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Abstract

N . T T - PR ppnirmlrerinfur fufu

This thesis extends the academic debate on the determinants of international knowledge
transter cffectiveness. In a sample ot German organisations that transfer knowledge to
therr Chinese subsidianies, 1t 1s shown that organtsations with distinct teaching skalls
(eloquent capacity) perform significantly better at intra-organisational, cross-border
knowledge transfers than othcer organisations. It 1s further illustrated that organisations with
high levels of self-etficacy and low levels of partner differences develop significantly better
eloquent capacity, channel capacity, and absorptive capacity. The thesis thereby provides
insights mto the determinants of knowledge transfer effectiveness that go beyond the

concepts established in the literature.

It also contributes to established concepts. The thesis shows that absorptive capacity is
partlv absolute and relative. Furthermore, 1t extends the view that knowledge transfers
between unequal partners fail due to a lack of absorptive capacity to the view that they fail

because of a lack of eloquent and absorptive capacity.

The thesis integrates the antecedent literature. Analogical reasoning reveals that theonies on
effectve communication fully cover the empirical evidence on effective knowledge
transfers. As such, a holistic approach to understanding knowledge transfer etfectiveness in
a single theoretical framework 1s found. This helps to dispose of the lack of integration of
research output in the discipline and otfers other researchers a valuable framework within

which research into knowledge transfer effectiveness can be conducted.

The thesis contributes to research methodology by illustrating the value of combining
conceptual, qualitattive and quantitative findings. The qualitative and quantitative data
collected from the same sample lead to seemingly opposing conclusions 1n one area of
investigation. This apparent discrepancy 1s eliminated after the conceptual, qualitative and
quantitative findings are triangulated and combined. The thesis thereby shows the value of

a mixed-methods approach to understanding knowledge transfer effectiveness.

In sum, the thesis offers advanced explanations for the empirical reality of international
knowledge transter effectiveness. It suggests methodologies and frameworks that can guide

and improve future inquiries into the effectiveness of international knowledge transfets.
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Preface: Organisation of the thesis

This thesis consists of eleven chapters. The chapters are arranged 1n a structure that is well
sutted to deductive, empirical research. The thesis starts with an introduction to the
research area and question (chapter 1), followed by a review of the literature (chapter 2),
the presentation of a research framework (chapter 3), the research hypotheses (chapter 4),
the discussion of the reseatch methodology (chapter 5), the presentation of qualitative
findings (chapter 6) and quantitative findings (chapters 7, 8 and 9), data triangulation

(chapter 10), and the limitations and implications (chapter 11).

In order to allow readers of this thesis to etfectively identify and grasp the parts that are
interesting to them, each chapter 1s self-standing; each chapter has an abstract and a
conclusion, and an introduction that summarises the most essential findings from previous

chapters. Although all chapters relate to and build on each other, each chapter can be read

and digested as an independent piece.



Chapter 1: Introduction to the thesis

Knowledge, international bisiness & international knowledge transfer

effectiveness

ABSTRACT

By detining international business as the sum of international macro-economic and
international micro-economic topics and by outlining the mmportance of knowledge and
knowledge transfer to all of these topics, this chapter introduces the important role of
knowledge 1n international business studies. It starts with a formal detinition of the terms
knowledge and international business, before the two terms are then put into context. It is
shown that knowledge and its transter have been central to international business studies
for a long time, but that scholars still Jack answers regarding the effectiveness of the cross-
border knowledge transfer process. The chapter concludes that more research into
knowledge and knowledge transfer in international business 1s necessary, justifying the

scholarly etfort conducted 1n this thests.
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A FORMAL DEFINITION OF KNOWLEDGE

[nformation is not knowledge.

- Albert Einstein

The online Oxford English Dictionary lists 16 definitions of the noun ‘knowledge’ b
Knowledge can be defined as ““The fact of knowing a thing, state, etc., or (in general sense)
a person; acquaintance; familiarity gamned by experience” or “Acquaintance with a fact;
perception, or certain information of, a fact or matter; state of being aware ot informed;
conscilousness (of anything)”. Scholars of international business and strategic management
have similarly defined knowledge as “information combined with experience, context,
interpretation, and retlection™ (Davenport and Prusak., 1998: 43) or simply “the converse
of uncertainty” (Buckley & Carter, 2004: 572). Hence, when defining knowledge, we have
to understand that while information 1s the foundation ot knowledge, knowledge 1s deeper
than information. As shown in figure 1, the terms ‘knowledge’, ‘information’ and ‘data’

have to be distinguished, although they are often mtermixed with one another 1 varous

literatures.

Know
Understanding, ledge
learning
Information
Forming,
combining,
arranging

Figure 1: The nature of data, information and knowledge”

Knowledge is deeper than information or data. Data can be described as any coded record.

The letters ‘0°, ‘p’, ‘s’ and t’ are data. ‘1°, ‘1’, ‘3’, ‘4’ and ‘5’ ate data too. Data 1s any kind of

— Al ——— I

1

http://dictionary.oed.com/cgt/entry/50127602?query_type=word&queryword=knowledge&first=1&max_t
o_show=10&sort_type=alpha&search_i1d=]v21-z3Bvic-20698&tresult_place=1
2 Adapted from: http://rdfer.com/swk/data-information-knowledge
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record 1n an unarranged format that does not provide insight before being formed,
manipulated, arranged, or processed. By forming data, information is created.” We can
combine and arrange the letters ‘o’, p’, s’ and ‘€’ as the word ‘post’. By displaying the four
letters 1n an ordered combination, data s processed to become information about where to
bring our letters and parcels. Another arrangement of the four letters would be ‘stop’,
representing a different piece of information. By rearranging the numbers ‘1°, ‘1°, “3’, ‘4’ and
o7 to 5.1415°, we can use them to provide information on the constant pi (). The process

of data becoming information 1s therefore characterised by adding meaning (by means of

combination, rearrangement, or contextualisation) to a set of data.

Information is the foundation ot knowledge, or ‘potential’ knowledge. Most adults in this
country will have the knowledge that the word ‘stop’ printed on a sign encourages you to
stop your vehicle. They have previously absorbed the information and have learned what
the implications are. They ate 1n a stafe of being informed about the meaning of the word ‘stop’.
Some children will not yet have acquired this knowledge. For them, ‘stop’ 1s a source of
information that might translate into knowledge some day. Since 1t has not done so yet, 1t
remains information, or potential knowledge. Similarly, some people will not know what p1
1s. Not having learned that p1 1s a mathematical constant of high importance to many
sciences, such people will not have acquired this knowledge. When reading about it in a
specific context, e.g. a chapter in a mathematics book, they will be able to learn about it
This way, information becomes knowledge via the process of mnforming oneself (learning).
Information of any kind can therefore become knowledge, 1n any case 1n which the process
of acquaintance 1s initiated and successful. Information can be processed to knowledge via
a process of understanding or learning, including the means of hearing, reading, seeing,
doing, etc. This suggests that acquiring knowledge involves human beings who perceive.
Indeed, Plato already pointed out that “knowledge 1s perception” (Butnyeat, 1990: 7). He
defined knowledge as the overlap of what 1s both true and believed (Jowett, 1999). Hence,
the process of acquiring knowledge requires the judgement of information. When
information has been judged and the process of understanding a set of mformation has
already been completed, a state of being informed has been achieved. As such, knowledge
and uncertainty indeed can be understood us opposite poles on a continuum that
represents the state of being informed. Being comprehensively mnformed represents the

state of having knowledge; being insufficiently informed represents the state of uncertainty.

—— -

3 The relationship between data and information can also be derived linguistically. Information 1s denved
from the latin word ‘informare’, which means to give form.

- 12 -



Knowledge can thercfore indeed be classified as the conversc of uncertainty. Uncertainty is

reduced or eliminated by means of understanding.

For the purpose of this thests we theretore define:

Knowledge 1s the state of being mnformed.

L T s —— e e — — — A - —

Other words often used as synonyms for knowledge are ‘know-how’, ‘expertise’,
‘acquaintance’, ‘familiarity’, ‘awareness’; ‘experience’ or ‘skill’. While the terms are used
interchangeably in the literature, the terms ‘knowledge’ and ‘know-how’ are used in this

thesis to describe the state of being mnformed.

We next define what 1s understood as international business, in order to afterwards explain

how knowledge has shaped this research area.

A FORMAL DEFINITION OF INTERNATIONAL BUSINESS

Because of its complexity and diversity, a firm can be approached with many different types of analysis—
sociological, organizational, engineering, or economic—and from whatever point of view within each type of

analysis seems appropriate to the problem in hand.
- Edith Penrose®

It has been recognised that the field of international business is somewhat muddled and
misses a “big question” (Buckley, 2002: 370). Hawkins (1984) also pointed out that there 1s
a lack of a theme being central to all enquiries: “international business is a potpoutri of
functional fields, methodologies, descriptions, occasional theorizing and conceptualizing,

which does not yet come together into a cohetent package of "recetved wisdom."” (p. 15).

International business has traditionally focused on a few selected subjects that do not seem
to evolve around the same topic. According to Hawkins (1984) these are 1) the theory of
the multinational enterprise; 1i) government relations and international companies; 1) the
organisational behaviour of international companies; iv) tesearch in accounting and control

for international operations, foreign exchange management, and market research for

e

* Penrose (1959: 10).
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foreign markets; and v) macro-economic and macro-political research for international

business.

In a recent review of the activities in the field, Buckley (2002) summarises its major foci to
be “1. explaining the flows of foreign direct investment (FDI); 2. explaining the existence,
strategy and organizaton of multinational enterprises (MNEs); 3. understanding and

predicting the development of the internationalization of firms and the new developments

of globalization™ (p. 365).

The multiple opportunities to analyse a firm and (the extent of) its operations (as observed
by Penrose, 1959) led to rich research output in many areas. However, these opportunities
simultaneously impose a problem on the study of the firm, because integrating different
views 1n a common theory or definition 1s challenging. The same problem exists for the

study of international business, a “confusing, pluralistic, and usually non-integtated field”

(Hawkins 1984: 15).

Buckley’s (2002) and Hawkins’ (1984) attempts to summarise the international business
agenda have in common that they revolve around aspects of internationalisation of
enterprises and economies. International business can therefore be positioned somewhere

in between, or thought of as the sum of, macro- and micro-economic topics. We simplify

for the scope of this thests:

International business 1s the study of the internationalisation of enterprises and |

economuies.

For the scope of this thesis, the above 1s a useful definition because 1t enables us to explamn
in the remainder of the chapter the importance and relevance of knowledge to international
business studies 1n a structured way. By explamning the relevance of knowledge to the
nature of the multinational enterprise and the multinational economy, 1t 1s shown 1n the
following that knowledge and international business are inseparably intertwined. It 1s also
shown that some questions remain unanswered in respect of knowledge and mternational
business, introducing the very subject of this thesis. Table 1 gives an overview of topics
that have significantly shaped the international business research agenda. The importance

of knowledge and knowledge transfer to each of these topics is discussed 1n the following.
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Micro-economic topics: Macro-economic topics:

The internationalisation of enterprises The int?rga@oEaﬁsaﬁon of economies
Theorz of the MNE _Flgys of FDI
Sttategy ar}d structure of MNI:s [ ComEetitiveness

Foreign-market servicing sttategies
omt-ventures and \lliances

International M&A

Competitiveness

L

Table 1: Knowledge & the international business research agenda’

KNOWLEDGE AND THE INTERNATIONALISATION OF ENTERPRISES

The theory of the MNE

Two major theories have emerged regarding the nature of the firm. One is the resource-
based view of the firm (Penrtose, 1959), which derives from the notion that resources are
heterogeneously distributed among firms (Barney, 1991).° In search of effectiveness,
companies seek to exploit their resources to the largest extent possible, e.g. by use ot
economies of scale and scope. Firms that exploit these resources across national
boundaries are called multinational enterprises (MNEs). Economies of scale are large for
intangible (i.e. knowledge intensive) products and services, because knowledge mvestments
represent sunk costs (Johnson, 1970) that are relatively low when spread over a large
number of marketable applications. Reproducing knowledge intensive products or setvices
in other geographic locations requires only little machinery, equipment, and warehousing
facilities, enabling the MNE to teplicate them at low capital intensity. The existence ot
many of the ‘new’ MNEs (Microsoft, Google, Amazon, etc.), and in particular their fast
international expansion, can be explained using a resource based view of the firm. Building
on and applying internal organisational resources, such as knowledge, these firms are able

to grow quickly internationally.

The major alternative is the transaction-cost view. The transaction-cost view regards the
firm as a substitute for a market.” Firms and markets are at the end of a continuum ot
different institutions for performing a transaction (Coase, 1937). The firm has internal
costs (that of managing its resources) and the market has market costs (that of bringing

together sellers and buyers). Whenever internal (market) costs are lower than market

> Compiled from Buckley (2002) and Hawkins (1984)
6 Chapter 2 discusses this theory in more detail
7 Chapter 2 discusses this theory 1n more detail.
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(Internal) costs, a firm (market) will carry out the transaction. One aspect important to
understanding when the equation turns out m favour of the firm is knowledge or research
intensity. As shown empirically by Buckley & Casson (1976), MNEs atise especially in
knowledge intensive industries, where they internalise specific markets in their internal
organisation and thereby circumvent external markets and their costs. For both views,

knowledge, its sharing and exploitation are an integral part of explaining the nature of the

MNEL.

Strategy and structure of MNEs

International companies operate with strategies and structures that cotrespond to two
forces: the need to globally integrate operations and the need to locally adapt operations
(Bartlett & Ghoshal, 1989; Hamel & Prahalad, 1983). The need to globally integrate
operations forces a company to employ a more ‘global’ strategy, t.e. a more globally
integrated and standardised process of value creation. The need to be locally responsive
leads to more ‘local’ strategy, 1.e. more foreign product and service diversity. ‘Global’
MNEs typically employ a product division structure that facilitates the management of a
globally integrated value chain. ‘Local’ MNEs use area structures that enable their
management to respond to local needs and demands. The “global-local dilemma”
(Dunning & Mucchielli, 2001) arises from the fact that, in today’s world, most companies
have to respond to both needs at the same time. The need to globally integrate increases
with more global competitors and lower trade barriers; the need to locally integrate
increases with the number of local competitors, the availability of product substitutes, and

distribution channel distinctiveness (Hamel & Prahalad, 1983). All of these trends could be

observed during the last decades.

A firm that integrates its global operations needs to remain informed about delivery
schedules, legal and political issues, location advantages, etc., all of which are subject to
continuous change. It faces primary, secondary and tertiary uncertainty (c.f. Buckley &
Carter, 2002). The global company thus needs to continuously acquire knowledge and
overcome uncertainty to achieve the state of being mnformed. It also needs to be more
sophisticated in language since the representatives of different countries have to
communicate and cooperate with each other. Value creation in globally integrated firms
depends on cross-border communication and interaction. Hence, a globally integrated firm
faces supplementary knowledge needs. Similatly, the locally responsive firm needs to

acquire information about local tastes, local competition, and local distribution channels. In
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the absence of this understanding, firms cannot address local demand with suitable offers.
Value creation in industries that require firms to be locally responsive fundamentally
depends on achieving the state of being mformed about the local situation. Locally
responsive firms need to acquire (and transfer internally) knowledge about local investment
environments. Since both forces of global integration and local responsiveness require
firms to handle additional knowledge nceds, the possession and transfer of knowledge is a

central aspect of the research agenda on international strategy and structure.

Foreign-market servicing strategies

Companies that enter or expand in foreign markets have a wide choice of diversification
modes available. The choice ranges from exporting the products to the market to
establishing the entire value chain in the country to which the goods or services are sold.
The choice between the different modes 1s that of a least-cost choice (Martin & Salomon,
2003). Whichever mode offers the lowest costs of entering or expanding 1n a market will be
the chosen mode. Rugman (1981) elaborated on five costs televant to this choice. The first
type of costs that needs to be considered 1s the normal costs of producing the product at
home. The second type of costs 1s the normal costs of producing the product in the host
country. The third type of costs 1s export marketing costs (insurance, transpott, tariffs).
The fourth type of costs is the costs related to being foreign; 1.e. costs of having to acquire
knowledge about local markets, politics, culture, etc. The fifth type of costs, knowledge
dissipation costs, relates to the costs associated with protecting knowledge from
inappropriate uses. Cost-types four and five illustrate the importance of knowledge to
aspect of the international business research area. Martin & Salomon (2003) added a sixth
factor to Rugman’s (1981) equation, the costs of transferring knowledge-based assets to a
foreign location. In total, there are three knowledge-related items (out of six in total) in the
equation that determine a firm’s foreign market servicing strategy. Hence, the study of

foreign market servicing strategies 1s another topic on the international business research

agenda that is strongly influenced by knowledge topics.

Joint-ventures and alliances

Companies choose to cooperate with each other in either Jomnt-ventures or strategic
alliances when they believe that the partner has useful complementary knowledge assets
(Lane ef al, 2001). Two reasons as to why knowledge is considered useful can be

distinguished: knowledge accession and knowledge acquisition (Grant & Baden-Fuller,
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2004; Klyn, 20006). Firstly, a company can seek to acquite knowledge in cases in which it
considers the knowledge useful for its own operations (knowledge acquisition). Secondly, a
company can get access to the partner’s knowledge for use in the Joint-venture operations,
but without the desire to transfer the knowledge back into its own organisation (knowledge
accession). In either case, it 1s the partner’s knowledge that causes the cooperative mode of
value creation. Indeed, empirical tests showed that fechnology development and transfer® is the
most frequent motivation for international Joint-ventures (Glaister & Buckley, 1996).
According to the rescarch conducted, this motivation cxplains more Joint-venture
formatons than any other motive. Hence, knowledge must also be considered to be of

highest importance to this field of international business inquiry.

International M&A

The importance of knowledge in international Metgers & Acquisitions (M&A) can be
derived from an analysis of the motives for acquisitions.” Amongst other motives like
economies of scale and scope, portfolio or geographic expansion, acquisitions have been
described to be particularly motivated by knowledge acquisition motives. They take place
to secure good management or R&D teams when expertise 1s scarce (Cooke, 1986), to
acquire knowledge that cannot be acquired in efficient factor markets (Buckley & Ghaut,
2002), to learn new knowledge, capabilities and managerial practices (Hitt & Pisano, 2004),
to secure complementary resources or knowledge of nattonal cultures (Hopkins, 1999), to
gain control over resources or technology (Hubbard, 2001), and to share learning across
organisational units (Hopkins, 1999; Schweiger & Very, 2003). In particular the acquisition
of small- and medium-sized high-tech enterprises are motivated by the targets’ innovative
capabilities 1n the form of know-how and R&D capabilities (see for example Graebnet,
2004; Inkpen, 2000; Laamanen, 1999; Puranam e¢f 4/, 2006; Vanhaverbeke e¢f ai., 2002).
Since markets in know-how are highly inefficient (Hennart & Park, 1993) and high
transaction costs lead to the creation of internal markets for knowledge exploitation
(Buckley & Casson, 1976), acquisitions are a popular method of strengthening a company’s
internal knowledge markets. Knowledge acquisiton and sharing are highly important

aspects 10 fully understanding the nature of mternational M&A.

8 Technology development and transfer 1s the label of a factor comprising the motivations to 1) share R&D
costs, 2) exchange complementary technology, and 3) exchange of patents/tetritories.

" We restrict the analysts here to acquisttions, because in fact, most M&A are acquisitions (Newton, 2000), as
are international M&A (UNCTAD, 2000).

_ 18 -



Competitiveness

In non-monopolistic industries, enterprises compete with each other for profit
opportunities. In such industries, enterptises have to build and maintain competitive
advantages m order to survive (Porter, 1980; Prahalad and Hamel, 1990). Once they have
achieved a certain non-imitable skill, such eniterprises possess an ownership advantage
(Dunning, 1993). The above scholars build on the resource-based view of the firm, a view
which explains that the degree of competitiveness of an international company Increases
with the knowledge resources it possesses. Furthermore, the transaction-cost view shows
that there 1s a relationship between the degtee of knowledge-intensity in an industry and
the growth of its firms (Buckley & Casson, 1976). Knowledge possession and exploitation
can thus be regarded a measure of competitiveness. Hence, there are two possibilities to

explain why knowledge contributes to competitiveness and why understanding knowledge

and its transfer are essential to understanding this aspect of the international business

research agenda.

KNOWLEDGE AND THE INTERNATIONALISATION OF ECONOMIES

[n place of the old local and national seclusion and self-suficiency, we have intercourse in every direction,
universal inter-dependence of nations. [...] The intellectual creations of individual nations become common
' property.

- Karl Marx & Friedrich Engels™

Flows of foreign ditect investment

As pointed out i Buckley’s (2002) summary of the antecedent international business
research agenda, explaining the international flows of foreign direct investment has been
and remains to be the major topic 1n mternational business from a macro-economic point
of view. Most companies seek to maximise their profits and will invest in locations where
they get the highest return on their investments. Companies’ mnternational production
investments are determined by resource-seeking, strategic-asset-seeking, efficiency-seeking,
and market-seeking motives (Dunning, 1993). Smce knowledge 1s a resource employed by
firms, knowledge 1s equally important to explain resource-seeking foreign direct mvestment
(FDI); many MNEs are “targeting the knowledge base of developed countries” (UNCTAD,
2005: xxvi1). The same holds true for strategic-asset seeking FDI, as shown by the many

acquisitions in knowledge-intensive, “dynamic global markets” (Graebner, 2004: 751).

10 From Marx and Engels’ (1888) “The Communist Manifesto”, found in Marx & Engels (2002, 223).
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Etficiency-seeking FDI seeks to make the operations of a company more efficient.
Knowledge intensive value creation will be relocated in areas where knowledge is available,
explaining why many car manufacturers organise their global value chain with production
facilittes 1n countries with low labour costs and R&D centres in Furope or Japan where
more “knowledge workers” (Drucker, 1959) are available. When seeking a market,
companites look for high purchasing power and invest in those geographic areas that
accommodate enough people with sufficient purchasing power. Often these are the regions
with high levels of economic development. Economic development and knowledge
possession are intethnked: “developing countries that fail to build capabilities enabling
them to participate in the evolving global netwotks of knowledge creation risk falling
further behind in terms of competitiveness as well as economic and social development”
(UNCTAD, 2005: 99). Turned around, market-seeking FDI is more likely in knowledge-
possessing economies because they achieve higher levels of economic development.
Therefore, knowledge can be used to explain market-seeking FDI flows via the mediator
economic development. In summary, the possession and location of knowledge serve as

explanations for all of the four FDI motivations. As such, knowledge is of significant

importance to explain flows of FDI.

Competitiveness

According to the online Oxford English Dictionary, the knowledge economy is “an
economy 1n which growth is thought to be dependent on the effective acquisition,
dissemination, and use of information, rather than the traditional means of production”."
In such economies, knowledge possession leads to location advantages (Dunning, 1993) ot
national comparative advantages (Porter, 1990). The degree to which competitveness 1s
determined by knowledge instead of the ‘traditional’ means of production has grown
during the last decades, a period in which globalisation has increased the number of
competitors a company has and durning which services have become more and
manufacturing less important. Indeed, compared to manufacturing firms, setvice firms
depend to a larger extent on “knowledge-based, intangible assets” (UNCTAD 2004: xxi1).
Global knowledge flows are the key driver of economic growth because domestic
innovation can be better exploited overseas (OECD, 2004). Nonaka (1991) even claimed

that “in an economy where the only certainty is uncertainty, the one source of lasting

competitive advantage 1s knowledge” (p. 21). Most economies in the developed world can

; ) http://0-
dictionary.oed.com.wam.leeds.ac.uk/cgi/entry/50127602/50127602se26?single=1&query_type=word&query
word=knowledge+economy&first=1&max_to_show=10&hilite=50127602se26
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be considered knowledge economies which depend on this source of lasting competitive

advantage.

The above elaboration on knowledge in micro- and macroeconomic international business
subjects has provided ample evidence that the study of knowledge and knowledge transfer
1s cssenttal 1 understanding international business. The state of being informed is
beneficial for both firms and economies, and both of them tty to achieve this state. Both
companies and countries continuously seek to acquire, maintain and develop knowledge. In
this thests, we are mainly concerned with micro-economic applications of knowledge, i.e.
intra-organisational transfers of knowledge. For the scope of this thesis, we use the

following definition of knowledge transfer.

| Knowledge transfer 1s the transfer of the state of being informed from one organisation
(organisational unit) to another organisation (organisational unit). The organisation that
owns the knowledge prior to the transfer 1s called the source (organisation). The

| organisation that absorbs the knowledge 1s called the recipient (organisation).

KNOWLEDGE TRANSFER AND ITS EFFECTIVENESS

1 wish we Enew what we know at HP.

- Lew Platt*

It was pointed out before that knowledge not only needs to be possessed, but needs to be
disseminated from one place to anothet; one country to another; one firm to another. The
increasing liberalisation of the wotld-economy has meant that MNEs have arisen from all
countries in the world participating in globalisation, and knowledge transfer has reached
record levels: “In the past, knowledge was transferred from one generation to another.
Today, knowledge is transferred from one continent to another. Never before in the
history of mankind has knowledge ever been transferred to such an extent without war and

conquest””” (Steingart, 2006). Effective know-how transfer inside the MNE 1s central to 1ts

survival and success.

12 President and CEO of HP from 1992 — 1999

13 Own translation, original quote in German: , Frither ging das Wissen von einer Generation auf die nachste
iiber. Heute geht das Wissen von einem Erdteil auf den anderen uiber. Niemals zuvor in der Geschichte der
Menschheit hat es ohne Krieg und Eroberung einen solchen Wissenstransfer gegeben.”
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With the rise of foreign direct investment and the free exchange of all factors of
production, knowledge of almost any form located in almost any location can be applied 1n
almost any market, given that it can be successfully transferred (e.g. through a network of
organtsational units under the control of an MNE). It was shown that MNEs teap the
benefits of knowledge exploitation more effectively than markets (Buckley & Casson, 1976),
and scholars pressing the importance of knowledge to the firm have developed a
knowledge-based theory of the firm (Conner & Prahalad, 1996; Grant, 1996; Kogut &
Zander, 1992; Spender, 1996; Spender & Grant, 1996). The firm’s ability to transfer
knowledge 1s widely accepted to be a source of competitive advantage (Gupta &
Govindarajan, 2000; Jensen & Szulanski, 2004; Szulanski e 4/, 2004) because the
application of knowledge to commercial ends enhances the competitive position of MNEs
by leading to higher innovativeness (e.g. Cohen & Levinthal 1990; Nahapiet & Ghoshal

1998) and performance (e.g. Dhanaraj ez a/ 2004, Lyles & Salk 1996, Lane ¢f a/. 2001;
Kotabe ez a/. 2003).

International organisations often “do not know what they know” (Szulanski, 1996: 38) on
account of the barriers to knowledge transfer between geographically dispersed
organisational units. Employees often do not have access to important firm resources; they
might not speak a common language; they might lack communication devices or channels
to exchange knowledge; cultural differences might prevent communication and learning
success; they might protect knowledge from each other; or they might not feel confident
enough to share (learn) know-how with (from) each other, just to mention a few of the

possible reasons why international knowledge transfer might fail.

Since knowledge transfer depends on successful communication, and communication is a
soclal process mnvolving two or more individuals, the above list could be continued almost
endlessly. Any social problem, 1.e. a problem that arises from the interaction between two
or more indmviduals, represents a potential barrter to know-how transter, and might
therefore 1mpede transfer effectiveness. It has been admitted that the social processes
undetlying knowledge transfer effectiveness are the key to transfer success (I'sai, 2002), and
that technology 1s only a tool that facilitates transfers. The same 1s realised by practitioners
who claim that “knowledge management doesn’t even start with technology. It starts with
business objectives and processes and a recognition of the need to share information”
(Gates, 1999: 265) and that “effectively exchanging knowledge on a company-wide basis 1s

much less a technological problem than an organizational one” (McKinseyQuarterly, 2004).
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Hence, understanding the organisational issues that support or inhibit knowledge transfer

eftectiveness is a key task for scholats who seek to understand MNE:s.

Many scholars have assessed this effectiveness by means of transfer ‘velocity’ (the speed of
knowledge transfers, e.g. Zander & Kogut, 1995), transfer ‘viscosity’ (the amount of
knowledge transferred, e.g. Gupta & Govindarajan, 2000), and the value that is created
trom knowledge transfers (e.g. Yli-Renko e7 4/, 2001). The effectiveness of knowledge
transters (and the determinants that cause this effectiveness) is the central theme of this

thesis. We will therefore describe and define the three measures of effectiveness next.

The first measure of knowledge transfer effectiveness is transfer velocity. In a globalised
economy, most firms find themselves operating under market conditions of high time
pressures. Market needs are constantly changing and firms are in a race to respond to them
betore their competitors do. There is ample evidence that the introductory and growth
stages of product life cycles are being constantly shortened, making speed one of the
central objectives of the firm (Cordero, 1991). Hence, firms seek to transfer know-how
from where 1t 1s located (source) to where it is needed (recipient) as quickly as possible.
Transter velocity (Davenport & Prusak, 1998) refers to how quickly knowledge is
transferred from the knowledge source to the knowledge recipient. If transfer velocity lags
behind, timely market/ product entry is put at risk and if the delay is substantial, product
success 1s endangered. For example, a firm that seeks to pioneer in a market but whose
market entry 1s delayed by the slow pace of knowledge transfers puts at risk the benefits of
customer loyalty, premuum prices, cost advantages, and profit potential (Lilien & Yoon,
1990; Porter, 1985). Firms that transfer knowledge from one location to another more
quickly than their competitors can position their product in the preferred market segment
(Utban ez a/., 1986) and timely address market needs. All such benefits can only be achieved
when the firm transfers knowledge at a pace that 1s quick enough to precede competitors’
moves. Transfer velocity 1s therefore a central aspect of knowledge transfer etfectiveness.

Effective transfers are quick; ineffective transfers are slow.

The second measure of knowledge transfer effectiveness in transfer viscosity. Research in
the area of the knowledge-economy (Druckert, 1969) and the knowledge-based view of the
firm (Conner & Prahalad, 1996; Grant, 1996; Kogut & Zander, 1992; Spendet, 1990;
Spender & Grant, 1996) suggests that the possession of knowledge represents a
competitive advantage. Maximizing the amount of knowledge held by an organisation is an

important corporate goal, but due to the growth of the firm, organisations often do not
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know what they know. In order to know locally what they know globally, MNEs seek to
transter all relevant know-how from a source (e.g. the firm’s headquarter) to a recipient (e.g.
the firm’s subsidiary) that can apply it. Transfer viscosity (Davenport & Prusak, 1998)
describes how much knowledge transfer is transferred from a source to a recipient. Since
firms ditfer in respect of the amount of knowledge that they can transfer (Bjorkman ¢f 4/,
2002; Gupta & Govindarajan, 2000; Minbaeva ¢/ a/,, 2003), they also differ in respect of the
etfectiveness by which they transfer know-how. Transfer viscosity is another important

aspect of transfer effectiveness. Effective transfers are large; inetfective transfers are small.

The third measure of transfer effectiveness is transfer value. Even when transfers are
etfective as judged by the amount and speed of transfers, there is no guarantee that there
will be a positive impact on the business situation of the tecipient. In a perfectly effective
transfer, 100% of the knowledge that 1s transferred will be valuable for the tecipient. This
idealistic situation 1s seldom, if at all, achieved because of a lack of understanding ot
misperceptions by at least one of the transfer partners. The value of know-how is thus
another aspect that needs to be considered when we seek to fully understand transfer
etfectiveness. Previously, scholars have investigated transfer value as useful transfers (Levin
& Cross, 2004); as transfers that enhance product development capability (Subramaniam &
Venkatraman, 2001; Yh-Renko ez 4/, 2001); and as transfers that improve firm performance
(Collins & Smith, 2006; Dhanaraj ef 4/, 2004; Kotabe ez 4/, 2003; Lane et a/., 2001). The
value of knowledge transfers 1s the third aspect of transfer effectiveness. Effective transfers

create a lot of value; ineffective transfers create little or no value.

For the scope of this thesis we define:

Knowledge transfer effectiveness describes how effective an organisation transfers
knowledge from one organisational unit to another. Knowledge transfer eftectiveness
can be measured by transfer velocity (speed), transfer viscosity (amount) and transfer

value (the benefits reaped from knowledge transfers). Effective transfers are those that

are quick, large and value creating. Ineffective transfers are those that are slow, small
and do not create a lot of value.
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RESEARCH GAPS

No theory or model of organizational learning bhas widespread acceptance.

- Fiol & Lyles (1985)

Despite the record levels of knowledge transfer, and the conceptual and empirical attention
the topic has recewved 1n recent years, there remain questions as to how knowledge flows
through intra- and inter-organisational networks and how the challenge of knowledge
sharing and transfer can be managed (Levin & Cross, 2004; Subramaniam & Venkatraman,
2001). The mulaple settings mn which knowledge transfer takes place, and the multiple
knowledge transfer aspects that have been researched, let the knowledge transfer
phenomenon arise as a highly contextual and multivariate construct. Given its inter-
disciplinarity, complexity, and contextuality, it 1s not surprising that in some areas of the
research agenda, knowledge transfer research could not keep up with the pace by that

knowledge transfer takes place in the outside wotld.

It was argued before that transfer velocity, viscosity and value can describe how effective
organisations transfer knowledge. Figure 1 gives an overview how the three aspects of
etfectiveness have been mvestigated in antecedent studies. Typically, such studies employ
one or two of the aspects of etfectiveness identified above. However, a simultaneous
investigation of all three aspects of effectiveness seems to be absent (figure 2). Since all
three aspects have been considered important in the area of knowledge transfer, an
interesting research gap is the investigation of how these measures relate to each other and
what factors determine them. Some scholars have recently suggested that different

measures might be detetmined by different factors. For example, Bhagat e a/ (2002) argue
that

“computer-mediated communication excels at enhancing the velocity of knowledge transter.
The issue of viscosity, however, is more complicated; viscosity 1s influenced by a number ot
cognitive and organisational factors and, in particular, by the mode of transfer. Knowledge
transferred through a long process of apprenticeship or mentoring is characterized by high

viscosity, with the recipient gaining a significant amount of tacit knowledge, but only after a

long pertod of ttme” (p. 207).

While some studies simultaneously assess viscosity and value (see figure 2), an empirical
test that simultaneously assesses all three measures of effectiveness seems to be missing

(figure 2). As will be described in detail in chapter 4, transfer velocity and viscosity are
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assumed to influence each other. Such influences can only be found when being
simulatcously assessed. Hence, simultaneous investigation of all three measures of transfer

etfectiveness represents one research gap that needs to be addressed.

Velocity

Mansfield & Romeo (1980)
Zander & Kogut (1995)

2

Viscosity

Bjortkman ef 4/ (2002), Foss &
Pedersen (2002), Gupta &
Govindarajan (2000), Lane &
Lubatkin (1998), Lord & Ranf
(2000), Lyles & Salk (1996),
AMinbaeva ef 4/ (2003), Mowe
et al. (2003), Simonin (2004),
Tsa1 (2002)

Value

Levin & Cross (2004),
Subramaniam &
Venkatraman (2001),

Collins & Smith
(2000), Dhanaraj e a/.
(2004), Kotabe ef 4/
(2003), Lane ez a/.
(2001), Yhi-Renko ef
al. (2001)

Figure 2: Transfer effectiveness as covered in previous studies

A second research gap can be found in the area of the determinants of transfer
effectiveness. Scholars and practitioners still lack answers to the question of why
organisations do not know what they know. Tsa1 (2002: 188) suggests that research mnto
knowledge transfer should focus on delivering “systematic understanding of the social
processes that undetlie how organizational units learn from each other”. The existence of
this research gap ulustrates that Penrose’s (1959) observation about the multiple
approaches to research the fitm and Buckley’s (2002) and Hawkins® (1984) conclusion
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about the lack of integration of the international business research agenda holds valid for
research into knowledge transfer, too. As such, the analysis of the firm (Pentose, 1959), the
analvsis of international business (Buckley, 2002; Hawkins, 1984), and the analysis of
knowledge transfer/organisational learning (Fiol & Lyles, 1985; Szulanski, 1996; Tsai, 2002)
share the challenge of finding overarching, conclusive theories and models. Chapter 2 will
show 1n more detail how analyses from “whatever point of view [..] seems appropriate”
(Penrose, 1959: 10) have lead to multple theoretical approaches that are considered valid
within the research area of knowledge transfer. However, and very much in line with the
idea of international business being a “non-integrated field” (Hawkins, 1984), an attempt to
structure the holistic research output on know-how transfer and to explain all of the
findings in one common theoretical framework seems to be absent and new empirical
studies frequently do little more than adding new concepts to an already fragmented stream
of research. The current project 1s deemed necessary to fully understand what determines
effective know-how transfers, leading to a better understanding of the MNE and one of
the key topics on the international business research agenda. In order to address the
second research gap, 1t 1s therefore necessary to find a single, holistic theory that explains

the major 1deas revolving around the determinants of knowledge transfer etfectiveness.

In this thesis, we seek to contribute to closing the two research gaps. The purpose 1s to
build and examine a conclusive (i.e. more systernatic and complete) theoretical framework for
knowledge transfer that integrates all major determinants and allows us to investigate
multiple measutes of effectiveness. The framework shall integrate the empitical findings ot
previous studies and possibly even extend their views. The importance of conducting this
integration will become even more visible throughout the discussion, when we will find
that both communication theorists (e.g. Betlo 1960) and research methodologists (e.g. Hair

¢t al. 2006) see problems in analysing transfers without having a complete model 1n mind.

In summary, this thesis will explore the social (and technical) processes that determine the

. N - . . ' * 14
effectiveness of international know-how transfer in the mtta-orgamsatlonal networks of

firms.

14 Both intra-organisational and inter-organisational studies of knowledge transter have been conducted. The
determinants of effectiveness in such transfers are largely similar, and both settings would be appropriate for
this thesis. The choice for intra-organisational transfers relates to the nature of the sample employed m the
empirical tests and the personal research interest of the researcher.
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RESEARCH QUESTION, OBJECTIVES AND THESIS STRUCTURE

The central research question of this investigation 1s defined as:

e

What are the determinants of international, intra-organisational knowledge transfer
cffectiveness?

-

The question will be answered by achieving three objectives. The first objective is to review
the existing literature in a systematic way and to determine which theory is the most

conclusive > and most appropriate tor developing a framework for knowledge transfer

effectiveness.

To find the most conclusive framework for research into knowledge transfer
eftectiveness.

The second objective 1s to use this framework to specify the factors that cause knowledge

transfer effectiveness.

To specity the determinants of knowledge transfer effectiveness according to the |

chosen framework.

The third objective 1s to examine the theoretical framework and the determinants from

objectives 1 and 2 1n an empirical setting.

| |

To empirically examine the degree to which the determinants of knowledge transfer
|' effectiveness explain transfer effectiveness.

According to the research question and objectives, the thests 1s structured 1n the following

way.

b

15 While each theory has its own strengths and weaknesses, we are looking for the most conclusive theory, 1.e.

the theory that includes more research findings than any other theory. The more determinants the theory can
explain and account for, the more conclusive 1t is.
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ACADEMIC CONTRIBUTION

For international business research, this project is of high importance because of “the lack
of consolidation, followed by systemic empirical research” (Detert e a/, 2000: 850) in the
discipline. We will conduct a consolidation, extend it with additional notions, and examine
it in an empirical setting. This will enable scholars to better understand how know-how 1s
transferred in an effective way, leading to a better understanding of effective MNEs. The
assessment of multiple measures of effectiveness 1s espectally important for the

international business discipline. Bhagat ¢ o/ (2002) argue that for transfer velocity and
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viscosity “both of these criteria of effective knowledge transfer are affected when
knowledge transfers involve transacting organizations that are located in dissimilar cultural
contexts” (p. 207). We agree with this point and extend 1t by including a discussion of
transter value. By mvestigating all three measures, and by doing so in an international

context, we can provide msight imnto how effectiveness is affected when knowledge 1s

transferred internationally.

In accordance with the prior discussion of how knowledge and knowledge transfer have
shaped the international business research agenda, a better understanding of the knowledge

transfer process can contribute to a better understanding of multiple disciplines (figure 4).
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Figure 4: Potential benefits of understanding knowledge transter effectiveness
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CONTRIBUTION TO PRACTITIONERS

Naturally, nmost of us do not read more than 10 percent of this research outpouring. And businessmen, as it

has been alleged, do not read any of it
- Hawkins (1984: 17)

Understanding knowledge transfer means understanding one of the key sources of
competitive advantage of the 21™ century organisation. Organisational knowledge can be
understood as sunk costs (Johnson, 1970). Knowledge reflects an investment that was
made 1n the past. By transferring it to a number of locations, the returns that organisations
get on the previously made investment can be increased. New insights into the
determinants of knowledge transfer effectiveness benefit managers because they can adjust
their resource allocation policies 1n favour of the most important determinants. This thesis
will 1mnvestigate the social and systemic characteristics of successful knowledge transferring
organisations and show practitioners some important levers to build learning (and, as will
be elaborated on later, teaching) organisations. It will show the means by which the returns

on knowledge investments can be maximised.

Policy makers will equally benefit from this research. Understanding knowledge transfer 1s
key to understanding multiple micro- and macroeconomic issues (figure 4). Since
knowledge transfer is key to understanding MNEs, many organisations and institutions will
benefit from understanding additional determinants of knowledge transfer effectiveness
that can be revealed in this thesis. For example those who design legal envitonments,

investment guidelines and other policies to attract MNEs or make MNEs adjust their

behaviour 1n a country’s favour.

CONCLUSION

While international business is a fragmented field, knowledge and knowledge transfer are
topics that connect the research areas in it. Knowledge transfer 1s an essential aspect of
international enterprises’ and economies’ behaviour and success, but there remain
unansweted questions regarding the effectiveness of the knowledge transfer process. In this
thesis, a threefold attempt to further the field is made, consisting of 1) the search for a
theoretical framework that integrates previous scholars’ findings in one model, 1) the
specification of the determinants of knowledge transter effectiveness according to the

framework, and 1i1) the empitical investigation of the framework and the determinants. This
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will provide new and unique insights to scholars, managers in firms and other policy
makers. Therefore, this thesis contributes to strengthening the three goals of international

business research: education, research and influence (Hawkins, 1984).
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Chapter 2: Literature Review

Theoretical approaches to knowledge transfer'’®

ABSTRACT

This chapter outlines the reasons why communication theory 1s chosen as the theoretical
framework to explain knowledge transfer effectiveness. We begin by outlining how
scholars have formerly investigated transfer etfectiveness. Four major theories have
previously been employed to explamn knowledge transter etfectiveness; 1) the resource-
based view, 11) the transaction-cost view, 11) social network theory and 1v) communication
theorv. It 1s shown that communication theory provides the best theoretical framework for
knowledge transfer investigations because 1t allows for the inclusion of both nodal-level (1.e.
organisational-unit-specific) and dyad-level (relationship-specific) determinants. We show
that, without a single exception, any dependent or independent varable from vatious
knowledge transfer studies we review reflects an aspect dealt with 1n communication theoty.
In addition to the perfect theoretical match, communication theory seems to elaborate on
additional determinants of transfer effectiveness that are under-researched in knowledge
transfer effectiveness studies. The chapter concludes that communication theory offers the

most comprehensive theotry to build a theotetical model of knowledge transfer

effectiveness. This model 1s subsequently built 1n chapter 3.

16 A paper similar to this chapter named “The Determinants of International Knowledge Transfer
Effectiveness” entered the proceedings of the 4% Annual PhD Students Consortium at Texas A&M
International University, Texas, USA, where the paper was presented.
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INTRODUCTION

Knowledge transfer, knowledge management, knowledge sharing and organisational
learning are related areas of interest and, taken together, account for a substantial amount
ot research output in the international business discipline (see chapter 1). A structured
review of the literature revealed that there are both conceptual and empirical publications

of immense interest to this research project. These publications were reviewed and the

results are discussed in this chapter.

While conceptual publications are of high importance to take the field further, this chapter
pays particular attention to the details of empirical publications (table 2). Research into
knowledge transfer has been conducted for multiple decades and there is ample research
output available. Given the maturity of the field, it is teasonable to pay particular attention
to the research 1deas that have proven valid in empirical settings. Any good theory needs to
be “tollowed by systemic empirical research” (Detert ¢z a/, 2000: 850), in particular in a
field like knowledge transfer where research output seems overwhelming, but mtegration

and integrity seems diminishingly small.

The scope of the literature review is shown in table 2.'" For each relevant publication, the
major independent and dependent variables were identified, and the research results were

summarised. While reviewing this literature, a number of initial findings were made.

Firstly, all listed publications have in common that their dependent variables measure an
aspect of effectiveness. For example, Bjorkman ez a/. (2004), Collins & Smith (2006), Gupta
& Govindarajan (2000), Minbaeva e 4/ (2003) and others mnvestigate the amount of
knowledge transferred; Szulanski and colleagues investigate ‘stickiness’ (e.g. Jensen &

Szulanski, 2004; Szulanski, 1995, 1996); Reagans & McEvily (2003) explore the ease of

transfers, and so on (see table 2).

Secondly, despite the fact that some researchers restrict their analyses to some items of the
following list and others mix several of them in common variables, knowledge transfer
reseatchers find the determinants of effectiveness in the source unit/organisation, the
recipient unit/organisation, the type of knowledge transferred, external circumstances, and

the transfer channels between the two transterring organisations. Research investigating the

o ——

17 The literature review comprised many other studies on knowledge, knowledge transfer, and knowledge
transfer effectiveness. Table 2 only shows the empirical, quantitative studies that ate of intetest for our

systematic review.
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determinants at either source or recipient level 1s referred to as being conducted at the
nodal-lerel, research investigating the relationship between source and recipient and its

tmpact on the transfer outcome is referred to as bemng performed at the dyad-leve/

Thirdly, researchers investigate how both technology (ec.g. communication systems) and
social or human factors affect knowledge transfers. Hence, knowledge transfer

effectiveness seems to be determined by both technological systems and human/social

factors.

Lastly, and central to this chapter, there 1s no ‘one theoretical framework’ drawn upon by
all researchers. Knowledge transfer research is inspired by all kinds of related research
streams and theortes, the four most frequently employed being a resource-based view,
transaction-cost view, socltal network theory and communication theory. In search of the
most conclusive theoretical framework for the mvestigation of knowledge transfer

etfectiveness (objective 1), the tour frameworks are outlined next.

LITERATURE REVIEW & PREVIOUSLY EMPLOYED THEORETICAL
FRAMEWORKS

Knowledge transter research faces the same challenges as other mternational business
research agendas — there 1s a lack of integration of different research outputs. One reason
for this is that researchers have employed multiple theoretical approaches to dertve their
frameworks and studies have drawn on a number of different theories. Based on the
literature reviewed, it can be stated that the most often employed theortes in knowledge
transfer research were a resource-based view, a transaction-cost view, a network-theoty

approach and a communication-theory view.

Resource-based view

The resource-based view of the firm traces back to an article by Penrose (1959), who saw
the firm as “a collection of productive resources” (p. 24). The resource-based view has
become one of the major theories of the growth of the firm (Barney, 1991; Wernettelt,
1984). Penrose explained the growth of the firm by the resources it has, which comprise
both the traditional factor inputs and management competencies: “... not only [...] the
resources with which a particular firm is accustomed to working will shape the productive

services its management is capable of rendering (whete management is defined in the
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broadest sense), but also that the expericnce of management will affect the productive
scrvices that all its other resources are capable of rendering.” (p. 5). The possession and

administration of resources determines the existence and limits the growth of the firm.

One spin-ott of the theory has become the knowledge-based view, which regards
knowledge as the most essential resource of the fitm (Conner & Prahalad, 1996; Grant,
1996; Nogut & Zander, 1992; Spender, 1996; Spender & Grant, 1996). Essential to this
theory 1s that knowledge 1s not only a personal possession, but can also be created from
social mteraction. The firm’s growth can therefore be higher than its possessed resoutces
might permit us to assume at first glance, whenever social interaction between its

emplovees 1s effective and contributes to the effective transfer of resoutces as well as the

creation of new competencies.

Crucial to any of the above scholar’s discussion 1s that optimal use must be made of
resources. In particular when resources are located in geographically dispersed locations,
transferring resources from one location to another can become challenging. This
potentially restricts firms in using their competitive advantages around the globe, and

represents a potential barrier to the international growth of the firm.

From a resource-based view of the firm, the effectiveness of knowledge transfers mside the
organisational network of a firm determines the growth of the firm. Many scholars listed 1n
table 2 have used the resource based-view of the firm to conceptually 1dentify determinants
of transfer effectiveness, such as the amount of knowledge possessed (e.g. Gupta &

Govindarajan, 2000) or management resources that distribute and absorb knowledge (e.g.

Bjorkman ¢f 4/, 2004; Lyles & Salk, 1996).

[t can be stated that the possession of resources helps the firm transter knowledge, and
therefore the resource-based view of the firm is a valid and logical framework to explain

knowledge transfer etfectiveness.

Transaction-cost view

Transaction costs economics, initiated by Coase (1937), calls attention to the fact that
market operations are not costless (Demsetz, 1988). Coase’s transaction-cost view argues
that firms exist and grow to the extent that they can organise and carry out a transaction at

1 lower cost than the market can. Transactions “must be governed as well as designed and
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carried out, and [...] certain institutional arrangements effect this governance better than
others” (Shelanski & Klein, 1995: 336). Essential to this view is that markets and firms are
alternative institutional arrangements that can carry out a transaction. Two types of costs
have to be considered to understand transaction cost economics: market costs (e.g. the
costs of setting up, organising and maintaining a relationship with another market actor)
and 1internal costs (e.g. costs of managing the resources of the firm). Coase atgues that
whenever internal transaction costs are lower than market transaction costs, the transaction
is carried out by a firm rather than a market. To specify the transaction costs imposed on
seller or buver by either market or firm, four factors should be considered: “the degree to
which relationship-specific assets are involved, the amount of uncertainty about the future
and about other parties’ actions, the complexity of the trading arrangement, and the
frequency with which the transaction occurs” (Shelanski & Klein, 1995: 337). The treason
that firms and markets coexist 1s that there are circumstances under which each of them are
more efficient in terms of total transaction costs created (Hart, 1988). Many scholars have
shared Coase’s views, and Shelanski and Klein’s (1995) overview of empitical works using

transactions cost economics lists 118 empirical studies examining it. Their conclusion is

that the majonty of studies support the theory.

The theory 1s relevant to analyse knowledge transfer effectiveness for two reasons. Firstly,
in knowledge intensive industries (1.e. industries 1n which value is generated by providing or
applying knowledge), internal costs are more likely to be lower than external costs because
of the imperfection of knowledge markets (Buckley & Casson, 1976). Firms dominate
markets 1n knowledge intensive products and services because the transaction by the
market 1s very costly. Profit opportunities are higher in markets, but bilateral coordination
(read: the firm) 1s the preferred institutional arrangement when assets are specialised
(Shelansk1 & Klein, 1995), e.g. 1n the case of knowledge intensive products. The costs of
acquiring information, setting up contracts (Willamson, 1979) and monitoring the
buyer/seller are in particular costly when knowledge 1s the subject of the transaction,
because understanding its value, assessing 1ts risk and marketability 1s more difficult than
for a tangible product. A firm, on the other hand, does not face the same market costs of
the transaction. Individual buyers/sellers can cooperate 1n the internal networks of a firm
without having to set up individual contracts, can obtain mmformation in a much more
efficient way, and have less need to monitor each other. In addition, when a firm organises
the individuals to cooperate, knowledge creation that is not valuable in itself can be

combined with other knowledge, and a product or service is created that a market would
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fail to produce.” Hence, a firm can combine different value-creation activities in its internal
structur