the development of absorptive capacity within the sales network of SMEs. This is of paramount importance considering the industry structure (i.e., mother companies, each with their own sales network). Thus, KM at the inter-organisational level is crucial for improving organisational performance and productivity. 
An extensive review of literature revealed that absorptive capacity can establish sound foundations on which to increase the rate and level of innovation (i.e., the number of innovative products and services, as well as their degree of novelty, ranging from entirely new to improved products and services). The two types of innovation considered in SMEs are in product and service development and in how tasks are implemented. Innovation in strategies and processes is more important output of knowledge absorption and dissemination at the inter-organisational level. An analysis of the Iranian insurance market, which is seeing a rapid increase in the number of firms as a result of privatisation and low penetration rates originating partly from a lack of real market orientation, it is clear that the ability to enhance innovative outputs to fulfil customers' real needs could be a major strategic intent.
Having briefly discussed the contributions of this thesis, including the interrelationships between the dimensions and between knowledge absorption and dissemination within the sales network of small firms, the final chapter provides additional remarks for managers and industry players and suggests future research leads and the limitations of the current work.
[bookmark: _Toc502577316]A substantial part of this chapter is devoted to the contributions of this thesis, including the interrelationships between the dimensions and the inter-relationship between knowledge absorption and dissemination within the sales network of small firms. The final chapter then provides some remarks for managers and industry players and suggests future research leads and the limitations of the current work.












[bookmark: _Toc24748440]8 Research impact and conclusion

[bookmark: _gjdgxs][bookmark: _Toc502577317][bookmark: _Toc24748441]8.1 Contribution to knowledge
This study set out to develop an interrelated framework of knowledge-absorptive and -disseminative capacity in the context of SMEs. As an important and increasingly pervasive organisational configuration, SMEs provide a theoretically insightful and practically valuable case for exploring how knowledge absorptive and disseminative capacities can be developed at the intra- and inter-organisational levels. In fact, this research aims to provide a deeper understanding of how knowledge-absorption capacity can be developed within the sales network of small firms operating under the headquarters' brand name, as well as its prerequisites within the context of the SMEs in the Iranian insurance industry. Thus, the main purpose of this research was to inspire a framework to generate and boost absorptive and disseminative capacity at the intra- and inter-organisational levels, with specific objectives as follows:
O1: Identifying major industry trends that require more attention be paid to innovative performance in the context of small- and medium-sized enterprises (SMEs)
O2: Tracking the knowledge challenges that small- and medium-sized enterprises (SMEs) face in their efforts to use external sources of knowledge
O3: Discovering the knowledge-based capacities (KBCs) that small- and medium-sized enterprises (SMEs) require to tackle these challenges
O4: Clarifying the infrastructures and processes associated with absorptive and disseminative capacity at both the intra- and inter-organisational levels 
The present research adopted a qualitative approach, based on grounded theory, due to the iterative nature of data collection and analysis. In Phase 1, the researcher posed a major question in the first round of qualitative interviews, dealing with the participants' perceptions of the most important industry trends and seeking a general understanding of the business environment, through in-depth interviews with managers from the headquarters and the network of small firms (O1). 
Once the major industry trends had been identified, a more precise focus was applied to the challenges that face SMEs when absorbing external knowledge. In line with the second research objective (O2), participants were asked to elaborate on the difficulties that their firms could face when using new sources of knowledge and obstacles that would impede such initiatives. As explained previously, the output of these two steps served as bases on which to identify the capacities required to improve their innovative performance by absorbing external knowledge (O3). This marked the end of the second phase of the research. A focus group was then conducted and the members asked to refine and finalise the knowledge capacities extracted in the second round. Lively debates emerged over the nature of these capacities (i.e., which could be classified as preconditions and which as knowledge processes). Ultimately, in Phase 3, the focus group participants distinguished four dimensions, each with their own prerequisites and main processes (O4). This led to the development of an explanatory framework, constituting the main contribution of the present study to the existing literature (Figure 8.1).
The model can be explored on five levels: dimensions, main processes, prerequisites, knowledge challenges, and major industry trends. At the heart of the model lie the four dimensions of knowledge absorption and dissemination, each of which are associated with the prerequisites and processes of knowledge-absorptive or -disseminative capacity. For instance, the dimension related to discovering newly acquired knowledge is comprised of two processes: extracting knowledge needs and converting the newly acquired knowledge. For this dimension to be realised, three prerequisites are identified: openness to the environment, sharing visions and goals, and updating IT infrastructures. The findings do not reveal one-to-one relationships between the processes and the prerequisites in the dimensions. As such, such associations should be considered on the dimension level. 
[bookmark: _Toc502577626][bookmark: _Toc502639257][bookmark: _Toc502653737]
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Figure 8.1 The explanatory framework of this research
Meaningful relationships were detected between some of the processes and knowledge challenges. In addition, KBCs were extracted in response to these challenges. However, based on the findings, it appears that the explanatory framework provides for the firms' knowledge needs at the intra- and inter-organisational levels, thus detailed analyses of the possible paths between processes and prerequisites, on one hand, and knowledge challenges, on the other, were not pursued in the data collection and analysis stage. In other words, this research aimed to explore knowledge-absorptive and -disseminative capacity and the prerequisites and main processes to support SMEs in improving their innovative performance in the face of knowledge challenges extracted through the qualitative interviews. The same applies to industry trends. More specifically, it was stated that the major industry trends and knowledge challenges identified affect the absorptive and disseminative capacity of the firms, and thus their innovative performance, strengthening or weakening the need for the prerequisites and main processes. This explains why in the framework, the arrows are drawn from major industry trends and knowledge challenges towards the dimensions. 
In summary, the present study contributes to the existing understanding of knowledge absorption and dissemination at the intra and inter-firm levels by presenting a three-layered framework, consisting of the dimensions, processes, and prerequisites of these capacities in the context of SMEs. 
[bookmark: _30j0zll]The findings of this study provide a number of contributions to current understanding of knowledge absorptive and disseminative capacity, as follows:
1) They promote a clear conceptualisation of an interrelated framework, consisting of both knowledge-absorption and knowledge-dissemination capacities, based on validated and well-explored constructs. Such a model is relevant to future studies of inter-organisational knowledge collaborations and is particularly important for understanding such activities across organisations.
2) The study provides insights into the antecedents of developing such capacities in the context of SMEs, which ultimately improve their innovative performance and potential support for competitive advantage, enabling survival in the increasingly competitive environment in the industry. 
3) Knowledge-absorption and -dissemination are critical knowledge behaviours that have rarely been studied concurrently at the inter-organisational level, and the study explores the topic through careful qualitative interviews and a focus group with managers and industry experts. Unlike previous models which consider knowledge absorption and knowledge dissemination as distinct capacities, the explanatory framework developed in this research presents them as inseparable and concurrent. In simple terms, the research model highlights that knowledge absorption is not properly conducted if the firm fails to disseminate its existing knowledge on the inter-firm level. As such, a major contribution of this research is the introduction of knowledge distribution as an important process in knowledge absorption within the sales network of small firms. 
4) The five-layer framework provides a rich insight into this topic. Attention to antecedents such as openness to the environment, sharing visions and goals, and encouraging individuals to participate in strategy development, actively discarding obsolete knowledge, offering appropriate incentives, and changing individual mental models (as the most significant prerequisite) helps to generate a practical framework to improve the knowledge-absorptive and -disseminative capacity of firms at the inter-organisational level. Finally, the inclusion of knowledge challenges and major industry trends provides a clearer understanding of the circumstances under which these SMEs operate.
[bookmark: _Toc502577319][bookmark: _Toc24748442]8.2 Implications for practice
In addition to making the above contributions, the findings of this research – and in particular the explanatory framework – provide new insights with which to improve knowledge capacities within the sales network of small firms. As discussed previously, the characteristics of SMEs (such as their resource limitations) and the increased competition imposed on them by larger organisations and consumers necessitate the use of more innovative measures to improve performance. The framework developed in this study enables the managers of small firms to better understand the prerequisites of developing knowledge-based organisations. The results of this study should also guide SMEs to understand the KM discipline and how to facilitate its adoption and the knowledge-sharing experience within their sales network.Furthermore, due to the significance of SMEs in the economy of developing countries – and in particular within the tertiary sector, improving the efficiency and innovative performance of such companies would have substantial impact. As such, improving managerial perceptions of knowledge-absorptive capacity by providing a structured process of understanding and implementing external knowledge in SMEs could have lasting implications for the higher layers of the economy. 
As discussed in Chapter 6, this research highlights the significance of external knowledge and its critical role in developing competitive advantage for firms, especially SMEs. It also shows that the absorbed knowledge should be implemented in working procedures and decision-making processes. In addition to the abovementioned concerns, the research focuses on KM (specifically knowledge absorption in parallel with knowledge dissemination), at both the organisational and inter-organisational levels, which is of paramount importance. The results reveal that the exploration-exploitation dyad should, in fact, be considered a three-faceted concept of exploration-exploitation-dissemination. In other words, a network of small firms can succeed in its KM initiatives and gain competitive advantage only if each member firm is actively disseminating its knowledge to facilitate knowledge exploration by other firms within the network. As explained in Chapter 7, the trade-off between exploration and exploitation has been widely discussed in previous KM models. Specifically, an integral component of these models is the adoption of a balanced approach to the exploration-exploitation dyad. In addition to the more commonly discussed explorative and exploitative dimensions, the results of this study highlights dissemination as a key ingredient of knowledge absorption in SMEs. Thus, discovering external knowledge, applying the converted knowledge, and distributing knowledge – as the three dimensions of the research framework – represent the main processes and prerequisites for exploration, exploitation, and dissemination, respectively. The exploration-exploitation dyad should thus become the exploration-exploitation-dissemination tryad, as underlined in Figure 8.2.  
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Figure 8.2 The exploration-exploitation-dissemination perspective of the explanatory framework
In this research, the dissemination dimension has been highlighted, with the distinctive features of the framework being discussed. Therefore, the aforementioned tryad could be the subject of future study. Moreover, the findings of the present research indicate that converting the newly acquired knowledge lies between exploration and exploitation and that these two constructs cannot be considered separately, which is a factor that could be further analysed in future research projects. 
The development of absorptive and disseminative capacities should be seen as two wings of a firm’s dynamic capability, since this enables firms to better absorb knowledge, engage more in innovative measures, and improve their practices. In fact, effective absorption and dissemination of knowledge at the intra- and inter-organisational levels increases productivity through mutual learning, giving these capacities a dynamic nature. Another important issue highlighted in this research is that knowledge flows are shaped through dialogue and thus possess dual directions (i.e., from the external environment into the firm, and vice versa). For this to happen, firms should proactively engage in socialisation processes, as well as sharing their effective practices. 
In addition, it was emphasised by the participants that extracting knowledge needs before embarking on explorative initiatives can increase the efficiency and effectiveness of such activities. Unplanned exposure to external knowledge for a general overview of ideas and opportunities to improve one’s business is another stream of knowledge absorption, which does not necessarily respond to identified knowledge gaps. During the interviews and focus group, the participants argued that a shared vision and goals for the firms in the network can lead to higher levels of knowledge-absorptive and -disseminative capacity. For instance, an SME's success upon entering a new market, introducing a new insurance product, or gaining a higher penetration rate can motivate member firms to cooperate and exchange know-how. As such, managers should be encouraged to define a shared vision in order to reach sustainable collaborations.
Regarding the role of IT, it was found that IS is an important facilitator of knowledge-sharing at the inter-organisational level, as well improving internal work procedures. The participants believed that firms should strengthen their IT infrastructures and use of communication tools and social media, since this can enable the creation of work groups composed of multiple SMEs within the sales network. It can also encourage managers to better exchange their information, without investing time and money in face-to-face meetings. 
Furthermore, SMEs need to develop specific guidelines for re-evaluating their operations. As a result, they must actively discard a proportion of their existing know-how to be better able to adapt to environmental changes. The proposed framework highlights that simply seeking external knowledge and new ideas will not suffice. Rather, firms should first abandon their obsolete knowledge, and later apply the new knowledge in their daily routines and decisions. Managers can define indices that force them to assess the firm's current knowledge repository at specific points in time. For instance, if work procedures or decision-making processes have remained unchanged for two years, it would be reasonable to consider re-assessment.
A critical yet difficult phase of knowledge absorption is the transformation of new knowledge into applicable knowledge within the firm, which requires the commitment and support of top managers. Of equal importance, however, is their ability to localise such knowledge before implementing it into the firm's operations, because in many cases, new knowledge is absorbed from a context different to that of the firm. Thus, developing a comprehensible translation in accordance with the firm-specific traits plays a significant role in the effectiveness of knowledge initiatives.
The present research also confirms findings of previous studies which indicate that, in a world characterised by extensive dynamism and rapid changes, firms' avoidance of interaction with their environment leads to an imminent demise. In addition to investing in increasing their absorptive capacity, firms should also review their contributions to active dissemination of knowledge into the environment. In simple terms, a firm cannot be solely a receiver of knowledge, but should also be exchanging its knowledge with other firms. Such an approach has its roots in the managerial paradigm of the organisation: one that distances itself from monopolistic views of knowledge to foster a sharing atmosphere, both within and outside the firm's borders, and to promote bi-directional knowledge flows.
The explanatory model in this research could also guide firms working on developmental plans. In many cases, SMEs are at an advantage if they invest in boosting their absorptive capacity (rather than creating knowledge or applying obsolete procedures). For such collaborations to succeed – whether at the individual, organisational, or inter-organisational levels – sufficient attention to HR is vital. Firms must develop a culture based on learning, cooperating, and openness because knowledge absorption strongly influences HR – among other organisational components. Furthermore, the model could deepen the relationship between the firms and educational entities. The intrinsic differences between the two could underpin a sense of complementarity, with the educational institutes implementing the practical know-how of the firms and the firms benefiting from the latest research findings provided by such institutes. 
Although the framework in this study primarily explores knowledge-absorption and -dissemination from an inter-organisational perspective regarding competitive advantage, it could also be incorporated at other levels. Such an approach could help various industries – and the country as a whole – to expand their strengths by encouraging knowledge cooperation and creating a more dynamic environment in which firms may grow. It could also be applicable on an individual level. Individuals should be constantly exposed to new ideas, discarding their outdated knowledge and implementing new expertise, as well as sharing such know-how with others to pave the way for future knowledge dialogues, ultimately leading to increased levels of knowledge exploration and absorption. 
[bookmark: _1fob9te][bookmark: _Toc502577320][bookmark: _Toc24748443]8.3 Research limitations 
Despite this study making very clear contributions to the current understanding of the interrelationships between absorptive and disseminative capacities and their antecedents within the context of SMEs, it is inevitably bound by certain limitations. While there is a wealth of literature on this topic, the main focus is on larger firms, which have inherently different characteristics. Through qualitative research, better insights are gained into the topic; but the potential generalisability of the findings of this research, as with most qualitative studies, is limited by the very context-specific nature of the explanatory framework developed.
In addition, although this research applied grounded theory to develop a framework that is ‘grounded’ in the data and based on ‘data saturation’, this does not mean that the proposed framework is comprehensive. Rather, there may be other contingencies that could be added (or removed) over time and under different circumstances. For instance, a key factor in the effectiveness of knowledge absorption and dissemination, from an external point of view, could be the informal ties at the intra- and inter-organisational levels, and these were not studied in this research. In the same vein, issues of proximity (e.g., Ensign et al., 2013; Klimas & Twaróg, 2015) were not mentioned by the participants.
Another limitation of this study concerns the concept of a sales network of small firms. This is comprehensible as the sales network of a large insurance company, where all the small firms are operating under a single brand; but the procedural formation of such a network was not discussed. In addition, networks can be comprised of firms of different brands, referred to in the literature as ‘business clusters’. Knowledge absorption and dissemination in such clusters may be faced with different knowledge challenges and require other antecedents and mechanisms due to the competitive atmosphere resulting from the existence of multiple brands within the network. 
In addition, this research was conducted in the insurance industry of Iran, a developing country. Exploring other industries and/or contexts would be of equal significance. As previously discussed, the present study adopted a qualitative approach to develop a framework that demonstrates the interdependence of knowledge absorption and dissemination. Grounded theory was chosen for the research strategy as this yields original and rich findings that are closely tied to the data. As Lawrence and Tar (2013) note, grounded theory is valuable because it gives an accurate profile of how participants comprehend and view the phenomena: ‘Grounded theory studies in the interpretivist tradition have become increasingly common, precisely because the method is useful in developing context-based, process-oriented descriptions and explanations of the phenomenon’ (p.31). However, some critics mention that, in employing this strategy, personal biases may emerge when the researcher decides how to interpret data based on their own value system – while in positivism, the researcher is considered to be separate from the subject under study. In addition, the adoption of different philosophies and strategies means that the subject under study is viewed from a different perspective, which may lead to new insights or the strengthening of the existing knowledge on the issue.
[bookmark: _Toc24748444][bookmark: _Toc502577321]8.4 Future research
1) A major concern arising from the adoption of a qualitative approach in this research is its limited generalisability. As such, the same approach could be utilised to study other industries and/or the context of a developed country.
2) During data collection and analysis, the participants placed greater emphasis on some aspects and KBCs, such as developing a shared mental model or active forgetting. However, the impact of each of these capacities or their associated mechanisms and antecedents was not explored in depth, which therefore leaves meaningful ground for future research.
3) The participants in the qualitative interviews and the focus group were managers of small firms or from the headquarters. Involving other members from the organisations, working at various levels, could be beneficial for future research, as this may provide a more detailed analysis of the subject.
4) The explanatory framework in this research is grounded in the data obtained from the interviews and focus group and developed through the use of a qualitative methodology. Future research could apply other approaches to further develop or evaluate this framework. For instance, using an action research or case study strategy could elicit valuable contributions. 
5) The dimension of ‘converting the newly acquired knowledge’, or knowledge assimilation and transformation, as referred to in previous studies, could also be explored from the new perspective (triad) presented in this research. The results of this study would help firms to gain deeper insights into ways of comprehending and developing their internal capacities to absorb external knowledge and disseminate it more efficiently.
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	Dear Colleague,
Thank you for accepting to take part in this interview. 
I am Farshid Golzadeh Kermani, and am currently conducting my PhD dissertation. The purpose of this session is to use your valuable knowledge and expertise in the insurance industry of Iran to explore factors that help insurance SMEs increase their innovative performance. 
Please explain your ideas freely as this would help me have a real picture of what is going on at the firm, network or even industry level, and thus provide more tactful solutions to tackle the problems your company might be faced with. 
It needs to be mentioned that your responses as well as your identity would remain confidential throughout different phases of this research.  Also, you could withdraw from answering the interview questions at any particular point of time. However, I would be grateful if you kindly cooperated and shared your viewpoints with me.
Thank you once again for your time and attention.
Regards,
Farshid Golzadeh Kermani
PhD. Candidate, Knowledge Management
University of Sheffield



Appendix B. Focus Group Invitation Letter
Dear Colleague,
Thank you for joining me in the final stage of this research. 
Below is a list of the capacities provided in the previous phase. Now, you are requested to discuss these issues to finalise the list and group the items based on their different nature- whether they are prerequisites or main processes required to use external knowledge/ share the firm's knowledge with other SMEs in the sales network. Indeed, there is no right or wrong answer. So please feel free to express your ideas.
Also, it should be noted that the session in audio recorded. But similar to the interviews, your identity will not be disclosed to a third party. 
Thank you once again for your time and attention.
Regards,

Farshid Golzadeh Kermani
PhD. Candidate, Knowledge Management
University of Sheffield





[bookmark: _Toc24748449]Appendix C. Code Book
	Major Industry Trends
	Open Codes

	1. Privatisation
	1. The need to decrease pressures on the government

	
	2. The impact of competitiveness on the overall market situation and health

	
	3. Increasing the effectiveness and efficiency of enterprises

	
	4. Growing importance of innovation and creativity for the survival of insurance firms

	
	5. Emergence of new private companies

	
	6. More attention to customer expectations

	
	7. Increasing diversification and personalization of insurance services

	
	8. Public companies being handed over to the private sector

	
	9. Lack of managerial capital in the private sector 

	
	10. Price wars as the key strategy of private firms to compete

	
	11. Governmental tendency to deregulate the market to some degree

	
	12. Revision of quality standards due to growing competition

	
	13. Poor CRM practices and innovative performance despite the increase in number of competitors 

	2. Low growth rate of the industry and unfavourable economic situation
	14. Negative economic indicators such as instability in the currency market, foreign debts, budget deficiency, etc.

	
	15. Complicated rules and regulations in the country

	
	16. Poor performance of the insurance industry in Iran

	
	17. Market downturn

	
	18. Persistent high inflation

	
	19. Low share of insurance products out of household and national expenditure

	
	20. Low growth in the business sector and decrease in the number of projects

	
	21. Difficulty in affording insurance costs

	
	22. Ineffectiveness of price wars

	3. Low insurance penetration rate due to cultural issues
	23. Low life expectancy in Iran compared to more developed countries

	
	24. Poor social welfare and health services

	
	25. Lack of distinction between service providers in the minds of the public

	
	26. Limited customer volume in the industry that 

	
	27. Unfavourable culture regarding the use of insurance products among families

	
	28. Limited overall customer base of the industry

	
	29. Lack of innovation in services to attract new customers

	
	30. Price cuts as the sole strategy adopted by insurance firms

	
	31. Lack of appropriate programmes to educate people about insurance

	
	32. Absence of proper communication to encourage non-customers to purchase insurance services

	
	33. False perceptions about insurance as a luxurious product

	
	34. Cultural inclinations of Iranian (lower levels of risk aversion)

	
	35. Firms' inability in designing attractive services

	
	36. Limited range of insurance products

	4. Sanctions against Iran and its Impact on Reinsurance
	37. Insurance as one of the first targets of international sanctions on Iran

	
	38. Failure of Iranian reinsurance firms to establish ties with foreign companies

	
	39. Sharp decrease in the share of risks transferred to foreign partners

	
	40. Limitations in monetary transfers and paying premiums to foreign reinsurance firms 

	
	41. Barriers to export of insurance services and memberships in international associations

	
	42. Impediments to establishing regional reinsurance firms due to the sanctions

	
	43. Problems in using technical consultancy offered  by the World Bank

	5. Institutionalisation
	44. The impact of freeing premium rates and privatization on the industry

	
	45. The need to develop innovative products and practices 

	
	46. Increasing significance of establishng complementary firms due to recent changes in the insurance industry

	
	47. Insufficiency in the academic courses related to the insurance industry

	
	48. Lack of competent actuaries

	
	49. Absence of training courses to cover different areas of expertise

	
	50. Negative attitudes of industry experts to insurance graduates from universities

	
	51. Lack of reliable institutions to instruct necessary skills in practical terms

	
	52. The need to marketing, financial and HR knowledge in addition to insurance knowledge to act effectively 

	
	53. The inevitable emergence of start-ups 

	
	54. Inappropriate deployment of the potentials of start-ups, esp. regarding the use of technology

	
	55. Cost reduction and increased clarity in transactions between insurance firms and other organisations

	
	56. Developing insight into market demands in due time

	
	57. Generating profiles of service providers and customers

	
	58. Comparing the quality of services offered by various firms

	
	59. Ensuring appropriate implementation of contracts

	
	60. Commitment to the rights of the other party

	
	61. Omission of redundant intermediaries and creating better access to the information by the use of IT and ICT, and thus facilitation of insitutionalisation

	6. Tendency towards self-insurance
	62. Large firms' inclination to establish their own insurance companies because of their extensive turnover and multiplicity of their projects

	
	63. Lack of proper understanding of the knowledge of risk management 

	
	64. Insufficient expertise of large firms in offering tailored insurance services

	
	65. Too optimistic perceptions of large firms about the proficiency of insurance industry

	
	66. Inability to fulfill insurance commitments

	
	67. Reduced risk of new customer adoption because of low quality services offered by self-insurers

	
	68. Few professional providers despite the growth in the number of insurance firms

	
	69. Excessive engagement in reinsurance and consequently keeping the risk inside the mother company

	
	70. Increasing dissatisfaction of customers 

	7. Pervasiveness of traditional management approaches
	71. Lower growth rate of insurance industry in comparison with the banking sector 

	
	72. Various structural and management obstacles in the insurance industry

	
	73. Historical dominance of public insurance firms on the industry

	
	74. Insurance firms' inflexibility in offering products

	
	75. Absence of communication platforms

	
	76. Governmental interference throughout the years

	
	77. Long-standing managers who would only be displaced among different roles

	
	78. Unawareness of or inattention to CRM, KM, etc.

	
	79. Prevalence of fossilized managerial approaches

	
	80. Lack of empowerment to young managers

	
	81. No or little change in managerial structure of large insurance companies despite the privatisation wave

	
	82. Lack of responsiveness and pro-activeness

	
	83. Preventing new employee from entering senior managerial level positions

	
	84. Imposing governmental attitudes and lack of agility and innovation to the new private companies

	
	85. Insufficient trained and qualified human resources in managerial levels

	
	86. Managers in private companies chosen from those in public firms due to managerial shortages

	
	87. Managerial resistance to change

	
	88. Ineffectiveness of traditional approaches in satisfying customers

	8. Customer distrust
	89. False pricing strategies

	
	90. Lack of proper risk assessment by insurers 

	
	91. Rising difficulties in paying compensation to customers

	
	92. Short-term orientation of firms that destroys customers' trust

	
	93. Trust as a major differentiator

	
	94. Difficulties in customer persuasion due to lack of trust

	
	95. Surrender risk above the industry average

	
	96. Violating ethics just to get profits 

	
	97. No or little efforts by insurance firms to build trust

	9. Restructuring
	98. Prolonged processes of service provision

	
	99. Use of best practices considering local specifications to restructure

	
	100. Much reliance on trial and error especially by SMEs

	
	101. Low growth rate of insurance firms because of structural weaknesses

	
	102. Excessive bureaucracy

	
	103. The need to redesign processes as a precondition to growth

	
	104. The need to engage in re-engineering of insurance procedures

	
	105. Redesigning services based on customer specific needs

	
	106. Developing innovation based on partnership among small firms

	
	107. More authority delegation to SMEs to increase their agility

	
	108. Providing appropriate supervision to reduce the risk of power abuse

	
	109. Use of benchmarks to develop processes from scratch

	
	110. Encouraging SMEs to cooperate for new product development, marketing methods, etc.

	10. Investment on IT and e-commerce
	111. Rapid growth of IT and e-commerce as a very important global trend in the industry

	
	112. IT as the major determinant in the fate of the insurance industry

	
	113. IT's role in decreasing costs of service provision

	
	114. Higher effectiveness of digital marketing methods in comparison with traditional approaches

	
	115. Less need to invest in physical assets

	
	116. Lack of a holistic approach to IT infrastructures

	
	117. IT's role in market expansion

	
	118. The rise of e-commerce and e-insurance as a competitive advantage

	
	119. Shortening the time to market

	
	120. Enabling firms to provide insurance on a 24/7 basis

	
	121. Creating new channels of distribution through IT

	
	122. Budget deficiencies

	
	123. Absence of advanced data centers

	
	124. Lack of trained and talented HR in the field of IT




	Knowledge challenges
	Open codes

	1. Low rate of learning‌
	1. Unfamiliarity with the experiences of other firms

	
	2. High costs associated with learning and training

	
	3. High growth rate of the industry

	
	4. Lack of open communication among SMEs 

	
	5. Poor understanding of best practices and success stories

	
	6. Iranian firms lagging compared to foreign insurance companies

	
	7. Weak R&D infrastructures

	
	8. Poor ties between the industry and universities or other training centers

	
	9. Considerable knowledge gap between Iran and other companies in the insurance industry

	
	10. No place to hold training courses based on real industry needs

	
	11. No mechanism to get customers' feedback

	
	12. Absence of shared training programmes 

	
	13. Inefficient learning activities

	
	14. Incongruity between  the training content and knowledge needs of SMEs

	2. Superficial understanding of customer’s expectations and needs
	15. CRM as the core of competitive advantage

	
	16. No or poor exchange of information between the firm and its customers

	
	17. Customer-orientation not truly at the heart of SMEs' activities

	
	18. Insufficient practical value to customers' opinions and complaints

	
	19. Good customer relationship as a tool to manage risks

	
	20. Meeting customer needs as a prerequisite to customer satisfaction

	
	21. Inability to develop customized services

	
	22. Difficulty in establishing bilateral relationships with customers

	3. Lack of commitment of the personnel to the defined strategies and goals
	23. High failure rate of strategic planning in insurance industry

	
	24. Lack of participation in goal setting

	
	25. Low engagement of the personnel in implementing strategic plans

	
	26. Poor sense of belonging 

	
	27. Prevalence of employee-as-a-tool approach in firms

	
	28. No information provided to the personnel regarding the whys and hows of strategies

	
	29. Top-down mentality and behavior among executives

	
	30. The need to identify key personnel to engage them in strategy development

	
	31. Risk-averting culture that is not open to collective participation 

	
	32. Absence of a systematic approach towards strategic planning

	
	33. Poor sense of cooperation among SMEs

	
	34. Unwillingness to share the results either within the organization or with other SMEs

	
	35. Developing cooperation and shared beliefs as a win-win strategy

	
	36. The need to focus on shared interests

	4. Low effectiveness of training programs
	37. Training as the key to success

	
	38. The need to shift from purely academic training to more practical aspects

	
	39. Capturing industry trends and practices through good training

	
	40. Poor refinement of obsolete organisational procedures due to lack of related training

	
	41. Absence of appropriate frameworks to assess the quality and effectiveness of training courses

	
	42. Lack of managerial support for high-quality training due to budget concerns

	
	43. Use of limited types and methods of training (e.g. only workshops)

	
	44. Failure to localize global knowledge in insurance 

	
	45. Managerial doubts about the usefulness of training programmes 

	
	46. Ignoring the practical skills needed by the firms in the design stage of training

	
	47. No participation from the SMEs' side in developing the training courses

	
	48. Small share of on-the-job training

	5. Inadequacy in outsourcing non-core activities
	49. The need to develop metrics to distinguish key from non-key activities

	
	50. Lack of professional companies in different fields that undertake outsourced projects

	
	51. Emphasis from the headquarters to exert direct control 

	
	52. Inability to take advantage from economies-of-scale due to the small size of projects in SMEs

	
	53. Over-reliance on personally doing tasks

	
	54. Proper identification of legitimate agencies

	
	55. Inability of external agencies to meet the quality standards of the headquarters or SMEs

	
	56. Poor understanding of the significance of outsourcing in supporting innovation

	6. Silo mentality
	57. Unwillingness to exchange ideas and knowledge

	
	58. Knowledge as a source of power

	
	59. Fear of losing one's organisational status 

	
	60. Subordinates or colleagues viewed as potential threats for taking one's organisationl status

	
	61. Monopolistic attitude towards knowledge

	
	62. Tendency to create organisational dependence  resulting from one's expertise

	
	63. Fear of knowledge leakage

	
	64. Limiting employees access to knowledge sources due to  increasing knowledge worker churn rates 

	
	65. Lack of empowering leadership styles

	
	66. Distrust arising from lack of communication with other firms

	7. Lack of authority delegation and low tolerance of mistakes
	67. Distrust towards subordinates

	
	68. Excessive sensitivity of founders towards their firms

	
	69. Excluding employees from the decision making processes

	
	70. Poor belief in employee empowerment

	
	71. Inappropriate decision making infrastructure

	
	72. Weakening the firm's ability to have access to new ideas

	
	73. Absence of a culture that accepts mistakes as part of organisational learning

	
	74. Absence of integrated relationships between the headquarters and the SMEs

	
	75. Resistance to change

	
	76. Managers overloaded with executive tasks

	8. Poor environmental monitoring
	77. Different nature of business environments at present and in the past

	
	78. Dramatic speed of environmental changes

	
	79. Inability of the firms to obseve external trends and happenings

	
	80. Lack of awareness about potential positive or negative results of environmental turbulence

	
	81. Poor understanding about the necessity of developing flexible strategies to cope with external forces

	
	82. Superficial knowledge about competitors and their competitive advantages or pitfalls

	
	83. Failure to detect external opportunities and threats in a timely manner

	
	84. Organisational myopia

	
	85. Inability to predict the specific consequences of environmental changes based on firm-specific characteristics

	9. Inappropriate HR practices
	86. Absence of positive attitudes towards change and cooperation at various levels

	
	87. Lack of motivation to look for and share new ideas

	
	88. No mechanism to fight inertia

	
	89. The need to prepare members to engage in knowledge collaborations mentally and professionally

	
	90. Inefficient use of SME managers' knowledge of customers despite their close contact

	
	91. Poor attention to the role of employees in developing new products despite the knowledge-based nature of insurance industry

	
	92. Lack of appropriate training

	
	93. Lack of performance-based appraisal systems

	
	94. Scarcity of agile individuals trained to hunt opportunities








	Knowledge-based capacities
	Open codes

	1. Openness towards the environment
	1. Sustainability  and survival as a factor of environmental influence

	
	2. Active participation in exhibitions, events, etc.

	
	3. Access to the information shared by other members or firms

	
	4. Network building with other firms and institutes

	
	5. Adopting a more open approach towards cooperation with other firms

	
	6. Establishing effective CRM initiatives

	
	7. Moving towards shared strategies and training as a cost reducing element

	
	8. Better customer services due to stronger relationships with customers

	
	9. Knowledge of other firms as a source for identifying credible agencies to outsource some activities

	
	10. Developing flexible strategies based on the information gathered from competitors or best practices

	
	11. Open communication with the environment as a valuable tool for learning practically, not just academically

	
	12. Managerial support for conducting cooperative training programmes

	
	13. The shift from individual to organisational and inter-organisational learning

	
	14. Avoiding conservative approaches to share information and provide better access for all

	
	15. Clarifying the advantages of knowledge exchanges for members and firms

	2. Sharing vision and goals
	16. Defining goals collectively in a language understandable for all parties

	
	17. Developing cooperation as a win-win strategy

	
	18. Evoking commitment through picturing a promising future for all

	
	19. Motivating firms to share interests

	
	20. Avoiding conflicts by emphasizing on mutual benefits of cooperation 

	
	21. Encouraging members to make more efforts to reach goals through delegating authority to them

	
	22. Engaging in trust-building measures

	3. Extracting knowledge needs
	23. Boosting the ability to identify the gap between current and ideal situations

	
	24. Placing knowledge needs at the heart of planning for knowledge activities

	
	25. Attitudinal shift towards training (as an investment and not cost)

	
	26. Complete and updated information at hand about existing knowledge 

	
	27. Constant monitoring of the environment to detect emerging trends   

	
	28. Defining areas in need of improvement

	
	29. Comparing environmental trends and existing capabilities

	4. Absorbing and implementing external knowledge
	30. Improving innovative performance through updating knowledge base

	
	31. Accessing the right sources of knowledge 

	
	32. Finding new ways to increase effectiveness and efficiency

	
	33. Avoiding redundancy and redoing of activities

	
	34. Encouraging managers to look for and implement new solutions

	
	35. Identifying new sources of knowledge

	
	36. Promoting the use of benchmarking

	
	37. Focusing on innovation and differentiation in practical terms

	
	38. Creating a supportive atmosphere

	
	39. Developing a systematic approach to explore new practices

	
	40. Providing appropriate infrastructures to support the implementation of new solutions

	
	41. Conducting feasibility studies for innovative solutions

	
	42. Authority delegation to middle managers or employees by top executives to communicate with external partners

	
	43. Creating a balance between sales activities and opportunity hunting and exploiting

	
	44. Effective use of IT and communication technologies

	
	45. Encouraging managers and the personnel to use the Internet as a valuable source of information

	
	46. Decreasing managerial resistance to use new ideas

	5. Interpreting and understanding external knowledge
	47. Analyzing best practices and presenting solutions

	
	48. Understanding new knowledge at a deeper level (based on firm-level and industry-level specifications)

	
	49. Having a good understanding of situational contingencies

	
	50. Avoiding blind faith in the success of solutions adopted by other firms

	
	51. Having the ability to adapt new solutions to the firm's requirements

	
	52. Encouraging members to be more open towards using others' experiences

	
	53. Allowing employees test the solutions based on best practices 

	6. Giving up the inefficient routines and information
	54. Trying to give up old habits and preconceptions

	
	55. Encouraging members to use new methods by using various motivations

	
	56. Getting distance from archaic procedures

	
	57. Motivating members to use their creativity

	
	58. Defining an entrepreneurial role for managers in addition to their administrative tasks

	
	59. Identifying useful parts of current knowledge based on the new situation

	
	60. Avoiding complete discarding of existing knowledge (apart from exceptions)

	
	61. Changing as a constant but gradual process

	
	62. Fostering a pro-innovation culture

	
	63. Increasing tolerance of mistakes

	7. Converting to useful knowledge
	64. Customizing new knowledge in accordance with the specific situation

	
	65. Effectively combining new knowledge with existing know-how

	
	66.  Providing new work procedures

	
	67. Applying new knowledge provided by the new experiences of small firms in the headquarters

	
	68. Developing organisational learning ability

	
	69. Investing on human resources to use new knowledge practically

	
	70. Making sure appropriate understanding has been developed through reports, studies, events etc. inside and among firms

	
	71. Finding areas where new knowledge can be properly applied

	
	72. Encouraging members to decode and document their knowledge to improve overall understanding

	
	73. Improving strategies to track trends based on new insights 

	
	74. Supporting knowledge challenges in the sales network 

	
	75. Motivating and training people to innovate by improving individuals’ learning capacity

	
	76. Adapting to environment changes

	8. Sharing information and knowledge
	77. Creating the essential mechanisms to distribute knowledge

	
	78. Making knowledge accessible for the ones who need it

	
	79. Developing a knowledge sharing culture

	
	80. Decreasing the level of caution or fear about exchanging knowledge

	
	81. Fighting monopolistic views towards knowledge through different motivational and educational tools 

	
	82. Building mutual trust as a facilitator to sharing information

	
	83. Training to change negative attitudes towards knowledge transfer

	
	84. Creating personal motivation to share information at different levels

	
	85. Performance evaluation based on employees' cooperative behaviors

	
	86. Learning team work 

	
	87. Picturing knowledge exchange as a beneficial strategy for both senders and receivers

	
	88. Viewing other firms as partners and not rivals

	
	89. Belief in the positive impact of knowledge sharing on the overall performance of the firm or network

	
	90.  Ensuring members that knowledge sharing is not threat to their positions

	9. Improving performance by new knowledge
	91. Incorporating newly absorbed knowledge in operations  

	
	92. Revising and redefining daily routines and activities

	
	93. Fulfilling the learning process through service innovation

	
	94. Creating new competencies based on new knowledge

	
	95. Complementing knowledge with procedural changes

	
	96. Incorporating new knowledge in decision making

	
	97. Refreshing organisational memory to avoid the fading of new knowledge

	
	98. Optimisation of internal processes

	
	99. Measuring innovative performance

	
	100. Identifying and dealing with customer pain points 

	
	101. Increasing efficiency and effectiveness by appropriately outsourcing non-core activities

	10. Contribution to improve external knowledge
	102. Working more actively in transferring experiences to other firms

	
	103. Increasing convergence in SMEs' characteristics and features

	
	104. Improving external communications

	
	105. Encouraging members and firms to engage actively in knowledge transfer

	
	106. Trying to create a trust-based atmosphere among firms

	11. Developing an appropriate appraisal system
	107. Giving feedback to employees about their knowledge behaviours

	
	108. Tracking employees' and firms' contribution to overall productivity

	
	109. Defining knowledge requirements clearly

	
	110. Developing preferred methods of fulfilling knowledge gaps

	
	111. Determining employees' and firms' strengths and weaknesses

	
	112. Revising the appraisal systems continuously by using best practices in the industry

	
	113. 

	
	114. Considering multiple factors directly related to innovative performance

	
	115. Defining appraisal systems both at firm and inter-firm level

	
	116. Formally recognizing positive knowledge behaviours at firm and inter-firm levels

	
	117. Allocating monetary and non-monetary rewards

	
	118. Clearly defining appraisal metrics

	12. Updating IT and IS infrastructures
	119. Placing managerial emphasis on IT and IS systems

	
	120. IT and IS as the main communicative tools within and outside firms

	
	121. Improving the maturity level of IT in firms

	
	122. Encouraging members to use the Internet as a source of creative ideas

	
	123. Focusing on the benefits of the Internet in easing  the use of experiences of others

	
	124. Increasing the speed and reliability of operations through IT

	
	125. Allocating enough budgets to strengthen IT systems

	
	126. Encouraging member to engage more in knowledge partnerships with the help of IT 
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Subject: Research Ethics Application - Approved with Suggested Amendments
To: <FGolzadeh1@sheffield.ac.uk>
Cc: <a.c.vasconcelos@sheffield.ac.uk>


Dear Farshid,

Thanks for submitting your recent ethics application: Knowledge Absorptive
Capacity, its role in Knowledge Management and its effect on business
performance.

On behalf of the University ethics reviewers who reviewed your project, I am
pleased to inform you that it was approved on ethics
grounds, on the basis that you will adhere to the documents that you
submitted. You should also give serious consideration however the following
suggested amendments which have been made by the reviewers.

Suggested amendments

A10  I would recommend a statement regarding access to the files  i.e. would
data be accessible to both student and supervisor?
Information Sheet  the student’s contact details should also be given before
those of the supervisor.

Information sheet. I recommend replacing All opinion and views will be kept
anonymously in any reports and files and will be used just for academic
purposes and shown just in the University of Sheffield. With All opinion and
views will be kept anonymously in any reports and files and will be used just
for academic purposes and shown just in the University of Sheffield. Since
arguably the latter text is a little ambiguous. Also replace Furthermore, you
may invite for focus group with Furthermore, you may be invited to take part in
a focus group (although presumably the information sheet will be translated
before use so this would be more o an issue for the presentation of the
information sheet in English in the thesis).

Information Sheet the student’s contact details should also be given before
those of the supervisor.
If during the course of your project you need to deviate from the documents you
submitted please inform me.

Written approval will be required for significant deviations from or
significant changes to the approved documents.

You may now commence your research.  

Thanks,

Jonathan
Ethics Co-ordinator
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Dr. Jonathan Foster
Information School
University of Sheffield
Regent Court, 211 Portobello Street
Sheffield S1 4DP
Tel: +44 114 222 2665
Fax: +44 114 278 0300
E-mail: j.j.foster@sheffield.ac.uk
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1


Process Approach


generating an understanding of a process related to a substantive topic


2


Theoretical Sampling


meaning that the sampling is intentional and focused on the generation of a theory 


3


Constant Comparative Data Analysis


engaging in a process of gathering data, sorting it into categories, collecting additional information and comparing the new information with emerging categories


4


Core Category


Selecting a core category as the  basis for writing the theory based on its relationship to other categories, its frequency of occurrence and its quick and easy saturation.


5


Memos


Notes the researcher writes throughout the research process to elaborate on ideas about the data and the coded categories


6


Theory generation


Theory as an abstract explanation or understanding of a process about a substantive topic grounded in the data, presented as a visual coding paradigm,  a series of prepositions or as a story written in narrative form.
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